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FOREWORD 


In recent years the anti-trust laws of the United States have been 
praised, condemned and amended more than any cther one piece of Fed- 
eral legislation. Some regard them as the bulwark of industrial liberties, 
white others see them as a Procrustean bed to which only Labor is required 
to conform. It is generally agreed that they rank next to the Eighteenth 
Amendment and tax reduction as legal topics of every-day conversation, 
and that proposed future changes give promise of increased popular atten- 
tion because of the recent expansion in corporate stock ownership. 

Wise future legislation must be predicated, not only upon an accurate 
knowledge of the present law, but also upon a clear conception of the precise 
changes which are necessary. Furthermore, it is essential that adequate 
and proper governmental machinery be provided for the enforcement of 
the law because enactments which are praiseworthy in substance may be 
vitiated by the enforcing agency. This volume is not a mere legal invoice 
of the present status of the law: it represents an attempt to acquaint the 
reading public with the practical operation of the lew, to evaluate it, and 
to indicate some of the changes which may be expected in the future. 

The editor desires to acknowledge his indebtedness to Mr. Edward W. 
Carter, a colleague in the Wharton School of Finance and Commerce, for 
valuable assistance in preparing the volume. 

Jonn G. Hervey. 


The Changing Economic Order* 


By Leon C. MARSHAL 
Institute of Law, Johns Hopkins University, Baltimore, Maryland 


N considering in what respects so- 
cial organization can change. does 
change and is controllable by man in 
its changing, it has become customary 
to speak of four possible fields or areas 
of change: man’s biological nature, the 
natural environment, the physical ele- 
ments of culture and the non-physical 
elements of culture. 

With respect to the biological quali- 
ties and dbilities of man, we have be- 
come accustomed. to recognize that in 
this field no essential change has oc- 
curred for at least fifty thousand years, 
and perhaps for a very much longer pe- 
riod of time. At least fifty thousand 
years ago man was able to stand erect; 
his free hand with its apposite thumb 
was usable as a tool-grasping and later a 
tool-making member; his voice box had 
apparently its present-day plasticity; 
his muscular powers were, if anything, 
greater than our own; the quality of his 
brain cells—his native brain power— 
was apparently the equal of our own. 
Since no essential changes have taken 
place in man’s biological make-up in 
the last fifty thousand years or more 

*we have come to think of this element 
as unchanging, as a fixed datum. 

So also we have come to regard man’s 
natural environment as unchanging. 
It may, of course, be that after count- 
less eons of time this universe will 
“run down.” Occasionally, of course, 
catastrophic happenings have resulted, 
and will in the future continue to 
result, in more or less significant modi- 


1 Address, October 28, 1929, before the Insti- 
tute of Government and Pohtics, arranged by the 
Pennsylvania League of Women Voters and the 
University of Pennsylvania. 


fications of the natural environment. 
There is, of course, the possibility of 
the exheustion of certain natural 
resources. But in the main the re- 
sources end powers of nature have 
come to be thought of as an unchanging 
element, as another fixed datum. 

If, then, there has been upon this 
earth approximately the same kind of 
biological man for the last fifty thou- 
sand years or more, and if for an even 
longer period of time there have been 
substantially no changes in natural 
resources and powers, it follows that 
the greaz difference in man’s status 
today as compared with his status of 
fifty thousand years ago is to be as- 
cribed to that human product, that 
factor which man himself has brought 
into being—culture. 

In terms of physical culture—the 
material impedimenta of civilization— 
vast changes have certainly occurred. 
Neanderthal man of fifty thousand 
years ago had nothing in the way of 
tools except such sticks and stones as 
he migh- crudely fashion to his needs. 
In the way of clothing and shelter he 
had apparently only such devices as he 
could appropriate, with little altera- 
tion, from nature. He may or may not 
have been able to make fire; he cer- 
tainly knew how to keep fire. In fine, 
in this appropriative stage of his culture, 
man wss able merely to appropriate, 
without substantial change, the physi- 
cal goods furnished by Nature. Forty 
thousand years later Neolithic man had 
progressed to the stage of making many 
kinds of tools of stone and wood; to the 
stage of domesticated animals, agricul- 
ture, woven goods and pottery; to the 
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stage of definitely fashioning clothing 
and shelter. He had reached the 
adaptive stage of man’s development. 
Today man is in the creative stage of his 
development. He fashions substances 
not found in nature at all, and the 
physical impedimenta of civilization 
are as superior to those of Neolithic 
man as they in their turn were superior 
to those of Neanderthal man. 

Although changes in the non-physi- 
cal elements of culture cannot be 
measured in definite objective terms, it 
is a matter of common knowledge that 
vast changes can occur and do occur in. 
this field. Speech develops into writ- 
ing and into printing. Trial and error 
rule-of-thumb knowledge develops in- 
to scientific knowledge. Governmental 
structures change from the patriarchate 
and the matriarchate to the modern de- 
mocracy. Corresponding changes oc- 
cur in the realms of religion, of the 
family, of economic institutions, of 
educational institutions, to cite only a 
few of the many changing features of 
our non-physical culture. 


Our MATERIAL Progress 


A somewhat detailed consideration 

of a few of the outstanding aspects of 
‘our physical culture will demonstrate 

not only how vast the changes have 
been in this field, but also how rapidly 
the rate of.change is increasing today. 
As representative of the whole vast 
field of physical culture, let us look 
briefly at such homely matters as light, 
heat, food, the metals, mechanical 
powers and means of communication 
and transportation. 

As regards artificial light, man of 
fifty thousand years ago had only the 
light of his fires. By Neolithic times 
this had been supplemented by crude 
oil lamps, and later candles of various 
sorts became available. But it was 
not until about 1800 that the circular 
wick and the lamp chimney became 


available; it was not until about 1800 
that gas became available for lighting 
purposes; it was not until 1827-1838 
that the friction match was invented; 
not until about 1850 that kerosene 
came into use; not until 1879 that the 
incandescent light became available. 
If one were to paint the picture with a 
broad brush, the history of artificial 
light might be summed up thus: five 
hundred thousand years of no light or 
at the best wretched light, one hundred - 
years of moderately good light, one 
generation of really good light. 

As regards heating systems and 
refrigerating systems, much the same 
story may be told. Probably there 
were not even chimneys in England 
prior to 1200, while our own Benjamin 
Franklin as recently as 1744 invented 
the type of stove which could stand out 
in the room and thus utilize a fair 
percentage of the energy of fuel. It 
was not until the nineteenth century 
that central heating systems were 
feasible, and not until the last quarter 
of the nineteenth century that thor- 
oughly effective heating systems and, 
later, refrigerating systems became 
available. Five hundred thousand 
years of no artificial heat or at the best 
wretched heat, one century of moder- 
ately good heating devices, one genera- 
tion of really effective heating and 
refrigerating devices. 

As regards food supply, both the 
production of food and its preservation 
might properly be surveyed, but we 
shall confine our attention to food pres- 
ervation. Neolithic man knew how 
to preserve his food by storing the 
dry grains, by drying meat and by 
leaving a layer of cold grease over 
cooked meats. Such primitive devices 
had to suffice until after the opening of 
the nineteenth century. Napoleon, in 
need of portable food supplies for his 
armies, stimulated the development of 
the canning of foods. The canning of 
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foods remained, however, a haphazard, 
uncertain, rule-of-thumb operation un- 
til after the great work of Pasteur in the 
1880’s. From that time on, it grad- 
ually became clear that the harmful 
action of bacteria in foods could be 
checked by refrigeration, by steriliza- 
tion and by desiccation. In the twen- 
tieth century these methods have been 
coming to full fruition in our food 
industries. Five hundred thousand 
years of no control or at the best 
wretched control of food supplies, one 
hundred years of moderately effective 
control of food supplies, one generation 
of really effective control. 

The same story may be told of man’s 
control of metals. Neolithic man had 
to depend upon bone, stone and wood 
for his brittle tools. A matter of eight 
thousand years ago man began to 
control metals, but it was not until 
about 1750 that a really effective blast 
furnace camé into use; not until after 
the 1850’s (really after the 1880's) that 
the Bessemer and open-hearth proc- 
esses made it possible to have the plenti- 
ful steel which has transformed trans- 
portation, construction, manufacture 
and the many other varied producing 
activities. The amount of metal pro- 
duced in the world four or five hundred 
years ago would make a wall eight feet 
high and six feet broad extending 
through three or four city blocks. The 
‘amount of iron produced today would 
make a similar wall reaching from 
Chicago to New York and on several 
hundred miles into the Atlantic Ocean. 
As regards metals it is substantially 
true to say that we have had five 
hundred thousand years of no metals 
or at the best little in the way of metals, 
one hundred years of moderately 
plentiful metals, one generation of 
really effective command of metals. 

A similar story may be told of 
our devices for controlling mechanical 
powers. Neanderthal man had com- 


‘those of his own body. 


mand of practically no powers outside 
Neolithic man 
could command the power of springy 
wood. He had also domesticated ani- 
mals and he could make some use of 
wind power through sails. But it was 
not until 1764-1782 that the steam 
engine bezame a practical instrument; 
not until the middle of the nineteenth 
century that the compound engine and 
the turbine engine became available; 
not until 1867 that the gas engine was 
effective; not until 1878 that the 
electric motor was invented. How 
slowly these devices were introduced in 
their earier period may be seen from 
the fact that it was not until 1880 that 
the horse power of steam engines used 
in our factories exceeded the horse 
power of water wheels so used. Today, 
however, we have something like a 
billion horse power in mechanical 
devices in the United States—some- 
thing like eighty mechanical slaves for 
every man, woman and child of our 
population. Five hundred thousand 
years of almost no devices for harnessing 
the mechanical powers of Nature, one 
hundred years of the beginnings of such 
devices, one generation of really effec- 
tive anc. plentiful devices. 

The same story may be told of our 
devices for transportation and com- 
munication. One hundred years ago 
an English statesman who, needed to 
go from London to Rome could make 
no better time than Julius Caesar, and 
Caesar could have made no better time 
than a Neolithic savage, except for the 
good Roman roads. Almost within 
the last hundred years steam has been 
applied to rail and water transporta- 
tion. As recently as 1896 there were 
only four gas-driven automobiles in the 
United States. The first experimental 
flights of airplanes occurred in 1903 
and 1905; the first telegraph chattered 
in 1844; the first telephone stuttered in 
1876; the modern wireless dates rough- 
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ly from the beginning of the twenti- 


eth century. Five hundred thousand 
years of wretched communication and 
transportation, one century of moder- 
ately good transportation and com- 
munication, one generation of really 
effective and plentiful devices in this 
field. 


Newness or PHYSICAL CULTURE 


The striking newness of the essential 
features of our physical culture may 
be stated another way, the device be- 
ing borrowed from the writings of 
Robinson. 

If we assume that the human race 
began to occupy the earth twelve 
hours ago, at least eleven of these 
twelve hours dragged by shrouded in 
silence and mystery. We have no 
exact knowledge of what happened in 
that vast stretch of time. The reason- 
able inference is that man consumed 
these slow ages in rising to a stage of, 
development below that of the lowest 
living savage. Something like an hour 
ago, measured on the scale that we have 
assumed, man had become able to 
leave here and there for our later 
discovery exceedingly crude hand- 
tools of stone, and he left in his caves 
the cold embers of his fires. He had 
become a fire-user. It was not until 
twenty minutes ago (remember that 
eleven hoyrs and forty minutes have 
gone by) that a few groups scattered 
here and there over the surface of the 
earth had become able to domesticate 
animals, crudely cultivate the soil, 
weave rough cloth, make unglazed 
pottery and shape tools of polished 
stone or bone. A matter of fifteen 
minutes ago man learned to use the 
metals. Then he could greatly im- 
prove the meager implements with 
which he wrestled with Nature or 
warred with other groups, Ten min- 
utes ago he wrote. He wrote crudely 
and insufficiently, but he was at least 


able to transmit messages more ac- 
curately than memory could serve and 
thus to begin to heap the exact knowl- 
edge that could in time become scien- 
tific knowledge. Three minutes ago 
Greek philosophy, art and science were 
given to the world. Less than three 
minutes ago Roman engineers and 
administrators ruled the known world, 
and the founder of the Christian 
religion was born. Only one minute 
ago began those great changes in 
medieval life and culture from which we 
date the beginnings of modern life. 
Forty seconds ago, Gutenberg in- 
vented movable type and the printing 
press. Nine seconds ago man, with 
much fear and trepidation,*risked his 
neck traveling upon the first crude 
steam railway at a rate of fifteen miles 
per hour. Five seconds ago the first 
telephone stuttered. As for the air- 
plane and the wireless we have had 
them but for two ticks: of a grand- 
father’s clock. What a strange record 
itis! One hour ago man, with almost . 
no background of physical culture, 
cowered in trees and caves, trembling at 
the sound of the huge animal life which 
surged and crashed around him. One 
minute ago he began to get substantial 
control of the forces of Nature. For 
one second he has lived in the midst of a 
really abundant physical culture. 

Admittedly, the foregoing sketch of 
the development of man’s physical 
culture has been painted with a broad 
brush and is lacking in fine lines 
and distinctions. Notwithstanding in- 
evitable inaccuracies in such a method 
of statement, it remains broadly true 
that the changes which have occurred 
in the various parts of our physical 
culture have been synchronized in a 
striking way. The reason for this 
synchronization is not far to seek. It 
is related to the development of science 
and technology. 

As compared with trial and er- 
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ror rule-of-thumb knowledge, scientific 
knowledge has two striking advantages. 
In the first place, it is measured, tested, 
accurate knowledge which is quite 
dependable; it can be built upon with a 
high degree of safety and certainty. 
In the second place, whereas rule-of- 
thumb knowledge is applicable to but 
one or at the most to but a few situa- 
tions, scientific knowledge is commonly 
stated in far-reaching generalizations— 
in the so-called laws of science— 
which have multitudinous applications. 
When we bear in mind these two 
striking advantages of scientific knowl- 
edge, when we reflect upon the place 
which scjentific research now holds in 
our civilization, when we further reflect 
upon the many kinds of schools of 
technology which have been developed 
to apply scientific knowledge to the 
arts of life, and, finally, when we reflect 
that only in the last few hundred years 
has this scientific knowledge become 
available and only in the last two 
` generations has it been applied in large 
measure to the arts of life, then it 
becomes evident why our physical 
culture has changed so rapidly in the 
last two generations. 

Vastly more important, however, is 
the significance of this science and 
technology as means of affecting the 
future rate of change in our physical 
culture. As Walter Lippmann has 

“well pointed out, the significant fact is 
this: Man has achieved the invention of 
invention. He has discovered a method 
of discovery. This (in striking contrast 
to what was true in earlier states of 
culture) places at man’s command the 
means with which he may veritably 
multiply and not merely add to his 
achievements. It is by no means 
incredible that all the splendid achieve- 
ments of the past are but trifting as 
compared with what will happen in the 
next second of man’s existence, as 
measured on our imaginary clock. 


Non-PuysicaL CULTURN 


It goes without saying that the 
changes which have occurred in our 
physical culture have had, and will 
continue to have, profound repercus- 
sions upon all aspects of our non- 
physical culture. The area opened up 
by this statement is so vast that it 
must suffice if we draw upon only three 
or four illustrations. 

Take, for example, the changing 
situation with respect to the relation- 
ships of labor, capital and management. 
It has become a commonplace of our 
thinking that the coming in of the new 
régime, and especially the coming in of 
the power-driven machine, has pro- 
foundly affected the position of the 
laborer. It has resulted in his being di- 
vorced from the ownership of his tools, 
divorced from control of conditions of 
labor and divorced from the ownership 
of the product. The wage system—the 
work contract system—has become the 
characteristic device for the utilization 
of labor in our economic order. But 
how rapidly our outlooks on the position 
of labor change! Already such consid- 
erations as have just been sketched— 
considerations which point toward a 
conflict of labor and capital and toward 
remedial action to remove the “dis- 
advantages” of labor—begin to have 
something of the odor of efaded rose 
leaves. Already the industrial situa- 
tion is demanding a newer outlook— 
one which emphasizes codperation be- 
tween labor and capital. And if one 
keeps in mind that man’s “discovery 
of a method of discovery” seems likely 
to cause the cultural changes of the 
immediate future to be vastly greater 
than even the changes of the near past, 
one wonders whether an entirely new 
set of relationships between labor and 
capital may not be in the process of 
formation. May it be that the whole 
economic order is changing before our 
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very eyes? This has happened in the 
past. ‘The time was when the medieval 
craftsman—the technical man—held 
the strategic position, and the organ- 
ization of industry and the legal frame- 
work of industry revolved around his 
position. With the coming in of the 
power-driven machine and the need of 
ever larger supplies of capital, the 
capitalist became a more important 
figure and in time the organization of 
industry and the legal framework of 
industry revolved around his position. 
Can it be that physical productivity 
has reached such a stage that the 
relative importance of capital goods 
will wane at the same time that the 
increasing complexity and interdepend- 
ence of industry will emphasize the 
importance of management? Can it 
be that management (whatever this 
word may come to mean in the future) 
is to take the position once held by the 
craftsman and later by the capitalist? 
May it be that the future will see 
unions of laborers codperating with 
unions of capitalists against manage- 
ment? ‘That is, of course, an extreme 
way of putting the case, but there are 
persons who believe that just such 
bizarre changes are in process. 

But it is not by any means solely 
within the field of the relationships of 
labor, capital and management that we 
find ourselves plunged into the un- 
known—a bewildering unknown that 
‘in our present state of knowledge 
sometimes seems almost an unknow- 
able. Take, as another example, that 
basic assumption of our economic 
order, individual initiative. Our eco- 
nomic order has been developed pri- 
marily upon the assumption that the 
individual, and ‚not the organized 
group or society, is to be relied upon 
for initiating our economic enterprises, 
for managing and guiding our business 
units, for dividing the social product 
among the members of society, for 


most of the really significant functions 
in an economic order. Individual 
initiative, working through the insti- 
tutions of private property and pe- 
cuniary competition, may fairly be 
said to be our fundamental organizing 
device. 


ESTABLISHMENT OF A “SOCIAL 
rom’ 

Notwithstanding the many admitted 
difficulties of such a scheme of social 
organization, there can be no serious 
doubt that its use has been attended 
by tremendous progress and productiv- 
ity; and there can be no serious doubt 
that we must in the futyre con- 
tinue to rely strongly upon this 
device. But equally there can be no 
doubt that the vast changes of the last 
second of man’s existence—as meas- 
ured upon our imaginary clock—have 
plunged the present-day individual 
into the midst of forces which he can- 
not fully understand and which he finds 
increasingly difficult to control. With 
what result? With the result that on 
every hand there are brought into use 
many devices designed to establish a 
“social minimum” which may serve as 
a basis or foundation of “sturdy in- 
dividuslism.” In the field of labor, 
there is the minimum wage, regulation 
of hours and conditions of work, fac- 
tory inspection, old. age pensions, 
workmen’s compensation, attempted 
regulation of unemployment and many 
other devices. It has become the fash- 
ion to think of these as “protecting” 
devices, as devices largely of a remedial 
character. But, is it not conceivable 
that while the motive was apparently 
one of securing protection and reme- 
dial action, there was really something 
more constructive in the situation? 
Is it not conceivable that without 
society’s being aware of the fact there 
has come a dawning recognition that 
the individual in this new complex, 
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interdependent, changing society of curs 
is, in fact, unable to exercise individual 
initiative of the type called for in our 
fundamental social theory? Is it not 
conceivable that society has been 
somewhat blindly groping toward the 
establishment of a social minimum 
which may serve as a basis for a sturdy 
individualism of the future? 

Certain it is that this movement has 
not been confined to the field of la- 
bor; corresponding developments have 
taken place in the field of business 
enterprise and management. There 
are, for example, debtors’ exemption 
laws in our various states, apparently 
designed to guarantee that a minimum 
of private property shall always be left 
an individual as a basis of starting his 
business over again. There are sys- 
tems of vocational education, blue sky 
laws, schemes for the Government to 
supply all sorts of information about 
marketing methods, about stocks of 
goods on hand, about movement of 
commodities to market, about oppor- 
tunities in foreign countries, to cite only 
afew. May these properly be called 
gropings toward the establishment of a 
social minimum in enterprise? 

And may it not be that the so-called 
protective legislation applicable to the 
consumer (covering such widely diver- 
gent matters as public health and 


„sanitation, educational opportunities, 


public parks and playgrounds, pure 
food and drug acts—and this is, of 
course, but the merest beginning of 
such a list) has also been motivated by 
the need of having a social minimum as 
a basis of individual initiative? It is 
at least thinkable that in all these and 
in other fields the many instances of 
“protection” and “remedial action” 
really represent a fumbling hither and 
yon (with as yet no explicit social 
policy guiding the fumbling), with the 
general drift in the direction of pro- 


viding the social minimum which alone, 


so far as we can now see, can make 
possible the sturdy individualism that 
is to be needed for the future. 


INCREASING GOVERNMENTAL CONTROL 


A usual way of referring to such 
developments is to say that we are 
living in a régime of increasing govern- 
mental control—of increasing social 
control with particular reference to 
governmental control. That is, of 
course, true, and the reasons are not far 
to seek. We have become quite well 
convinced that the first fundamental 
assumption of the laissez faire régime 
is false. This first assumption, you 
will remember, was that every indi- 
vidual of sound mind and mature age 
knows reasonably well his own self- 
interest. While this may be said to 
have been substantially true of the 
simpler society of the past, the kalei- 
doscopic changes of the last genera- 
tion have made it highly improbable 
that every individúal can know his 
own self-interest even reasonably well. 
The second assumption of the laissez 
faire régime was that the individual will 
follow his self interest and in so doing 
will be led “as by an invisible hand” 
to promote the public welfare. This 
second assumption we can no longer 
grant; the last hundred years of history 
have furnished abundant evidence to 
the contrary. At the samé time that 
we have lost our faith in the easy 
assumptions of the laissez faire régime, 
we have been beckoned in the direction 
of increasing governmental interven- 
tion by several considerations. One is 
the fact that the increasing size and in- ` 
creasing complexity of our society have 
meant a tremendous increase in the 
number of points of centact and, hence, 
in the number of points of possible 
conflict—conflicts which, in the very 
nature of the case, must be adjudicated. 
Then, too, we have come to be vastly 
more tolerant of governmental in- 
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tervention than was the case two 
hundred years ago. It was one thing 
to be suspicious of government when 
the government was that of a despotic 
king; it is quite anothing thing to be 
suspicious of government (and we still 
have ample ground for a new kind of 
suspicion) when government means the 
tule of the people. In the same pe- 
riod that our hostility to government 
has declined, increasing scientific 
knowledge and scientifically established 
standards have opened wide the op- 
portunity for governmental interven- 
tion in such matters as the regulation 
of public health and sanitation, the 
setting of standards of building con- 
struction, the guaranty of purity of 
food supply, and soforth. Then, too, 
the coming in of the evolutionary 
philosophy has meant an acceptance of 
the view that change can occur in social 
organization and (by a natural step) an 
acceptance of the view that man can 
influence that change, governmental 
action being, of course, an important 
method of influencing the change. 

For such reasons as these we have 
come to accept, either wisely or fool- 
ishly, an increasing amount of govern- 
mental intervention in the ordinary 
affairs of life; and it is commonly 
assumed that a still greater increase is 
to take place in the future. This may 
well prove*to be the case, but there is 
little reason to suppose that govern- 
mental intervention will serve as an 
easy cure-all of our difficulties of social 
organization. Compare, if you will, 
the status of individual initiative and 
governmental intervention. In the 
past we have built our social organiza- 
tion upon the assumption of individ- 
ual initiative; and: such tremendous 
changes have occurred and such intri- 
cate and complex situations have 
emerged that the “individual” has 
been unable to measure up to his 

responsibilities. Have we any evi- 


dence that government as we know it 
today (it is operated by individuals, of 
a sort) will be competent to meet the 
strain that has proved too great for in- 
dividual initiative? If our future is to 
live up to the promise of our past, may 
it not be that the next second of man’s 
history must see a very great substitu- 
tion of other forms of social control for 
governmental action? At the very 
least, may it not be that we must look 
in the direction of types of governmen- 
tal control very different from anything 
that man has known or experienced in 
the past? 

The relationships of labor, capital 
and management; the need af a social 
minimum as a basis of sturdy individ- 
ualism; the opportunity for a more 
effective utilization of our various 
forms of social comtrol—these are but 
three illustrations out of many of the 
new institutional situations which are 
emerging from the vast cultural 
changes of our generation. Although 
they are but three illustrations, they 
must serve our present purposes. 

Thus far the argument has run that, 
as regards the changes and the rates of 
change in our social order, man’s 


-biological characteristics constitute a 


fixed datum, as do also nature’s 
resources and powers. ‘The argument 
has run that changes have been, and by 
implication will continue to be, pri- 
marily changes in man’s culture with 
no considerable changes in the biologi- 
cal and natural environmental bases. 
Even with the lines of the argument 
thus restricted, it is clear that tre- 
mendous changes have occurred and it 
is probable that even more tremendous 
changes are a matter of the near 
future. 

But is it safe to build the.entire case 
on the assumption that the natural 
background and man’s biological char- 
acteristics are unchanging and un- 
changeable? 
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Man AND ENVIRONMENT 
UNCHANGHABLE? 


As regards the assumption that the 
natural background is unchanging and 
unchangeable, one cannot avoid the 
suspicion that we have here a case 
where everything depends on how 
words and terms are used. Today, for 
example, the chemist is giving us lit- 
erally thousands of so-called synthet- 
ic products—products produced more 
cheaply and produced in more dependa- 
ble quantities than Nature can pro- 
duce their counterparts, if indeed she 
can even produce these counterparts. 
When it becomes possible to extract 
nitrate from the air over Ohio more 
cheaply than Nature’s nitrate can be 
transferred from Chile to Ohio, is it 
much more than a particular use of 
words to say that man is unable to 
change the location of Nature’s re- 
sources and powers? Or, take another 
case. One of our prominent engineers, 
whose record gives you confidence in 
his findings, asserts that he has in- 
vented a machine for the drying of our 
vegetables and our forage crops which 
operates at a cost less than that in- 
volved in the drying of these products 


by the sun’s rays, all things being ' 


considered. Suppose, for the sake of 
argument, that this is true. Then the 
. Place to raise hay is no longer a place 
where the sun shines; it is a region of 
abundant moisture and abundant crops. 
If such a dehydrating machine were to 
revolutionize agriculture—as the pow- 
er-driven machine and chemistry have 
already revolutionized manufacture— 
must we face a redistribution of the 
population of the earth’s surface? If 
we must, is it much more than a par- 
ticular use of words to say that man is 
unable to change Nature’s powers and 
resources? If the dreams of some of 
our scientists come true and man 
becomes able to control atomic energy 


so that he may release from a thimble- 
ful of matter the energy that is today 
secured from a whole coal field, in one 
sense it will be true that Nature’s 
powers and resources have remained 
unchanged. But the practical conse- 
quences will be those of a vast change 
in those powers and resources. 

In other words, when we reflect upon 
the impending changes in our economic 
order, will our thinking be safe if we use 
our words in such a way as to depict a 
rigid, inflexible situation as far as 
Nature’s powers and resources: are 
concerned? 

And what of man’s biological char- 
atteristics? D> these really constitute 
a fixed datum? There are those who 
question the assertion. I do not refer 
merely to the eugenics movement, 
although there are still biologists who 
think of it as not merely a possible but 
even a probable means of profound 
alterations in biological man of the 
future. Nor do I stress the argument, 
which seems to appeal to some biolo- 
gists, that great changes in’ man’s 
physical, mental: and moral character- 
istics can be brought about through 
chemical action of one sort or another. 
But what are we to say of the biolo- 
gists who today question whether the 
germ plasm is really a thing substan- 
tially uncontrollable by man? What 
are we to say of those biélogists who 
anticipate that the time may come 
when mutations may actually be 
produced? All that an economist can 
say is that such matters must be left to 
the biologist; but until biologists are in 
greater agreement than is the case to- 
day, the economist cannot safely 
assume that in the biological charac- 
teristics of man he has a fixed datum not 
only for the past but for all future time. 


SUMMARY 


One way cf summing up the whole 
matter is to point out that this curious 
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being, man, has fairly recently made 
up his mind to act like a god. He has 
decided to be master of his fate with 
respect to the control of his physical 
environment, master of his fate with 
respect to the control of his social 
environment, and, most daring and 
dangerous of all, master of his fate with 
respect to control of his own physical 
and mental characteristics. 

In a sense, there is nothing tre- 
mendously new in this. The most 
primitive man who picked up a stick 
and struck a rabbit was to that extent 
exercising control of his physical en- 
vironment. And, of course, by the 
time of Neolithic man, some very 
considerable amount of control of the 
physical environment was being exer- 
cised. But the striking thing with 
respect to the current situation is the 
fact that the great mass of us are to- 
day thinking thoughts and dreaming 
dreams about the control of our physi- 
cal environment which only a handful 
of “visionaries” dared to think but a 
few generations ago. Does this not 
sound like the achievement of a god? 
So also earlier peoples—the Greeks 
being notable examples—have thought 
in terms of control of the social en- 
vironment; but only in our generation 
do we find masses of people hoping to 
apply in the institutional realm-—in 
education,*in government, in religion, 
in the family and in other elements of 
our social environment—the same kind 
of scientific knowledge and technique 
that has become a commonplace in the 
physical realm. Does this not sound 
like the aspirations of a god? And 
when we find otherwise sober scientists 
dreaming of altering tHe germ plasm, 
dreaming of making changes in the 
biological characteristics of lower ani- 
mals and ultimately of man, does this 
not sound like the dreams of a god? 

One of the prophets of our current 
order has felt that man is entitled to 


such aspirations and dreams. He 
says: ; 


Everything seems pointing to the belief 
that we are entering upon a progress that 
will go on, with an ever more confident 
stride, forever. We are in the beginning of 
the greatest change that humanity has ever 
undergone. There is no shock, no epoch- 
making incident—but then there is no shock 
at a cloudy daybreak. At no point can we 
say, “Here it commences, now; last minute 
was night and this is morning,” but insen- 
sibly we are in the day. 

It is possible to believe that all the past 
is but the beginning, and that all that has 
been is but the twilight of the dawn. It is 
possible to believe that all that the human 
mind has ever accomplished i$ but the 
dream before the awakening. We cannot 
see, there is no need for us to see, what this 
world will be like when the day has fully 
come. We are creatures of the twilight. 
But out of our race and lineage minds will 
spring, that will reach back to us in our 
littleness to know us better than we know 
ourselves, and that will reach forward 
fearlessly to know this future that defeats 
our eyes. A day will come, one day in the 
unending succession of days, when beings 
shall stand upon this earth, as one stands 
upon a footstool, and shall laugh and reach 
out their hands amidst the stars. 


All this is possible, but there is 
another possibility that we would do 
well to recognize. It is possible that 
mankind is to demonstrate the truth of 
the old adage, “Whom the gods would’ 
destroy, they first make mad.” It is 
possible that the aspirations and 
dreams of this strange creature, who is 
now ascribing unto himself the qualities 
that in the earlier days of myth and 
superstition he ascribed unto god- 
hood, are but the foreshadowings of 
a tremendous cataclysm. May it be 
that this strange being who but one 
hour ago was cowering in caves and 
hiding in trees; who only twenty 
minutes ago had domesticated animals, 
agriculture, weaving and pottery; who 
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only forty seconds ago began to secure 
the substantial beginnings of mastery 
through scientific knowledge; and who 
for one short second has strutted his 


way like a god across the stage of life— 
may it be that he is but wearing a mask 
and that behind his godlike mask there 
is a grinning, drooling, dwarfish clown? 


The Economic Philosophy of Anti-Trust Legislation ` 
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O some, no doubt, this title will 

suggest a contradiction in terms. 
How, it will be asked, can laws which 
throttle business enterprise, which 
arrest the economic development of the 
country, which subvert well established 
economie principles by interfering with 
the voluntary efforts of enlightened 
self-interest to adjust supply to de- 
mand, how can an economic philosophy 
be justly ascribed to such laws? Are 
they not rather an expression of the 
very negation of any “philosophy,” of 
any love of wisdom whatsoever? The 
critics of the anti-trust laws who take 
this extreme attitude see in them only a 
sop of politicians to their constituents. 
' They profess to believe that the laws 


regulating business have not been en- 


acted in response to any valid griev- 
ance, but only in order to delude the 
general public into the supposition that 
something is wrong and that the pro- 
fessional vote-catchers have sagely pro- 
vided an effective remedy. Such crit- 
ics would not hesitate to offer a parody 
on our title, as “The Political Philoso- 
phy of Antf-Trust Legislation.” 

But there are others who will also 
challenge the title as self-contradictory, 
though from a different standpoint. 
How, they will ask, can laws which not 
only provide for no consciously coördi- 
nated control of the productive process, 
but which actually prohibit under 
penalty collective efforts to abate the 
most grievous wastes of competition 
and to establish system and order in 
place of planless confusion, how can the 
philosophy behind such laws be justly 
characterized as economic? ‘That there 
is an economic philosophy of a sort ex- 
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pressed in the Sherman Act, these 
critics are generous enough to allow; 
but they do this only in order to pro- 
vide themselves with a straw target for 
their shafts of ridicule. The economic 
philosophy of anti-trust legislation, ac- 
cording to them, is an eighteenth cen- 
tury philosophy evolved from handi- 
craft industry and local markets. It 
is based upon an assumption qf robust, 
up-standing individualism. It as- 
sumes, in other words, that all, or 
most, persons are equally endowed 
mentally and physically for carrying on 
the economic struggle, and equally 
resolute to succeed. It, takes for 
granted, moreover, these critics con- 
tend, a freedom of opportunity such as 
prevailed only under frontier conditions 
when an abundance of natural resources 
awaited the exploitation of any ener- 
getic hand. Upon the straw target of 
this fancied philosophy of simple in- 
dividualism the critics of this stamp are 
prepared to impale all who express 
either sympathy or tolerance for anti- 
trust legislation. Anticipating their 
objections to our title, it might be | 
paraphrased as “The Uneconomic 
Philosophy of Anti-Trust Legislation.” 


I 
ALTERNATIVH Pusiic Poticms 

Between those critics who can see no 
guiding principle in the attempt of 
government to regulate business and 
those who can see in it only the ex- 
pressions of a misguided economic phi- 
losophy, there is a wide chasm. In 
essence, the former are reactionary; 
they condemn the law because it im- 
poses too great restrictions. Contrari- 
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wise, the latter are revolutionary; they 
attack the law because it does not pro- 
vide enough restriction. The former 
look to a restoration of the unchecked 
liberty of the private trader to cure the 
ills from which business is alleged to 
suffer under the anti-trust laws. The 
latter look to the governmental as- 
sumption of still further regulatory 
powers over private business as the 


` solution of the problems of waste and 


maladjustment engendered by the lax- 
ity of the present purely negative policy 
of regulation. 

It is obvious that these two classes of 
critics, though not in agreement upon 
the question of whether an economic 
philosophy underlies the anti-trust 
laws, are alike in this respect, at least, 
that each has an economic philosophy 
of itsown. Both speak from a defirite 
theoretical standpoint, and both hold 
their respective standpoints on account 
of certain assumptions, certain articles 
of faith, if you will. Perhaps the best 
way to determine the nature and sound- 
ness of the economic ideology implicit 
in the anti-trust laws, therefore, will be 
to examine somewhat critically the 
philosophies of its most severe critics. 
At least as a preliminary to the consid- 
eration of the main topic it will do no 
harm, in view of the atmosphere of 
heated controversy which has come to 
envelop it, to take a reconnaissance of 
the battlefield and get a fair estimate of 
how the attacking forces are deploved 
and what is their strength. An ag- 
gressive foray of this nature need not be 
interpreted as a definitive alignment 
with the forces defending the citadel, 
i.e. the Sherman Act. We should 
much prefer the rôle of innocent non- 
combatants caught between the op- 
posing lines and determined to test for 
ourselves the basic factors upon which 
the ultimate victory (or stalemate?) 
will depend. But if, for the purpose 
and for the moment, undertaking this 


offensive sally does ally us, in so far, with 
the citadel-holders, the expedition may 
be interpreted as a direct challenge, 
nevertheless, to their evident strategy 
of passive defense. Almost inevitably 
citadel-holders seem to become ob- 
sessed with the idea that their position 
is impregnable, that all they have to do 
is to let attacking parties beat their 
malign heads and menacing fists upon 
the unyielding wells. But the rule of 
military strategy which declares an 
attack the best defense might find 
proper application, we suggest, in the 
debate over puklic economic policy 
now going on in the United States. 


0 
FORWARD via BACKWARD 


The economic philosophy of those 
who criticize the anti-trust laws for 
their excess of regulation is the philoso- 
phy of laissez faire. This is the system 
of economic thought which, as has been 
shown above, is mistakenly imputed to 
the sponsors of the public policy de- 
clared in the Sherman Act. It springs 
from a theory of private (natural) 
rights, and it minimizes the inequalities 
of economic condition which result 
from free enterprise and unrestricted 
opportunity in trade. In so far as 
these disparities of fortune are recog- 
nized, they are attributed to wilful 
difference in ambition or to iñeradicable 
differences in talent. But it is only fair 
to the critics of the economic policy of 
the anti-trust laws who, consciously or 
unconsciously, make the natural rights 
—laissez faire—taeory their point of 
departure, to state that most of them 
today give a new version to an old 
theory. They are far less inclined 
than some of their nineteenth century 
predecessors to base their argument 
upon dogma. The “rights” of which 

10f. Trade Associations: Their Economio 
Significance and Legal Status. National Indus- 
trial Conference Board, 1925, ch. XXTI. 
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they speak are more in the nature of 
constitutional rights founded upon 
social utility than of imprescriptible 
rights founded upon a “natural” order. 
They emphasize less the beneficence of 
competition than the advantages of 
liberty. They put their trust not so 
much in the providential outcome of an 
industrial “trial by combat,” as in the 
piercing foresight and prudent self- 
restraint of enlightened self-interest. 
Laissez faire is not for them a war of 
each against all. It is an economic 
policy which allows the widest freedom 
to the gifted few to organize and oper- 
ate industrial enterprises for their own 
good. It assumes that they will mini- 
mize the wastes of conflict and guide 
the productive process in the right 
direction and at the proper pace, all in 
their own private interest. The affairs 
of the ungifted many are expected to 
prosper better under the genius of the 
few for managing things smoothly than 
they would under the haphazard ar- 
rangements of individual self-direction. 
This is the philosophy of the contem- 
porary critics of anti-trust policy who 
would abate the governmental restric- 
tions on business distinguished from 
the school of thought represented by 
Herbert Spencer and commonly iden- 
tified by the term laissez faire. 

The crucial test of the practical 
expediency of adopting this modern 
version of laissez faire and proceeding 
to revise existing anti-trust policy 
accordingly is in the assumed identity 
of a high profitableness in trade and of 
a high standard of living in the com- 
munity. Is business prosperity syn- 
onymous with the common welfare? 
If the maximum of gain for the few in- 
variably means the maximum satisfac- 
tion of wants for the many, then it. is 
fatuous folly to maintain in force the 
restrictions of the anti-trust laws. 
Those regulations are avowedly de- 
signed and, judging from the squirming 


protest they evoke in some quarters, 
actually have an appreciable effect of 
curbing the overreaching greed and cu- 
pidity of a certain class of business 
men. 


PROFESSIONAL RESPONSIBILITY 


It is undoubtedly true that there is a 
growing sense of professional responsi- 
bility in the management of great 
businesses? The more vast the re- 
sources and the more far-flung the 
interests of the huge organizations 
which have been formed in response to 
the technical and commercial advan- 
tages of large scale, integrated opera- 
tions, the more imperative has become 
the practical necessity of conducting 
these enterprises as though they were 
public trusts. A quasi-fiduciary re- 
sponsibility has been enforced upon the 
business executives charged with the 
management of such concerns in their 
relationships to consumers, creditors, 
customers, and even stockholders and 
employees. The very breadth of vision ` 
and range of judgment required in 
their day-to-day transactions foster a 
long-run point of view in the formula- 
tion of business policies. Such enter- 
prises cannot be run upon the principles 
by which fly-by-night concerns flourish. 
A management which undertook to 
conduct the business of, for example, 
the General Electric Company or the 
National Biscuit Company in accord- 
ance with considerations of maximum 
immediate profit would be not only 
shortsighted, but short-lived. It is 
not surprising, therefore, that “hon- 
esty,” and therewith fair dealing, has 
actually come to be recognized as “the 
best policy” in a large section of the 
business world. 

Nevertheless, the ranks of business 
are not selected, like the angelic host, 


2 See Mergersin Industry National Industrial 
Conference Board, 1929, particularly cha. VIII 
and IX. 
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by a vigilant gate-keeper. Anyone 
who aspires, and has the funds, may 
enter. The key to business independ- 
ence is not the hereditament of any 
family or class. Every clerk has his 
secret pass key. Like the batons in 
the knapsacks of Napoleon’s troopers 
are the savings accounts of the indus- 
trial army of employees. In these 
circumstances, it would be folly to 
expect the same self-restraint, modera- 
tion and circumspection in the entire 
corps of business enterprisers that is 
found among experienced executives 
with large responsibilities and proven 
capabilities. There is a steady in- 
crement pf new recruits ever passing 
on, and alas off, the stage of business 
management. Many of them have no 
knowledge of manufacturing costs, 
no judgment trained in the interpre- 
tation of market conditions, no scruples 
or traditions to fortify them against 
sudden impulse or fear. They are the 
prey of shrewd bargainers and equally 
blind competitors. They have no 
compunction, therefore, against prey- 
ing upon unwary customers whenever 
and however the opportunity offers. 
Nor do they hesitate to spoil a good 
market in search for some illusory 
profit or in revenge for some imagi- 
nary grievance. f 


Some APPLICATIONS 


It is for the protection of the public 
interest against the nefarious designs 
and the unfair practices of this ele- 
ment in the business world that the 
anti-trust laws are still maintained, and 
in our judgment properly maintained. 
if the anti-trust laws do not go further 
than they do, and actually afford a 
proportionate and, indeed, an adequate 
protection to private trade interests 
adversely affected by the operations of 
this class of business enterprisers, that 
is an argument which may be advanced 
by those in favor of increasing the 


restrictions of governmental regulation 
of business. It is not an argument of 
which those critics of the anti-trust 
laws, who would repeal them or emascu- 
late them, can avail themselves. Rather, 
the fact that some protection, even 
though perhaps inadequate, is afforded 
to private trade interests against this 
ignorant, undisciplined competition is a 
circumstance of the general situation 
which these critics are too prone to 
overlook. 

As an outstanding example of a 
positive accomplishment of the anti- 
trust laws in this direction may be 
mentioned the restrictions upon com- 
mercial bribery. The giving of secret 
gratuities or favors to the employees of 
a customer in order to stimulate trade 
is now recognized as an unfair method 
of competition, and the Federal Trade 

mmission has done much in the past 
fifteen years to enforce the abandon- 
ment of this demoralizing practice by 
unscrupulous competitors? Yet the 
common law afforded absolutely no 
protection to the honest trader against 
this particular type of ruinous competi- 
tion. The entire development has 
come under the Federal anti-trust laws. 
Still more significant of the increasing 
value of the anti-trust laws as a measure 
of protection to private trade interests 
is the regulation of price discrimination 
under Section 2 of the Clayton Act, 
which is being steadily expanded by 
judicial interpretation and trade prac- 
tice conference rulings of the Federal 
Trade Commission, It is by no 
means beyond the range of practical 
possibility that surreptitious under- 
cutting of prices may shortly be stopped 
by the application of legal penalties.‘ 
The advantages to legitimate business 
interests from the protection afforded 


3See Public Regulation of Competitive Prac- 
tices, 2nd edition. National Tidusta. Con- 
ference Board, 1929, ch. V. 

4 Ibid. ,ch. IV, 
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by these two types of anti-trust regula- 
tion, not to mention protection from 
boycotts,® are not the least of the sound 
reasons for refusing to follow the critics 
who would remove the governmental 
restrictions on business. 


Anti-Trust Laws Necessary 


The need for maintaining the pro- 
hibitions of the anti-trust laws might 
even be viewed as having increased 
rather than diminished, on account of 
the notable elevation of the standards 
of business practice among the out- 
standing representatives of big business 
in recent years. The very reputation 
for fair dealing and honest values which 
the leading producers in various lines 
of industry have established has lulled 
the general public into a false sense of 
security. Its buying habits are far 
less cautious today than they were a 
generation ago. In the measure that 
consumers become more trustful in 
brands and advertising claims, how- 
ever, they become more susceptible to 
victimization by commercial sharpers 
and tricksters; and that they are in 
fact readily imposed upon, on a colos- 
sal scale, by clever advertising cam- 
paigns, is matter of common knowl- 
edge. If it were not, the records of the 
Federal Trade Commission showing 
what has been done in the last fifteen 
years undêr this branch of anti-trust 
legislation to forestall the more flagrant 
of these frauds and swindles should be 
convincing. The Commission has is- 
sued approximately two thousand for- 
mal complaints, and a very large part 
of its work in pursuance of its mandate 
to prevent unfair methods of competi- 
tion consists in the efforts either to 

5 See, e.g., upon commercial boycotts, Binderup 
v. Path’ Exchange, 268 U S. 291 (1928), and 
Ramsay Co. v. Associated Bill Posters, 260 
U. S. 501 (1923); upon labor boycotts, Duplex 
Co. v. Deering, 254 U. S. 448 (1921), and Bedford 
Stone Co. v. Journeymen Stonecutters, 274 
U. 8. 87 (1927). 


stamp out deceptive misrepresentation 
in all its hydra-headed forms or to 
thwart price-fixing projects of one 
type or another.’ If these efforts ap- 
pear to be as the labors of Sisyphus, 
that would seem to be no ground, 
nevertheless, for abandoning them al- 
together and losing not alone the 
limited protection of their actual correc- 
tive effect, but as well the protection 
afforded indirectly by their constant 
reminder to consumers to beware. 

Not less convincing than the ad- 
ministrative record of the Federal 
Trade Commission is the record of 
prosecutions by the Department of 
Justice. The continuing need for the 
protection of the public interest by 
anti-trust legislation against the irre- 
sponsible and irrepressible minority in 
business is shown by the fact that 
there were eighty-four government 
suits instituted in the six years of the 
Coolidge Administration’ as against 
ninety in the eight years of the Wilson 
Administration.” That this indicates 
an increasing occasion for intervention 
in trade by the public authorities in 
defense of the general interest, rather 
than a tightening or stiffening of the 
enforcement policy, will not be ques- 
tioned by anyone having the slightest 
familiarity with the Administration’s 
attitude toward business in these two 
periods. Moreover, if one examines 
the entire record of anti-trust cases 
disposed of in the courts, both private 
suits and Government actions, during 
the eight years of the Wilson régime 
and during the past eight years, the 
result strengthens the same conclusion. 
From 1913 to 1921 there were 127 
separate proceedings based upon the 


* See Public Regulation of Competitive Practices, 
2nd edition. National Industrial Conference 
Board, 1929, App. I. 

7 See address by Colonel William J. Donovan 
before the .Pennsylvania Bar Association, 
Bedford Springs, Pa., June 28, 1929, pp. 15-16. 
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anti-trust laws adjudicated in “the 
Federal courts, counting each case only 
once no matter how many times it may 
have been reported in the same or 
different courts. Upon the same basis, 
from 1921 to 1929, there were 136 
separate proceedings determined in the 
courts, from which no appeals are 
pending. Thus, in the Harding-Cool- 
idge régime it is evident that, despite 
the absence of any militant or bluster- 
ing gesture for political effect, in the 
ordinary course of executive routine, or 
of defense of private interests adversely 
affected, the occasions for challenging 
the social legitimacy of business ar- 
rangemeyts or policies continued to 
increase. In this record, it is sub- 
mitted, no solid ground can be found 
for the contention that we have passed 
beyond the need for legal restrictions 
upon the forms and methods of busi- 
ness enterprise. 


Til 
Lzeapine FORWARD IN THE Dark 


The economic philosophy of the 
other school of criticism attacking the 


8 This compilation was made from the collec- 
tion of Federal Anti-Trust Decisions. published 
by the Department of Justice, Washington, 
1918, 1924 and 1925, vols 4, 5, 6, 8, 9 and 10. 
It includes some cases not based upon the 
Federal anti-trust laws in the strict sense, par- 
ticularly a limited selection of cases instituted by 
the Federal Trade Commission under Section 5 

“of its organic act. Most of these, however, are 
of a nature which would have permitted action 
under the anti-trust laws, properly speaking. 
The omissions from the collection which are 
most important are the proceedings settled by 
consent decrees. For the years 1927 and 1928 
the compilation is based chiefly upon the Ameri- 
can Digest annuals. 

In those instances, comparatively few, in 
which final judgments had been entered in the 
earlier period but the case reopened in the later 
period, as for example to contest or enforce 
the defendant’s compliance with the decree, 
the case has been treated as settled in the earlier 
period. Similarly, cases like Loews v. Lawlor, 
which were still in the courts in 1918, but were 
really “‘hang-overs” from the years preceding, 


present anti-trust policy in nowise re- 
sembles this modern version of laissez 
faire. It proceeds from a radically 
different starting point, and it is 
directed toward an entirely different 
goal. Those who contend that the 
anti-trust laws neither impose nor per- 
mit sufficient restriction upon private 
discretion in business management to 
foster, properly, the public welfare are 
convinced that “enlightened self-in- 
terest” isan illusion. Itis, for them, a 
mere phantom of theorists’ imagina- 
tion. Consciously or unconsciously, 
mostly unconsciously, they take for 
their point of departure the assump- 
tion, exactly opposite to the other 
school of critics, that individuals as 
economic prime movers are in general 
blind and berighted. In terms made 
familiar by centuries of theological 
controversy, they accept the doctrine 
of “original sm.” And as in theology 
the acceptance of this doctrine inspires, 
one might almost say constrains, to a 
staunch faith in messianic redemption, 
so in political economy, in the good old 
sense of the term, the acceptance of a 
parallel doctrine induces a fixed per- 
suasion that somehow everything can, 
and will, be set right by the master plan 
of some preternatural genius. The 
competitive pursuit of private advan- 
tage in a community of individuals in 
which each is left free to make his own 
choices and follow his own courses can 
lead only to defeat and mutual frustra- 
tion, these critics are convinced. Yet 
this same community will find spiritual 
fulfilment and material plenty, we are 
asked to believe, under the guiding 
hand of some benevolent dictatorship. 


Economic DICTATORSHIP 
All that is lacking for economic sal- 
vation is organization. Everything 
must be put in its place. Everything 


have not been listed among the cases settled 
from 1918 to 1921. 7 
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must be done according to a rationally 
predetermined plan.* Only a general 
conversion from the gospel of “each for 
himself” to the gospel of “thy will be 
done” is necessary to raise us from the 
competitive hell to the concert of 
heaven. Thatonly! These critics are 
not greatly concerned or very specific 
as to how this economic dictatorship, 
which is implicit in their every state- 
ment and which is indeed inescapable, 
starting from the premise of blind and 
benighted human nature, is to be or- 
ganized, Certainly there is no agree- 
ment among them upon whether there 
is to be one dictatorship for each in- 
dustry or one for all industries, whether 
it is to be lodged in a single autocrat or 
in a representative syndicate, whether 
it is to be established from within each 


! As fairly representative of the thought of the 
school of criticism which is here being analyzed, 
we quote from an editorial, “Revising the Anti- 
Trust Laws,” The New Republic, April 11, 1928, 
pp. 234-35: 

“The trouble with competition is, centrally, 

that it involves the lack of intelligent planning. 
Its waste and confusion anse because nobody has 
thought through the job of the industry from 
beginning to end, and has had the facilities for 
putting into effect any large scale policy. 
If we are to progress from the welter and waste 
of competition toward a better integrated eco- 
nomic order, we must do so with our eyes open 
and with positive purposes in mind . . . There 
is no real substitute for planlessness except plan. 
Creative sofial control, built up soundly step 
by step, is the only desirable remedy for the ills 
of competition ”’ 

Of course, this is a one-sided view and pro- 
portionately unrealistic Consider, for instance, 
whether it would not be as true to state, instead 
of what is said in the first sentence, that: “The 
value of competition rests, at bottom, upon the 
fact that it places a premium upon intelligent 
planning”’ And does the asgertion of planless- 
ness in modern industry, in view of the concrete 
accomplishments in recent years of trade 
coöperation through associations and institutes 
and the substantial progress in the art of manage- 
ment and the technique of forecasting, amount 
to anything more than the aasertion that the one 
making the statement, given the opportunity, 
would not plan things as they are now planned? 


economic sphere or imposed from 
without.” Mogically enough, some 
even deny that economic dictatorship is 
indispensable to economic rationaliza- 
tion. But they have not shown how 
“plan” can be substituted for “ plan- 
lessness” in industry without some 
check upon the voluntary choices and 
commitments which might otherwise 
disturb the “plan.” 8 


CHANGE IN THE Economic Process 


That in every line of trade there is, 
under conditions of free competition, 
even regulated competition, frequent 
maladjustment of supply and demand, 
none will dispute. That sugh malad- 
justments inflict losses of profits and 
wages, in the aggregate amounting to 
substantial sums, cannot be denied.!? 
They press most heavily, of course, 
upon the least efficient and the least 
foresighted. But are these losses prop- 
erly to be regarded as unmitigated 
waste? Are they uncompensated by 


10 Contrast, for example, the studied insistence 
of organs like The New Republic upon the neces- 
sity for “social control,” with the ill-digested 
jdeas and cavalier projects of certain other 
writers. See, in particular,’ Making Everybody 
Rich, by Benjemin A. Javits (New York, 1929), 
eg, chs. 3, 8 and 9; and World Corporation, 
by King C. Gillette (Boston, 1910), passim. The 
former would solve all economic problems by 
establishing an Institute of Industrial Cotrdina- 
tson; the latter urges upon us the quixotic enter- 
prise of joining all industries in a World Corpora- 
tion—chartered in Arizona! 

u This is admitted by the more circumspect 
critics of this general standpoint. See, eg, an 
editorial reviewing 4 Way of Order for Bitumt- 
nous Coal, by Walton H. Hamilton and Helen R. 
Wright (New York, 1928) in The New Republic 
for July 18, 1928, pp 212-18. 

12The Report of the Committee on Recent 
Economic Changes, of the President’s Conference 
on Unemployment (New York, 1929) empha- 
azes that the burden of these losses from con- 
tinual and cumulative change has been con- 
siderable even during a period of such general 
economic expansion and prosperity as that sur- 
veyed, mainly 1922-1928. See ch. I, on Con- 
sumption, ch. I, on Industry, and the final 
review, especially pp. 873-89. 
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l 
any offsetting advantages? The critics 


of the existing system of regulated 
competition would lead us to suppose 
that they are wholly uneconomic and 
indefensible. Let us see if analysis 
bears out this contention. Whence 
come these recurring periods of stagna- 
tion and disorganization in various 
markets? Let it be borne in mind that 
we are not here propounding any facile 
explanation of business cycles. The 
phenomena of contagious or epidemic 
movements from prosperity to depres- 
sion and vice versa among the several 
lines of trade generally are not, as such, 
our present concern. We speak only in 
referencesto the patent fact that every 
now and then every line of trade, 
whether or not simultaneously with 
others and usually not, gets into a 
slough, finds business unprofitable, re- 
trenches production and is forced to 
take stock ofitself. What is the source 
of this sort of difficulty? Speaking 
broadly, we submit that the source lies 
in change. If change did not occur, in 
the main ruinous competition and 
business disaster would disappear. 

Can change, in the economic sphere, 
be stopped? The question might per- 
haps better be put, should it be 
stopped? Before answering, let uscon- 
sider of what this change consists. 
What are the manifestations of change 
„in the economic process which force 
these spasms of readjustment and their 
attendant losses? In a summary way 
they may all be classified under one or 
the other of two categories: changes in 
consumption standards or taste, and 
changes in productive methods, in- 
cluding distributive processes. In 
other words, there are just two basic 
types of forces which can, and actually 
do, disturb market adjustments. They 
are those producing changes in the 
conditions of demand and those pro- 
ducing changes in the conditions of 
supply. 


PROPOSAL TO CONTROL CHANGE 


Is there any sound reason for inter- 
fering with forces of either of these 
types, in the interests of industrial 
stability? That is the fundamental 
question which is raised by the critics of 
existing anti-trust policy who insist it 
does not, at least to a sufficient extent, 
regulate and thereby rationalize in- 
dustry. Let no one be misled that the 
public policy these critics advocate will 
not interfere with the forces of change.¥ 
That is, in truth, its fundamental pur- 
pose and paramount significance. Its 
sponsors propose to control economic 
change in the interest of industrial 
stability. What does this involve? 
On the side of demand, it involves at 
the minimum some restriction upon the 
range of consumers’ choice. Demand 
cannot be permitted the same wide 
range, with consequent volatility, that 
it enjoys today. There must be stand- 
ardization, and still further standard- 
ization. Otherwise, long-range “plan- 
ning” of production and the nice 
adjustment of supply to demand are 
simply impracticable. 

Let us take a simple illustration. 
Assuming there are 140,000,000 per- 
sons, at home and abroad, to be sup- 
plied with footwear from American shoe 
factories, and assuming the average 
requirements per person, at*a price per 
pair adequate to cover manufacturing 
and distributing costs, to be three pairs 
of shoes per year, a total annual output 
of 420,000,000 pairs is called for. By 


18 The reports of the Federal Oil Conservation 
Board, appointed by President Coolidge on 
December 19, 1934, evince a clear appreciation 
of the indispensability of coercive restrictions 
if “planned production” ‘is to be established 
For instance, in Report IJI, issued February 25, 
1929, it 18 stated, p. $: “The possibility of un- 
restrained individual action in what should 
await regulated community action still remains a 
menace to the present stabilized rate of produc- 
tion.” 
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planning production on a steady sched- 
ule of approximately 1,400,000 pairs 
per working day these requirements 
could be filled. The assortment of this 
output among various sizes and be- 
tween men’s, women’s and children’s 
make-up could be fairly definitely cal- 
culated upon the basis of past experi- 
ence. Operating upon this planned 
schedule, the shoe industry could un- 
doubtedly dispense with a substantial 
part of the plants, machinery and 
labor force which are now provided, 
but not fully utilized. For the erratic 
fluctuations of the production curve in 
an industry functioning under competi- 
tive conditions, even one manufactur- 
ing such a staple product as shoes, 
necessitates the maintenance of equip- 
ment and personnel well in excess of 
average requirements.“ It does so 
because each producer is constrained to 
estimate not only the gross demand, 
but also the share of that total which he 
can capture for his own market.’ If 
the former estimate may be made a 
fairly accurate forecast, the latter can 
seldom be more than a gambler’s guess. 
It depends upon too many variables, 
among which the most important is the 
nature and effectiveness of competi- 
tors’ sales policies, to make prediction 
dependable. In these circumstances 


4 Thus, in’ 1927, a fairly normal year, the 
average daily output in the month of mazimum 
output was 1,300,000, and in the month of mini- 
mumoutputwas 904,000 pairs. Presumablyeven 
the 1,300,000 daily output in August, 1927, was 
well below the maximum available capacity, so 
that it is safe to say that the idle men and 
machinery in the shoe industry in the least 
active month of this normal year could hardly 
have been less than thirty-fivé percent of the 
wholenumberavailable. See Commerce ¥Yca~book, 
1928. U.S. Department of Commerce, vol. I, 
p 546, table 16. 

45 Consequently, there are many undergueases, 
followed by feverish speeding up of production 
while the unexpected demand lasts; and alas! 
fully as many overguesses resulting in sudden 
shut-downs or curtailments. 


tion.” 


the substitution of a planned produc- 
tion schedule for the industry in place 
of the existing speculative management 
of production would unquestionably 
release for other uses a large amount of 
capital and labor now represented by 
so-called “excess capacity.” And this 
situation in shoe manufacture is gen- 
eral, not exceptional, in manufacturing 
industries. 

Why cannot, or at least why should 
not, comprehensive production plan- 
ning for each industry be introduced, 
then, as the critics of the existing anti- 
trust policy contend? The answer is 
that it could be, advantageously, if 
consumers were willing, or could be 
constrained, to forego their prerogative 
of wilful and capricious shifting of de- 
mand. It is pretminently the influ- 
ence of style, or fashion, upon consumer 
demand which makes it impossible for 
competitive producers to, gauge their 
markets sufficiently far in advance to 
smooth out their production curves. 
Change is their nemesis. For shoe 
manufacturers it is a continual struggle 
to find a new color, or last, or leather, 
or a new combination of style factors 
that will be “popular,” and when found 
it never lasts. Other manufacturers, 
makers of everything from baby bottles 
to coffins, have the same problem,'* 
Even food products have their fashions 
nowadays. The tastes of consumers, 
are veritably as fickle as are women’s 
favors, proverbially. And such goods 
as are not subject to fickle demand on 
this account are constantly threatened 
by the inroads upon their markets of 
substitute materials, machinery or 
commodities. To imagine that, in 
these circumstances, any syndicated 
control of production could accomplish 
much of a saving without interfering 


1¢ The Committee on Recent Economic 
Changes in its Report, op. cit., refers to this factor 
as “optional purchasing” cr “optional consump- 
See p. xv. 
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with the capriciousness of demand is 
suply preposterous. 


“PLANNED”? PRODUCTION 


We do not say, be it marked, that 
the existing freedom of consumers’ 
choice might not, on economic grounds, 
well be confined or restrained. It 
might appear, indeed, somewhat in the 
nature of a license to sabotage indus- 
trial production. What we do say, 
however, is that unless and until the 
community as a body of consumers is 
ready to forego the privilege, not only 
of buying according to whim or fancy, 
but also of having its passion for new 
things andefor novel frills on old things 
indulged by the managers of industry, 
there can be no genuine gain from 
“planned” production. The assump- 
tion of the readiness of the community 
to submit to an arbitrary curtailment 
of consumers’ -choice, in the interest of 
productive efficiency, is in our view the 
most ill-founded and unreal assumption 
upon which the case of these critics of 
the anti-trust lawsdepends. Yet these 
critics are fond of priding themselves 
on being realists! The fact is that 
they have not yet learned what the 
veriest tyro in trade knows, that the 
mass of people prefer their foibles to 
their comfort. They do not under- 
stand that the great problem of eco- 
nomics is not how human needs may be 
satisfied, but how human wanis may be 
satisfied. They talk glibly of eliminat- 


. Ing waste in the manufacture of shoes, 


for example, by scheduling the output 
of 420,000,000 pairs a year without 
realizing that the real and inescapable 
business problem is not how to edjust 
the output of “shoes” in the aggregate 
to the demand, but how to adjust the 
output of light, tan, low, leather- 
heeled, mnarrow-toed, fancy-stitched 
shoes to their demand. And that is 
only a sample of hundreds of different 
forms of the same problem that must 


a“ 


be faced and speculatively “solved” 
and “resolved” day by day. 

These qualitative judgments, which 
are the very essence of the practical 
problem of business management in 


‘every sphere, simply do not exist for the 


critics who would extend still further 
the social regulation of industry. For 
them, the difficulties are all on a 
quantitative plane. With naive con- 
ceit they insist that the standards of 
consumption that are good for them 
are good for others.!7 Consciously or 
unconsciously, these critics range them- 
selves on the side of bigotry. They do 
not trust the educational process of in- 
dividual self-determination. Freedom 
and spontaneity in economic affairs are 
for them only a hindrance to the reali- 
zation of their own pet notions of our 
communal destiny. 

This analysis of what is involved, on 
the side of demand, in the proposal to 
establish a concerted control of eco- 
nomic change will indicate the lines 
along which a similar inquiry might 
well be made in reference to the effect 
on the processes of supply. Spatial 
limitations do not permit such an 
analysis, in detail, here. It must suf- 
fice to observe that a policy of coercive 
regulation of, and collective responsi- 
bility for, industry involves at the 
minimum some restriction on experi- 
mentation in productive and’distribu- 
tivemethods. When all the productive 
units in each industry are brought up 
to the same level of efficiency by the 
standardization of facilities and proc- 
esses, even though that level be the 
best according to existing practice, 
what room is left for comparison and 
experimentation? And do not these 

Tt may be noted incidehtally that the un- 
critical acceptance of this philosophy in a time of 
national peril led us into the Prohibition tangle. 
The unfortunate results, daily more evident, of 
this “experiment” might well induce some 
hesitation before undertaking a more compre- 
hensive application of the same philosophy. 
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things constitute not only the most 
powerful impulse to technological in- 
vention, but as well the very essence of 
the inventive process? Will not the 
control of the forces on the side of sup- 
ply, which now make for a spasmodic 
and irregular expansion of productive 
facilities with attendant losses from 
wholesale scrapping of obsolescent but 
not outworn equipment, retard tech- 
nological improvement in the long 
run? Such are some of the questions 
to which the proponents of a radical ex- 
tension of governmental regulation of 
industry must address themselves be- 
. fore we shall be convinced that the 
existing regulatory policy is inade- 
quate. 


IV 


“Oh, Progress, art thou not enough! 
Why should we cry for heaven above?’’!8 

The foregoing reconnaissance of the 
“battlefield” of the current debate on 
public economic policy reveals that, 
whatever the economic philosophy 
embodied in the existing anti-trust 
laws may be, the philosophies of the 
two principal groups of critics are well 
marked and definitely incompatible. 
It is unfortunate for the attacking 
critics that they cannot merge their 
forces. But that is impossible, for the 
only point of agreement between them 
is that the present anti-trust policy is 
wrong. In these circumstances, the 
first observation that might well bemade 
in defense of the general principle of 
Government regulation as represented 
by the Sherman Act and the Federal 
Trade Commission Act and amend- 
ments is that both groups of critics 
cannot possibly be right. There must 
be fundamental weakness on one side 
or the other. But is there no stronger 
position for the defenders of the present 
policy than this? May it not be that 
both lines of criticism are ill-founded? 

18 With apologies to the poet, Sara Teasdale. 


May it not be that the only sound 
economic philosophy, “sound” that is 
to say for the United States today and 
tomorrow, not necessarily forever, is 
the philosophy expressed in existing 
legislation? 

We venture to suggest that every 
philosophy of human relationships, and, 
after all, the anti-trust laws embody 
nothing less than that,!* is founded 
upon some postulate of human nature. 
It has its starting point in a conception 
of the capacities of individual men. 
The advocates of a return to laissez 
faire are convinced, as we have seen, 
of the universality of enlightened self- 
interest and of the indefinite perfecti- 
bility of human kind. The advocates 
of increased governmental control of 
business enterprise are equally con- 
vinced, on the other hand, of the in- 
herent fallibility and reckless improvi- 
dence of men, left to themselves. They 
require, child-like, the stern discipline 
and guidance of paternal authority. 
Must philosophizing always lead to ex- 
tremes? Is the “truth” only to be 
found in absolutes? May not, after 
all, a sound economic philosophy be 
predicated on a candid, realistic ac- 
ceptance of the obvious fact that men 
are neither children nor sages, neither 
savages nor philanthropists, neither 
knaves nor saints? Is there, indeed, 
any other sensible and rational view fo 
take than that some men are short- 
sighted and others farsighted, some 
predatory and others generous, some | 
foolish and others wise? Or, more 
properly, is it not true that men act 
sometimes, or in some circumstances, 
upon prudent impulse and shrewd 
judgment and at other times are 
prompted by base instincts and narrow 
prejudices? 


18 As Colonel William J. Donovan, in charge of 
Anti-Trust cases while Assistant to the Attorney 
General of the United States, observed on one 
occasion. . 


Tur Economic PRILOSOPHY or Anti-Trust LEGISLATION 28 


In these circumstances, is not the 
clearly indicated path for the develop- 
ment of sound publie policy toward 
trade the protection and fostering of 
honest enterprise, prudent invest- 
ment and proficient management, and 
equally the prohibition and discourage- 
ment of every opposite course of busi- 
ness conduct? And is not this, m 
effect, the policy of the anti-trust laws? 
In ultimate principle, all that they ask 
is sober industry and fair dealing; all 
that they condemn is scheming to 
“get something for nothing.” The 
positive arm of this policy is no less 
essential to its effectiveness than the 
negative., They are the complemen- 
tary aspects of a single, consistent 
social policy. This is a feature of the 
existing anti-trust policy which its 
critics are too prone to neglect. Owing 
to the dual nature of our governmental 
system, the fact may easily be over- 
looked that the positive arm of public 
economic policy actually exists. It is, 
in the main, as yet, only implicit in 
Federal law.?° It is explicit, chiefly, in 
state legislation and constitutional pro- 
visions. But in its proper province, the 
authority of the Federal Government 
is supreme. It is not confined to nega- 
tive restrictions upon the trade and in- 
dustry that are interstate or national in 
character.?! And it may well be that 
for the more effective protection of 
property and encouragement of enter- 
prise, Congress will in the not remote 


3 So far as business in general is concerned. 
Not so in respect to interstate carriers, regarding 
whom positive regulation has been extensively 
undertaken. See, for examples, the cases cited 
in the next footnote below. 

"See Luaton v. North River Bridge Co, 158 
U. S. 525 (1894); Johnson v. So Pac. Ry. Co., 
196 U. S. 1 (1904); Employers’ Liability Cases, 
207 U. S. 468 (1908); I. C. C. v. IU. Cent. R. R. 
Co., 215 U. S. 452 (1910); Atlantio Coast Line 
R. R. Co. v. Riverside Mills, 219 U S. 186 (1911); 
Wilson v. New, 248 U. S. 882 (1917); U. S. v. 
Ferger, 250 U. S. 199 (1918); Dayton-Goosa Creek 
Ry. v. U. 8., 268 U. S. 456 (1924). 


future find it expedient to exert, in a 
more positive fashion, its constitutional 
power to regulate commerce, e.g., by au- 
thorizing Federal incorporation. But 
whether or not this course is eventually 
followed, there are two facts which 
must not be lost sight of in the current 
debate. The first is that, irrespective 
of such an eventuality, there is today, 
by tke implicit sanction of Federal law, 
a positive arm of anti-trust policy. 
The second fact, and this follows from 
the first, is that, should such an even- 
tuality come, it would not necessarily 
mean a departure from the present 
public policy toward trade and indus- 
try. It would amount, if confined to 
such positive legislation as mentioned 
above, to no more than an extension, a 
logical development, of current anti- 
trust policy. 


_ Constructive CHARACTER 

If the foregoing is a fair presentation 
of the fundamental economic philoso- 
phy of anti-trust legislation, it need 
not, clearly, be taken as a defense of 
every section and every clause in the 
statutes. It has been elsewhere 
pointed out that there has been a con- 
siderable development of amendatory 
legislation in recent years, much of 
which has been ill-considered, oppor- 
tunistic and carelessly drafted. The 
provisions of some of these ldws are in- 
consistent with others, in some in- 
stances exemptions have been granted 
which appear injudicious, and in some 
respects the fundamental policy of the 
law has been modified apparently un- 
wittingly and unfortunately. This 
whole body of law should be reconsid- 
ered, section by section, in the light of 
principle and experience, and codified. 
It might well be found to require ex- 
tension in some directions, and pruning 
in others. Such an undertaking would 


22 See Mergers and The Law. National In- 
dustrial Conference Board, 1929, ch. V. 
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contribute greatly to a better under- 
standing of the fundamental principles 
of public economic policy and a clearer 
definition of the scope and require- 
ments of the law. 

Let it be added in conclusion, how- 
ever, that it assists not at all in the ac- 
complishment of this task, or even 
indeed in the attainment of their own 
wider objective, for critics of the anti- 
trust laws perversely to misrepresent 
the present situation. To assert, as 
some of these critics have asserted,” 
that the Sherman Act enforces an 
absolutely unrestricted and unregu- 
lated competition, is to ignore the great, 
achievements of the courts in the past 
two decades in molding this flexible 
statute to the practical requirements of 
modern industry and commerce. To 
cite only recent cases dealing with re- 
lations among trade competitors, there 
are at least six outstanding cases in the 
past twelve years which definitely and 
conclusively disprove such an asser- 
tion.*4 Again, when it is declared as 


3 See, for example, ‘Amendments to United 
States Anti-Trust Laws,” an address by Felix 
Levy before the Committee on Commerce of the 
American Bar Association, New York City, 
March 23, 1927. It is stated, p. 4, that: 
“The real trouble is that our anti-trust laws . . . 
have been extended into the domain of private 
business so as to prevent any and every form of 
coöperation among merchants. Thus, the real 
trouble is “that our anti-trust laws force the 
business men of this country into ruthless and 
cut-throat competition with each other by for- 
bidding them to enter into any codperative 
agreements, even when such agreements are 
economically necessary to prevent the demorali- 
zation if not the ruin of the industry thus sought 
to be safeguarded.” 

If we may be permitted to paraphrase this 
statement, we should say that the real trouble 
‘with such criticism is that it has been extended 
into the domain of fiction. The cases cited 
in footnote 24 are proof of its falsity. 

“Chicago Board of Trade v. U. S., 246 U. S. 
241 (1918); National Assn. of Window Glass 
M’frs. v. U. S., 263 U. S. 408 (1928); U S. v. 
New York Coffee Exchange, 268 U. S. 611 (1924); 
Maple Flooring Manufacturers Assn. v. U. Sn 


it has been,” that the provisions of the 
Sherman Act are not only formally, 
but essentially, negative and destruc- 
tive in character, since they absolutely 
forbid price agreements among com- 
petitors, a long line of cases in which 
business men have successfully de- 
fended their legitimate interests against 
unjustifiable boycotts is completely 
disregarded. To mention only recent 
cases of this type, there have been not 
less than seven outstanding cases in the 
past twelve years demonstrating be- 
yona cavil the “constructive” charac- 
ter of this law from any conceivable 
standpoint of decent business manage- 
ment.*® Such juggling with the facts 
of record as here instanced is inexcus- 
able. 

It may be tolerated under a firm 


268 U. S. 568 (1925); Cement Manufacturers’ 
Protective Assn. v. U. S., 268 U. S. 588 (1926); 
Moore v. New York Cotton Exchange, 270 U. 8. 
598 (1626). The decisions in U. S v. American 
Linseed Co., 262 U. S. 371 (1923); U. 8. v. 
Live Poultry Dealers’ Assn., 4 Fed. (2nd) 840 
(1928), and U. S. v. Trenton Potteries Co., 273 
U. S. 822 (1927) are not inconsistent with these 
rulings. 

% See, for example, “‘The Self Regulation of 
Industry,” an address by Rush C. Butler broad- 
cast by the National Broadcasting Company, 
April 16, 1929. It was stated, p. 4 of the 
reprint, that “ As now interpreted, the only final, 
definite and conclusive provision of the Sherman 
Law is negative anddestructivein character, .. . 
namely, that competitors may not agree upon 
prices even though the prices agreed upon are 
reasonable.” [Italics not in original ] 

The answer to this statement is that it is not 
true. If there is one point more conclusively . 
settled than any other under the Sherman Act, 
it is that a boycott or other unjustifiable obstruc- 
tion to the trade of a business enterprise is 
illegal. Cf. cases cited in footnote 26. 

% Thomsen v. Cayser, 248 U. S. 66 (1917); 
U. S. v. New England Fish Exchanges, 258 Fed. 
182 (1913); Duplex Co. v Deering, 254 U. S. 
443 (1921); Ramsey v. Associated Bill Posters, 
260 U.S 501 (1928); Binderup v. Pathé Exchange, 
Inc., 263 U. S. 291 (1923); Brims v. U. S., 
272 U. S. 549 (1926); Bedford Cut Stones Co., v. 
Journeymsn Stonecutter’ Assn. 274 U. S. 87 
(1927). 
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faith in “free trade in ideas,” 37 to bor- 
row a phrase from the eminent senior 
Justice of the Supreme Court of the 

¥ From the dissenting opinion by Justice 


Holmes in Abrams v. U.S. 250 U.S. 616, 680, 
(1919). 


United States; but those who have a 
parallel faith in “free trade in the 
market” need have no misgivings that 
rival economic philosophies will win 
their way to popular favor by such 
“unfair methods of competition.” 


The True and Limited Function of Anti-Trust Statutes 


By Jesss W. BAaRETT 


Member, Missouri and St. Louis Bars; Former Attorney General of Missouri, 
St. Louis, Missouri 


HERE are many who assert that 

our present anti-trust statutes are 
weak and inadequate, while others are 
praising their wisdom and strength, 
and still others are regarding them with 
confusion and uncertainty. The writer 
submits that before intelligent dis- 
cussion can be had there must first 
be a clear and general understanding 
of the nature and purpose of these 
laws. They are not affirmative, but 
negative. They do not compel; they 
forbid. They do not create com- 
petition; they forbid artificial inter- 
ference with full and free competition. 
The statutory law cedes to the eco- 
nomic law its authority in the field 
of competition. It places the eco- 
nomic law upon the throne, so to 
speak, and is content to stand by with 
drawn sword to defend it. With that 
conception in mind, much of the con- 
fusion respecting the use and abuse of 
the anti-trust statutes is removed, and 
it is possible to discern both their 
weaknesses and their strength. 


COMPETITION AND PRICES 


The weakness in this governmental 
policy is that it presupposes the ex- 
istence of competition, or at least as- 
sumes that healthy competition must 
arise, in the absence of any artificial 
barrier or restraint. This, in turn, 
presupposes a competitive field of 
equals or near equals, and the theory 
fails where that-is not true. 

For illustration, while I was Attorney 
General of my state, I found that all 
of the brick companies in St. Louis 
were using the same price list, and 
that prices appeared to be too high. 
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Except for the latter circumstance, I 
might not have thought investigation 
necessary, for uniformity of price does 
not, as the public commonly believes, 
constitute proof of price combination, 
nor is it necessarily objectionable. 
The American farmers, for instance, 
have no price agreement, yet the price 
of wheat on a given day and at a given 
place is invariably the same for all 
sellers. The uniformity is due not 
to restraint of competition, but to the 
fullest and freest competition. As 
John Stuart Mill said in his Principles 
of Political Economy: 

It is axiomatic that there cannot be for 
the same article of the same quality two 
prices in the same market, assuming that 
both the buyer and the seller take pains to 
know what that price may be. 

Free competition is the great evener. 
It is just as inconceivable that you 
can heve two levels of water in a set 
of communicating tubes as it is that 
you can have two levels of prices in 
communicating markets. The freer 
the flow of water between the tubes, 
the sooner the same level willbe reached 
in all the tubes. 


LARGE COMPANIES AS STABILIZERS 


This free action of competition, how- 
ever, levels the price around the justum 
pretium, and abnormal price suggests 
artificial influences. 

In this instance I found with cer- 
tainty that no illegal price agreement 
existed; in fact, I found that nothing 
could be more useless. One brick 
company was as large as all of the other 
companies combined. The total out- 
put of all of the companies was not 
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larger tban the local demand, and 
heavy freight charges made it im- 
practicable to import brick from other 
cities. The large company made its 
prices without consulting or agreeing 
with anyone else. The small com- 
panies made no effort toward lower 
prices for the simple reason that if they 
did so the large company would lower 
its price also, thereby meeting them 
again on equal terms, but on & basis 
which would hurt the smaller com- 
panies more than the large one. The 
larger company, in turn, knowing that 
the smaller ones would follow its lead 
as to prices, had no reason arising from 
competitiog for holding its prices 
down. All of the small companies 
frankly admitted that they followed the 
price list of the large company to the 
very letter. Price competition was 
dead, but there was no evidence what- 
ever that the lack of competing prices 
resulted from any violation of the law. 
The situation arose as naturally as it 
would in a kennel occupied by one 
large dog and numerous smaller ones, 
the smaller ones not daring to attack 
the larger and the larger paying no 
attention to them as long as they let 
him alone. 

The same condition exists generally 
over the United States with respect to 
other lines, as, for instance, the gaso- 
line trade. In nearly every state there 
is one company so out of size with its 
competitors that it is able to dominate 
the price. Small oil dealers have ad- 
mitted to me that they telephoned 
each morning to the office of the leading 
company to inquire its prices for that 
day, which they immediately adopted 
as their own. They said if they hap- 
pened to be higher in price, they would 
lose their trade, since the larger com- 
pany’s prices were generally and widely 
known, but that if they attempted to 
gain more business by selling at a 
lower price the established policy of 


the large company of instantly meeting 
all price reductions would again bring 
them to an equal price, but on a lower 
basis and with less profit. None of 
the small dealers expressed dissatisfac- 
tion or complaint in the matter; on 
the contrary, they praised the large 
company as “the great stabilizer,” 
saying that if its influence were re- 
moved the entire trade would be 
plunged into a cut-throat competition 
which would bankrupt most of them. 


Murcurs 


The mergers of the day are mul- 
tiplying innumerably instances of this 
sort. Gigantic combinations are aris- 
ing in all of the important lines of 
trade: It was perhaps with this in 
mind that Governor Franklin Roose- 
velt, in his address at Tammany’s 
Fourth of July celebration, asked: 

Are we in danger of the creation in these 
United States of such a highly centralized 
industrial control that we may have to 
bring forth a new Declaration of In- 
dependence? 

With all due allowance for his foren- 
sic emphasis, it must be admitted that 
a very real problem has arisen. 

Further, organized power carries 
its own momentum, and it is human 
experience that power possessed is 
sooner or later power exercised. What ' 
men can, they will. The inffuence of 
these combinations is not even limited 
to their own field. It is conceivable, 
for instance, that a general merchan- 
dising chain could be persuaded to 
abandon its line of groceries by the 
threat of a grocery chain that other- 
wise it would extend its operations to 
general merchasdising. In such an 
instance both fields of trade would be 
adversely affected. The same could 
be true with respect to allocations of 
territory. 

It would not be difficult to draft a 
law which would destroy all large 
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combinations. The real seriousness 
of the problem arises from the fact 
that these tendencies toward merger 
are also productive of so much good. 
The elimination of waste and duplica- 
tion means tremendous savings which 
ought to benefit the consumer and, as 
a matter of fact, have strikingly done 
_ 80 in many instances. The cost of 
many luxuries is no longer prohibitive, 
but by mass production has been 
brought within the reach of millions. 
American business has become the most 
intelligent and efficient in the entire 
world. The tree may need spraying 
or pruning, but it must not be cut 
down. 


Prorvosen GOVERNMENTAL CONTROL 


In a recent radio address, Samuel 
Untermeyer of New York urged the 
repeal of the Sherman Anti-Trust Law, 
and suggested as a substitute the plac- 
ing of broader powers of control in 
the Federal Trade Commission. Re- 
ferring to the mergers of the day, he 
said that Prohibition enforcement would 
be child’s play as compared to the 
enforcement of the Sherman Act: that 


these combinations have reached a stage 
where we could no longer, if we would, 
retrace our steps and put new life into 
these laws. Effective legislation and a 
courageous and impartial enforcement of 
the law against the thousands of offenders 
involving the most powerful men in the 
industrial and financial life of the nation, 
and affecting millions of investors and 
thousands of millions of dollars, would 
plunge us into a veritable debacle that would 
shake the very foundations of our pros- 


perity. 


He insisted that commission regula- 
tion was the only feasible alternative. 

If Mr. Untermeyer is correct, then 
governmental regulation must proceed 
to bounds hitherto undreamed of and 
unknown. Those who contend for 
extension in governmental regulation 


will, in the writer’s judgment, have 
difficulty in establishing their major 
premise as to the success of the present 
reguiation by commissions. In fact, 
the St. Louis Post-Dispatch on Septem- 
ber 1, 1929, published what purported 
to be a signed statement from Mr. 
Untermeyer commenting on a proposed 
street car franchise, in which he said: 


Experience has, I think, demonstrated 
that public regulation through state com- 
missions is in-most states unsatisfactory, to 
the point of being a failure. Even where 
there is well intentioned regulation, it is 
cumbersome and inefficient . . . the dif- 
ficulty of maintaining the character of 
service required through commission or- 
ders and judicial proceeding8 makes for 
steady evasion and deterioration in service. 
You cannot successfully conduct a business 
enterprise through a succession of judicial 
orders and decrees. 


President Coolidge recently said: 

It is too much to assume that because 
an abuse exists it is the business of the Na- 
tional Government to provide a remedy. 
The presumption should be that it is the 
business of the local and state govern- 
ments. 

We believe that Mr. Coolidge would 
be willing to amend and extend his 
statement to say that there must 
first of all be a presumption that a 


' remedy can be found by private initia- 


tive or codperative action rather than 
by placing new burdens on goverf- 
ment, whether Federal or state. We 
believe that the better judgment of the 
day is against the constantly increasing ` 
tendency to multiply governmental 
commissions and to place everything 
under governmental control. 

We submit that there are many 
conditions of life which are actually 
outside of the reach of government, and 
properly so. The fixed phenomena of 
the natural law are as wholly outside 
of legislative control as are the seasons 
and the weather. It is only in ex- 
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ceptional cases that the statutory 
and natural laws can combine happily 
and effectively. 

We submit, further, that in many 
instances where the statutory method 
is used to obtain a given and desired 
result, a score of other consequences 
ensue which were neither expected 
nor desired. The writer confesses to 
personal experiences of this sort. As 
a state officer, I instituted and pre- 
sented to the United States Supreme 
Court what is known as the National 
Branch Bank case, by which I put an 
end to branch banking in Missouri and 
established the rights of the other stetes 
to do likewise. In place of branch 
banking we now have group banking, 
which I humbly admit seems to retain 
the disadvantages of branch banking 
without many of its distinct advantages 
and benefits. Who cannot cite many 
other examples of similar purport? 

Further, if centralization of business 
is inherently objectionable because of 
the concentration of power, then how 
much more menacing is the constantly 
increasing centralization of government 
at Washington in its mighty march to 
federal empire. 

We need to read again de Tocque- 
ville’s Democracy in America, particu- 
larly the passage about the 


immense and tutelary power which takes 
upon itself alone to secure the people’s 
gratifications and to watch over their fate. 
Instead of preparing men for manhood it 
seeks to keep them in perpetual childhood. 


` It extends its arm over the whole com- 


munity; it covers the surface of society 
with a network of small complicated rules, 
minute and uniform, through which the 
most original minds and the most energetic 
characters cannot penetrate to rise above 
the crowd. . . . It compresses, enervates, 
extinguishes and stupifies a people until 
each nation is reduced to be nothing better 
than a flock of industrious and timid 
animals of which the Government is the 
shepherd. 


AMERICAN EXPERIENCE IN 
GOVERNMENTAL CONTROL 


May we return to our original propo- 
sition that much of the confusion re- 
garding our anti-trust statutes has 
resulted from a failure to understand 
their basic policy and plan, and that 
what appears to be their weakness is 
likewise their strength. They declare 
a fundamental policy of this free Gov- 
ernment which is born of ripened ex- 
perience, tested by time, and which 
must not be amended or abandoned 
without the gravest reflection and care. 
The American colonies, following the 
earlier experiments on the continent, 
had tried to regulate by law the price 
of wages, bread, merchandise, ale, mill 
tolls and even attorneys’ fees. The 
harmful results are well known. Adam 
Smith brought to public recognition 
and acceptance the right of the in- 
dividual to an unimpeded sphere for 
the exercise of his economic activity, 
and the soundness of his reasoning 
reshaped our public policy. Com- 
petition, then, instead of legislation 
became recognized as the great price 
regulator. Step by step the public 
policy of the United States has de- 
veloped the principle that government 
should keep hands off of business as 
far as possible, and has left the control 
of business to natural laws ewherever 
natural laws would within themselves 
work a cure. Our anti-trust statutes 
have not been regulatory, but merely 
protective. They emphasize the in- 
exorable economic law of supply and 
demand, and dedicate their strength 
to its safeguarding. The anti-trust 
laws may be cdlled the insulation for 
the wires which carry,the currents of 
trade. That insulation is both im- 
portant and necessary in its function 
of conserving those trade currents and 
immunizing them from outside in- 
terference, but the insulation is pur- 
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poseless except in conjunction with the 
object to which it is applied. 

Rather than to abandon or amend 
one of the cardinal principles by which 
America has grown to its greatness, 
would it not be far better first to in- 
quire whether our chief need now may 
be a further extension and a fuller 
application of that principle? 


Economics anp Law 


Perhaps at times we have been at 
fault in the construction and the ap- 
plication of our anti-trust statutes. 
It is only in recent years that our 
courts have recognized the economic 
issues as paramount in these cases. 
A few years ago I endeavored to 
persuade the Supreme Court of my 
state that in a certain anti-trust pro- 
ceeding the real issue was one of eco- 
nomics rather than of law, and I offered 
the expert testimony of such noted 
economists as Dr. Francis Walker, Dr. 
Lewis H. Haney and Myron B. 
Watkins to prove that a restraint 
of competition necessarily resulted 
from the compulsory use of a central 
bureau for the computation of quan- 
tities and costs. The Court excluded 
the testimony of the economists on 
the ground that the issues were of legal 
nature only, and therefore expert 
opinion was not admissible. A few 
months eter the United States Su- 
preme Court in the Maple Floormg 
and Cement cases recognized the is- 
sues presented in these cases as those 
of economics primarily, and the deci- 
sion in the Maple Flooring case refers 
to volume and page of the works of 
standard writers on economics, just 
as legal authorities are ordinarily 
cited. Everywhere the science of eco- 
nomics has received greatly increased 
recognition in recent years, and it is not 
too much to say that public opinion 
may some day require of our legislators 
and our judges that they be trained in 


the science of economics as well as in 
law. Perhaps this was what was in 
the mind of Colonel William J. Dono- 
van when, in a recent speech to the 
Pennsylvania Bar Association, he sug- 
gested the creation of a separate court 
for dealing with combinations of in- 
dustry. Today’s problems are those 
of economics primarily and of law 
secondarily, yet we are trying to solve 
them through legislators rather than 
our economists. If we find we cannot 
make our legislators and judges into 
economic experts, perhaps we could 
succeed in making our economic ex- 
perts judges and legislators. 

We need, too, a more general public 
interest in the fundamental economic 
principles. In our form of govern- 
ment we frequently must decide eco- 
nomic policies by popular vote, and the 
decisions of an uninformed electorate 
may be based upon partisanship or 
prejudice. A noted writer said some 
time ego: “America is a nation of 
economic iliterates.” But a greater 
public interest in economic trends and 
economic questions is noticeable, if not 
yet pronounced. Perhaps the public 
attitude is being improved, too, by the 
increasingly wide diffusion of the stock 
ownership of our principal corpora- 
tions. There is a growing friendliness 
on the part of the public toward the 
larger industries, which is a happy au- 
gury, for there have been times in the 
past when official action against busi- 
ness combinations was prompted not 
by reason but ill-will. 
that, of all the sciences, none has a bet- 
ter chance for popular approval than 
that of economics, for it is based upon 
practical reasoning and ordinarily 
should make confident appeal to the 
lay intelligence. Our officers need the 
support of intelligent public opinion, 
and in the long run will be guided by it. 
When our people give their earnest 
consideration and study to the question 


Tt would seem ` 
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of the Government’s attitude toward 
business, we believe they will re-affirm 
the principle of competitive freedom 
and economic equality upon which our 
anti-trust policy is now based and that 
rather than abandoning it, they will 
seek the means for making it more 
truly and more fully effective. 

Finally, we submit that happily our 
nation’s well-being does not altogether 
depend upon governmental orders and 
decrees, This generation does seem to 
think that whatever ills we have, they 
can be cured by statutes, and by noth- 
ing but statutes. We will get over 
that. Many of the strongest weapons 
in the publjc’s hand, both of offense and 
defense, do not come from the statutory 
law. For instance, the public mind 
was excited recently by the disclosure 
that the International Paper and Power 
Company had purchased a number of 
newspapers. ‘That ownership was cer- 
tainly not unlawful, nor was it neces- 
sarily improper. Public opinion, how- 
ever, registered an objection and the 
mere expression of that objection was 
sufficient to compel a reversal of policy. 
Public opinion still has a great deal to 
do with regulation and control. It is 
still the supreme law. 


Co6PERATIVE ENTERPRISE 


Frequently, too, the functionings cf 
the economic law can be stimulated by 
a'bit of codperative enterprise. Some 
years ago, for instance, the governor af 
South Dakota found that the retail and 
wholesale prices of gasoline were too 
widely apart. He got quick results by 
purchasing gasoline at wholesale and 
distributing it at cost. By a simple 


business proposition, he accomplished 
what the statutes could not. He re- 
sorted to economic forces and brought 
a new factor into competition. For the 
idea he was to be greatly commended, 
but perhaps not for its execution. 
The same result could have been 
secured just as well and far more 
appropriately by any citizens’ organi- 
zation. 

Frequently situations may occur 
where a group of citizens voluntarily 
codperating can reach a desired result 
more quickly and more effectively than 
could any public officer. There is no 
reason why the size and strength of 
their organization could not be com- 
mensurate with the need at hand and 
their methods as flexible as the situa- 
tion may require. 

We mention these only as sugges- 
tions to demonstrate the abundance of 
means, other than commission regula- 
tion, for the solution of our industrial 
and economic problems. 

We emphasize particularly the fact 
that the problems are those of econom- 
ics and should therefore be solved, if 
possible, through economic channels 
and by an extension, rather than a re- 
striction, of the American policies of 
competitive freedom and equality. 
Further, as an instrument of social 
control, the economic law is more po- 
tent than the statutes—it needs no 
enactment and fears no repeal. It is 
self-enforcing and inexorable. Let the 
anti-trust laws, present and future, be 
content with finding the way to provide 
effective safeguards for the free and un- 
restrained operation of the economic 
laws. 


Special Privilege Under Our Federal Anti-Trust Laws 


By Gzoren A. Frenury 


Secretary-Treasurer, National Hardware Association of the United States, 
Philadelphia, Pennsylvania 


NACTED in 1890 to meet public 
demand for protection against 
practices which were believed to en- 
croach upon and threaten the public 
welfare, there is no doubt that the Sher- 
man Lawserved an important and valu- 
able purpose at that time. However, 
as a result of fundamental changes in 
American business, the usefulness of 
that Law is seriously questioned. A 
considerable body of public opinion is 
demanding a change which would per- 
mit intelligent codperation for the 
eradication of uneconomic practices 
recognized as evils, without the con- 
stant fear of prosecution, heavy fines 
and imprisonment. In fact, need for 
an equitable and fair modification of 
the Sherman Law has long been recog- 
nized by persons of authority. 
Evidence of this is furnished by 
messages of: President Roosevelt to 
Congress. In 1906 he said: 


It has been our misfortune that the 
only laws on this subject have hitherto 
been of a negative or prohibitive, rather 
than of an affirmative kind, and still more, 
that they have in part sought to prohibit 
what could be effectively prohibited, and 
have in part confounded what should be 
allowed and what should not be allowed. 
It is generally useless to try to prohibit all 
restraints of competition, whether those 
restraints be reasonable or unreasonable. 
Where it is not useless it is generally hurtful. 
‘This is an age of combinations and any effort 
to prevent all combination will not only be 
useless, but in the end, vicious because of 
the contempt for law which failure to en- 
force the law invariably produces. 


Again, in 1908, he urged upon 
Congress modification of the Law, 
declaring: 


As I have repeatedly pointed out, this 
Anti-Trust Act was a most unwisely drawn 
statute. It is mischievous and unwhole- 
some to keep upon the statute books un- 
modified a Jaw like the Anti-Trust Law, 
which, while in practice only partially 
effective against vicious combinations, has 
nevertheless in theory been so construed as 
sweepingly to prohibit every combination 
for the transaction of modern business. 
. . . Congress cannot afford to leave it on 
the statute books in its present*shape. 


In August, 1908, during his success- 
ful campaign for election, President 
Taft asserted: 


I am inclined to the opinion that the 
time is near at hand for.an amendment 
of the Anti-Trust Law, defining in greater 
detail defaults against it, and its aim, and 
making clearer the distinction between 
lawful agreements, reasonably restraining 
trade, and those’ which are pernicious in 
effect. 


Emanating from such distinguished 
authorities, these statements are of 
striking importance in their relation 
to the statutory exemptions from the 
Sherman Law, subsequently granted 
by Congress to specific branches of 
American industry. 


OPPOSITION INCREASING 


Opposition to the Law has grown ` 
during the succeeding years. A re- 
cent report of the Commerce Commit- 
tee of the American Bar Association 
condemned it in no uncertain terms: 


The Sherman Law is economic legisla- 
tion. It can only be helpful if it is sub- 
servient and not in opposition to economic 
laws. A rule of conduct applicable to the 
simple conditions of English business as 
conducted hundreds of years ago in a ter- 
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ritory no larger than the state of Arkansas 
may be impracticable when applied under 
the complexity of conditions now existing 
in the United States, a territory embracing 
an area sixty times as large as England. 

Not only is the Sherman Law economi- 
cally unsound, but its application to in- 
dividual cases is uncertain. The facts 
constituting unreasonable restraint of trade 
cannot be catalogued. What is clearly an 
unreasonable restraint of trade in one case 
may in another case be a reasonable re- 
straint. The result of such a state of com- 
plicated uncertainty is not only to keep men 
from violating the Law, that is, from enter- 
ing into agreements unlawfully restraining 
trade, but to keep men from entering into 
any agreement restraining trade, even 
though the restraints be reasonable and, 
therefore, lawful. Lawful agreements are 
commendable. If fear of the law keeps 
men from entering into lawful contracts 
the public interest is violated. The Sher- 
man Law is the basis of such a fear to an 
extent that cannot be overstated. It is, 
therefore, something more than a law— 
it is a power beyond the law. 


The report further states: 


The policy of Congress during recent 
years, in granting exemptions from the 
provisions of the Sherman Law to various 
groups or classes of people subject to it, 
the establishment by legislative act of a 
system of regulation of competition, the 
failure of the Sherman Law as interpreted 
in this country to recognize economic con- 
ditions, the uncertainty of the application 
of that law in individual cases, the change 
above noted in the attitude of labor, and 
the constantly increasing revolt of the 
people of the country against the inappro- 
priate restrictions of the Sherman Law, 
give no inconsiderable assurance that in 
the not distant future some amendments 
to the Law will be made in the public in- 
terest. 


BROAD INTERPRETATION BY 
Cotat Decisions 
Notwithstanding the fact that the 
primary purpose of Congress in enact- 
ing the Sherman Law was the repres- 


sion of the powerful trusts then 
existing, subsequent decisions of the 
courts have enlarged that purpose so 
as to bring the Sherman Law squarely 
within the domain of private business, 
even where no possibility of the crea- 
tion of trusts and monopolies exists. 
For example, in a number of decisions 
of the courts, the doctrine was defi- 
nitely declared that where competitors 
in business entered into agreements 
for the betterment of their industry, 
but which agreements necessarily 
curbed or restrained the full power of 
competition among the parties to 
them—a curbing and restraining essen- 
tially necessary to correct ruinous con- 
ditions of competition which existed— 
the courts declared such agreements to 
constitute violations of the Sherman 
Law, notwithstanding the fact that 
they were based upon good motives 
and produced good results. In sus- 
taining this position, the courts de- 
clared good motives and good results 
constituted no defense because Con- 
gress alone had the right to determine 
whether agreements restraining com- 
petition were permissible and had de- 
clared that they were not. 

Countless illustrations could be given 
in order to show that the result of this 
doctrine has been to prevent sensible 
agreements of coöperation among com- 
petitors, intended solely for the purpose 
of correcting conditions of ruinous 
competition. An example is to be 
found in the decision of the United 
States Supreme Court in the Trenton 
Potteries case. In that case, the Court 
held that agreements made by a num- 
ber of competing manufacturers in the 
pottery industry for the purpose of 
correcting a state of cut-throat com- 
petition which threatened the very 
existence of the industry, and which 
agreements provided for uniform sales 
prices, were unlawful notwithstanding 
the conceded fact that the sales prices 
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were entirely reasonable. The deci- 
sion was based upon the ground that 
the Sherman Law forbids any agree- 
ments of this nature, irrespective of 
their need. The result of this decision 
has been most disastrous to every com- 
petitive industry in this country. 


SUPPLEMENTAL LEGISLATION 


In the presidential campaign of 1912, 
both of the twoleading political parties, 
realizing the urgency for supplemental 
legislation, incorporated planks in their 
platforms calling for amendment of 
the Sherman Law. The result was 
the enactment in 1914 of the Clayton 
Law and the Federal Trade Commis- 
sion Law, for the purpose of clarifying 
the Sherman Law and rendering it 
more easy of comprehension and ap- 
plication by business men. 

The Clayton Act specifically declares 
certain practices illegal, but is tem- 
pered with “provisos” and “excep- 
tions.” It states that it shall 


be unlawful for any person engaged in com- 
merce, either directly or indirectly, to 
discriminate in price between different 
purchasers of commodities—twhere the ef- 
fect of such discrimination may be to sub- 
stantially lessen competition or tend to create 
a monopoly in any line of commerce. 


There was also added the special 

proviso 
* 

that nothing herein contained shall pre- 
vent discrimination in price between pur- 
chasers of commodities on account of 
differences in the trade, quality or quan- 
tity of the commodity sold or that makes 
only due allowance for difference in the cost 
of selling or transportation or discrimina- 
tion in price in the same or different com- 
modities, made in good faith to meet 
competition. 


Further, 


that nothing berein contained shall prevent 
persons engaged in selling goods, wares or 
merchandise in commerce from selecting 


their own customers in bona fide transac- 
tions and not in restraint of trade. 


Having added the foregoing provisos, 
the framers of the Clayton Act also 
made’ certain definite exceptions or 
exemptions and in the first section of 
the Law inserted a sentence providing 
that nothing in the Act shall apply to 
the Philippine Islands. 


EXEMPTIONS ror LABOR 
AND AGRICULTURE 


* In Section VI it was declared “that 

the labor of a human being is not a 
commodity or article of commerce,” 
and that nothing in the anti-trust laws 
shall be construed “to forbid the ex- 
istence and operation of labor, agri- 
cultural or horticultural organizations 
instituted for the purpose of mutual 
help.” The Law states that such or- 
ganizations, or the members thereof, 
shail not be held or construed to be 
illegal combinations or conspiracies 
in restraint of trade under the anti- 
trust laws. 

Immunity is granted common car- 
riers in Section VII for the purpose of 
aiding in the construction of branches 
or short lines “so located as to become 
feeders to the main line of the com- 
pany.” Moreover, the Law is not to 
be so construed as to prevent them 
from 


acquiring or owning all or any part of thé 
stock of such branch lines, nor to prevent 
any such common carrier from acquiring 
and owning all or any part of the stock of 
the branch or short line constructed by an 
independent company where there is no 
substantial competition between the com- 
pany owning the branch line so constructed 
and the company owning the main line ac- 
quiring the property or an interest therein, 
nor to prevent such common carrier from 
extending any of its lines through the 
medium of the acquisition of stock or other- 
wise of any such common carrier where 
there is no substantial competition between 
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the company extending its lines and the 
company whose stock, property or an inter- 
est therein is so acquired. 


While expressly forbidding a cor- 
poration engaged in commerce from 
acquiring stock of another corporation 
also engaged in commerce “where 
the effect of such acquisition may be 
to substantially lessen competition” 
or “to restrain such commerce in any 
section or community, or tend to 
create a monopoly,” Section VIZ speci- 
fies as another exception that these 
restrictions 
shall not apply to corporations purchasing 
such stock solely for mvestment and not 
using the 8ame by voting or otherwise to 
bring about, or in attempting to bring 
about, the substantial lessening of com- 
petition. 


Exception is also made in instances 
where corporations form a subsidiary 
“for the actial carrying on of their 
immediate lawful business” when the 
effect is not to “substantially lessen 
competition.” 


More EXEMPTIONS 


About the same time (1913) Con- 
gress passed the Panama Canal Act, 
which exempted from the restrictions 
of the anti-trust laws railroads hav- 
ing an interest in competitive water 
lines. 

° Having thus broken the legislative 
ice, additional relief in the form of ex- 
emption or special privilege has since 
been extended to others. In 1916 
national banks were accorded special 
exemptions by the Federal Reserve 
Act, in connection with business in 
foreign countries, and the Shipping 
Act of September 7, 1916, provided 
exemption and special privilege to 
American steamship lines. Two years 
later the Webb Export Trade Act was 
passed for the purpose of promoting 
export business and permitted combi- 


nations in the development of foreign 
trade which previously had been 
denied. 

In 1922 the Capper-Volstead Act 
strengthened the exemptions already 
extended to the Agricultural interest, 
specifically declaring that “farmers, 
ranchmen, dairymen, nut or fruit 
growers may act together” in collec- 
tively marketing their products and 
“may make the necessary contracts 
and agreements to effect such pur- 
poses.” , Not only are they thus as- 
sured the previously forbidden right 
of “agreement,” but the law goes even 
further and places in one man, the 
Secretary of Agriculture, the right to 
determine whether or not the prices 
they thus obtain are reasonable. 

Investment of suca unusually broad 
power in a single official is provided by 
Section IT of the Capper-Volstead Act, 
which reads: 


if the Secretary of Agriculture shall have 
reason to believe that any such asso- 
ciation monopolizes or restrains trade in 
interstate or foreign commerce to such an 
extent that the price of any agricultural 
product is unduly enhanced by reason 
thereof, he shall serve upon such associa- 
tion a complaint stating his charge in that 
respect, to which complaint shall be at- 
tached or contained therein, a notice of 
hearing, specifying a dey and place not less 
than thirty days after the service thereof 
requiring the association to show*cause why 
an order should not be made directing it to 
cease and desist from monopolization or 
restraint of trade. An association so 
complamed of may at the time and place 
so fixed show cause why such order should 
not be entered. The evidence given on 
such a hearing shall be taken under such 
rules and regulations as the Secretary of 
Agriculture may prescribe, reduced to writ- 
ing and made a part of the record therein. 
If upon such hearing the Secretary of Agri- 
culture shall be of the opinion that such asso- 
ciation monopolizes or restrains trade in 
interstate or foreign commerce to such an ex- 
tent that the price of any agricultural product 
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is unduly enhanced thereby, he shall issue 
and cause to be served upon the association 
an order reciting the facts found by him direct- 
ing such association to cease and desist from 
monopolization or restraint of trade. 


Exemptions to agriculture were ex- 
tended by the Cotperative Marketing 
Act of July 2, 1926, and the industry 
given additional Federal assistance 
by the last session of Congress through 
the creation of the Federal Farm 
Board. 


Law TEMPERED IN SPECIAL 
Cases 


Not only has it been considered wise 
and expedient to grant these specific 
exemptions, but also desirable to tem- 
per our anti-trust laws in their ap- 
plication to special industries so that 
sound regulation could supersede un- 
restrained competitive practices. 

The possibility that our markets 
could be seriously affected by the 
unrestrained competition of cheap im- 
ported articles was conceded when the 
Revenue Act of September 8, 1926, 
was passed. It, therefore, specifically 
prohibited the dumping on our markets 
of imported articles at prices substan- 
tially less than their actual market 
value with the object of monopolizing 
trade, thereby preventing unrestricted 
competition. 

Necessity for regulating the packing 
and stockyard industries resulted in 
the passage of the Packers and Stock 
Yards Act, which specifically lists a 
number of forbidden practices and 
invests the Secretary of Agriculture 
with power to impose its prescribed 
rules covering the 


buying of live stock in commerce for pur- 
poses of slaughter; manufacturing or prepar- 
ing meats or meat food products for sale 
or shipment in commerce; manufacturing or 
preparing live stock products for sale or 
shipment in commerce; marketing meats, 
meat food products, livestock products, 


dairy products, poultry, poultry products 
or eggs. 


The same law established a group 
of definite rules for the operation of 
stockyards, with power of enforce- 
ment in the Secretary of Agriculture. 

More recent evidence of the ad- 
mitted wisdom of exercising just regu- 
lation, as contrasted with complete 
lack of control, or unfettered competi- 
tion, is found in the passage of the 
Radio Act of 1927. 


INDUSTRIAL ALCOHOL 


Another illustration of the admitted 
necessity for regulation of industry has 
developed as a result of the passage of 
the Prohibition laws. Several years 
ago, the Treasury Department inaugu- 
rated the policy of limiting the pro- 
duction of industrial alcohol because 
it appeared that for some time there 
had been an overproduction, with the 
consequent result that a considerable 
part of the supply in excess of legiti- 
mate requirements was finding its way 
into unlawful channels. It is under- 
stood in this connection that alcohol 
manufacturers agreed to limit their 
production in 1928 to 87.5 per cent 
of the amount produced in 1927. 


Do Exemptions GrvE 
Neepep RELEF? 


Exemptive legislation is unquestion* 
ably a challenge to our anti-trust 
laws. It is indicative of the develop- 
ment of a pronounced modification 
of sentiment regarding them, as well as 
the recognition by Congress that the 
restrictions imposed almost forty years 
ago are in many instances no longer 
in the public interest and that relief 
is essential. However, special exemp- 
tions fail to afford tangible relief to 
American business as a whole. The 
granting to a few of special rights and 
privileges which are denied others is 
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class legislation, and as such is grossly 
un-American. It is contrary to the 
principles of freedom and equality of 
opportunity upon which our Govern- 
ment was founded. It has no place m 
our National life, nor can it long endure. 


New Conprrions—CHAIn STORES 


The framers of our anti-trust laws 
quite naturally failed to anticipate 
certain important trends of business 
and industry and new forms of com- 
petition which subsequently developed. 
Similarly, they failed to foresee the 
effect of laws on individual business 
men under the new conditions because 
they were without precedent or prior 
example in the world’s history. 

The growth of chain stores consti- 
tutes an excellent illustration. Today 
independent merchants are forbidden 
to agree among themselves upon 
policies, practices and methods that 
would be mutually helpful, and which 
would result in the elimination of eco- 
nomic evils which would enable them to 
reduce their costs, to operate more 
efficiently and economically and to 
serve the public better and at less 
expense. Deprived of the right to 
enter into helpful agreements, they are 
forced to compete with chain stores of 
as many as two thousand individual 
units which, through centralized con- 
trol, are able to eliminate wasteful 
practices and evils which constantly 
harass the individual merchant. In 
other words, centralized control of the 
chain insures for their separate units 
economies and benefits which inde- 
pendent merchants cannot enjoy be- 
cause they are denied the right of agree- 
ing to pursue predetermined policies. 

As a result, the future welfare of 
independent retailers of many commod- 
ities, such as tobacco, drugs, groceries, 
and so forth, is menaced. It has even 
been asserted that many independent 
merchants would fare better if they 


discontinued business and worked for 
the chains. Nothing could be more 
un-American than the demand that 
they sacrifice their independence in 
such a manner. 


Morons WASTED BY 
UNCONTROLLED PRODUCTION 


Prohibition of reasonable agreements 
for sound and wise control has cost this 
country untold millions since the 
enactment of the Sherman Law. In- 
dustry has passed through alternating 
periods of feverish activity and stagna- 
tion. Uncontrolled production has re- 
sulted in repeated accumulation of 
vast surpluses far in excess of our re- 
quirements or ability to consume and 
has suddenly converted eras of normal 
prosperity into periods of depression. 
It has undermined market stability 
and caused the sudden and severe 
collapse of commodity values, forcing 
business to absorb staggering inventory 
losses. It has resulted in widespread 
misery and suffering among the labor- 
ing classes of our people. It has waste- 
fully dissipated our vast natural re- 
sources and raw material. Conditions 
in the oil industry constitute a striking 
and indisputable illustration. 

Sharp upward or downward move- 
ments in American business recur with 
such regularity that they have been 
termed “business” or “economic cy- 
cles,” and in recent years much atten- 
tion has been devoted by economists, 
bankers, industrial leaders and our 
legislators to methods for reducing 
their intensity. Revision of our bank- 
ing system and passage of the Federal 
Reserve Act was an effort in that 
direction. It * sought to minimize 
pronounced fluctuations by providing 
a flexible supply of money to meet our 
varying requirements for funds. 

Such measures have failed, however, 
to afford proper or adequate relief. 
Consequently business is endeavoring 
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to find other methods for solving its 
problems. In many lines, mergers 
are at present believed to afford some 
measure of relief. 


MERGERS 


Deprived of the right to establish 
essential coöperative measures for the 
stabilization of production, distribution 
and values, industry is turning to 
amalgamations to place under central- 
ized direction the vast resources and 
productive capacity of our mines and 
factories. The logical objective is 
evident. Economies in management 
and increased efficiency in operation 
are assured. In addition, however, 
amalgamations tend to insure better 
` control of production and lessen the 
danger of repeated accumulation of 
vast surpluses, top-heavy markets and 
price demoralization, with its attendant 
loss and impairment of capital. 

Agreements among competitors 
which are harmful to the public inter- 
est, which unduly inflate tke cost of 
living, which are designed to injure a 
third party, which seek to monopolize 
markets or which tend to limit oppor- 
tunity, should be forbidden. But if, 
in the light of past experience, our 
Government in its wisdom sees the 
necessity for extending exemptions 
from our anti-trust laws, to certain 
classes, sueh as, 


Labor 

Farmers 

Planters 

Ranchmen 

Dairymen 

Nut and Fruit Growers 

Railroads . 

National Banks 

American Steamship Lines . 

Those Engaged in the Expcrt Busi- 
nesses | 

Producers of Industrial Alcohol 

Philippine Exporters 


and if it realizes that unrestricted com- 
petition is unwise in special cases, 
notably in the sale of imported prod- 
ucts, in the packing, stockyard and 
radio industries, and also recognizes 
the necessity for the creation of agen- 
cies such as the Federal Trade Com- 
mission endowed with power to regu- 
late competition, why is it not wise to 
extend the same privilege to others? 
By what authority does the Govern- 
ment discriminate in favor of some 
groups and dery the same rights to 
others? Why are labor and farmers 
entitled to more consideration than 
employers and manufacturers? Surely 
it is time to abandon the subterfuge 
that has existed and place alf business 
on an equal basis. 

The World War demonstrated the 
lack of foundation for many of our 
fears about the danger of agreements 
in reasonable restraint of trade, and 
codperation among competitors. In 
order to meet the abnormal conditions 
then existing, special regulations, and 
in some cases, forms of price-fixing 
were freely employed. They inflicted 
neither public nor private injury. In 
fact, we experienced the most prosper- 
ous ere in our history. Why, then, 
should we continue to deprive inde- 
pendently owned units of the right 
to cotperate for their common good 
and for the public welfare in normal 
times, mstead of continuing the per- 
nicious policy of class legislation and 
special exemption for selected or priv- 
ileged groups? 


In the report of the Committee on 
Commerce of the American Bar Asso- 
ciation, to which reference has pre- 
viously been made, it is further stated: 


It is interesting to note that the McNary- 
Haugen Bill recently passed by Congress, 
but vetoed by the President, granted ex- 
emptions from the provisions of the Sher- 
men Law to the special interest which 
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originally proposed its enactment. The 
desire of the agricultural bloc to nullify 
provisions of the Sherman Law when ap- 
plied to it, is indicative of a like desire 
on the part of large numbers and classes 
of our people. . . 

Legislation of recent years clearly in- 
dicates that Congress no longer conceives 
unrestricted competition as necessary in 
the public interest. . . . Exemptive leg- 
islative enactments above referred to not 
only reflect a changed public sentiment 
with reference to the Sherman Law, but 
are made possible because of the recogni- 
tion by our legislative body of the well- 
established fact that business today is 
conducted on a higher moral plane than 
ever before. 


It seems obvious, upon the basis 
of the concessions made by Congress 
itself in granting statutory exemptions 
to specific branches of American in- 
dustry, that like relief should be af- 
forded to every branch of American 
industry, so’ that while trusts and 
monopolies as well as agreements 
among competitors which are truly 
harmful to the public interest should 
continue to be forbidden, nevertheless, 
in accordance with the wise counsel 
which has been quoted from the state- 
ment made by the present Chief 
Justice, the Sherman Law should be 
amended so as to permit reasonable 
agreements for the correction of harm- 


ful conditions which are now causing 
such great damage to the competitive 
industries of this country, and espe- 
cially the individual business man. 

If, however, this is not considered 
practical from a political or economic 
standpoint, there should be created 
a board, court or commission to 
which business men may refer their 
proposed plans or policies for the pur- 
pose of determining in advance their 
legality, as has been suggested recently 
by several leading authorities after 
close and thorough study of existing 
conditions. Such a commission should 
not be invested with unwise bureau- 
cratic powers, but function solely for 
the purpose of aiding individual busi- 
ness men and placing them on a basis 
more closely approximating that of 
those favored by exemption from the 


. terms of our anti-trust laws. 


The public interest, vastly changed 
conditions, and increasingly keen com- 
petition, not only between our own in- 
dustries but also from foreign countries, 
which lack restricticns similar to those 
imposed by the Sherman Law, im- 
peratively require the liberation of 
independent and individual business 
men from the fear which now restrains 
them from necessary. codperative 
endeavor essential to their future 
success. 


The Relation of Patents to Industrial Monopolies 


By Froyp L. VAUGHAN 
Professor of Economics, University of Oklahoma, Norman, Oklahoma 


ATENTS have been used to fur- 

ther the restraint of trade and the 
creation of industrial monopolies. The 
exploitation of patents in this fashion 
has been most pronounced since the 
passage of the Sherman Act in 1890. 
Many corporations have sought to 
evade this Law, together with the 
Clayton Act of 1914, both of which 
denounce restraint of trade and monop- 
oly. Some of them have proceeded 
on the assumption that patents might 
lend legal immunity to their designs 
because patents themselves confer legal 


monopolies—the exclusive right to- 


make, use and sell. Patents have 
been used to defeat the purpose of the 
anti-trust laws by means of pools, 
consolidations and unfair competition, 
all three of which will be described and 
discussed in this article. 


Tue Parent Poor 


A patent pool is an arrangement by 
which former competitors partake of 
the privileges conferred by one or more 
patents according to some prearranged 
basis designed to restrain trade. The 
pool, the typical form of combination 
during the early nineties, was employed 
by the owners of patents, as well as 
others, in trying to eliminate com- 
petition. 

Those in control of the patents of 
pools may be grouped according to 
whether they are assignees or owners, 
individuals or companies, manufac- 
turers or mere possessors of patents. 
In some instances an assignee con- 

1 Much of the material in this treatise is taken 


from Vaughan, Economics of Our Patent System 
(Macmillan). 


trolled the patents; in others, the 
owners of them. The Consolidated 
Seeded Raisin Company and the Mo- 
tion Picture Patents Company illus- 
trate the former, and the Rubber Tire 
Wheel Company and Indiana Manufac- 
turing Company, the latter. In one 
instance—the liquid door check com- 
bination—various owners of patents 
pooled them by agreement and without 
assignment. In the bathtub pool an 
individual controlled the patents; in 
other pools, a company. Those in 
charge of the patents of the rubber tire 
and coaster brake pools were also 
engaged in manufacturing the products 
covered by the respective groups of 
patents; whereas those in control of the 
patents of the harrow, seeded raisin, 
wind-stacker, bathtub and motion 
picture pools confined themselves to 
the possession of patents and the 
supervision of licensees. 


Tyres or Poors 


The details of patent pools differed 
as to the number of business units that 
contributed patents to further this form 
of combination. The Rubber Tiré 
Wheel Company and the Indiana 
Manufacturing Company were the sole 
owners of patents in the rubber tire 
and wind-stacker pools; the former 
used one patent as the basis of license 
agreements, while the latter employed 
several patents. Two or more con- 
cerns, but not all the members of the 
pool, furnished patents as a basis for 
the arrangement in the bathtub and 
motion picture pools. Each member 
contributed one or more patents in the 
harrow, seeded raisin, liquid door 
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check and bathtub pools. Not all of 
the patents pooled, however, were 
necessarily used as a basis for license 
agreements; for example, in the bath- 
tub pool, although three companies 
assigned their patents, only one of them 
was employed. In the harrow pool. 
each company received licenses based 
only on the patents it assigned, whereas 
in the other pools all the members 
partook of the rights of the same pat- 
ents. 

The National Harrow Company of 
New York was 
a combination of six manufacturers of 
harrows for the purpose of holding patents 
and licensing the respective manufacturers 
under them. Eighty-five patents were ac- 
quired by assignment from the several 
manufacturers. 

The National Company acquired 

control of most of the spring tooth 
harrow business in the United States 
and maintained this position for several 
years. 
In 1900, eight manufacturers en- 
gaged in seeding and processing raisins 
assigned their respective patents re- 
lating to this art to the Consolidated 
Seeded Raisin Company, a mere 
dummy, and received in return uni- 
form licenses based upon all of them. 
The licenses declared this corporation 
or licensor the owner of these patents, 
and required it to inspect the books af 
the licensees and to prosecute infringers 
of the patents; it imposed upon the 
licensees the payment of royalties and 
also certain conditions as to the use 
and ownership of the patented ma- 
chines, prohibiting their use of any 
others. Moreover, the licensor agreed 
not to license other parties without the 
consent of one-half the licensees: a 
committee of four was to decide to 
whom licenses should be issued. 

One of the manufacturers, charged 


? House Report (minority) No. 1161. 6nd 
Cong , 8rd Sess. (1918), pt. 2, p. 3. 


with a violation of the license agree- 
ment, pleaded the illegality of the 
contract. A Circuit Court of Appeals 
recognized the legal right to convey 
patents covering similar inventions to 
a single patentee, who then issues li- 
censes upon them to their owners It 
based its argument upon Bement v. 
National Harrow Company; but in that 
case, only the relation of a patentee to 
a licensee entered. Therefore, it was 
illogical to employ that decision as a 
criterion in the present case, in which 
the owners of patents for similar in- 
ventions assigned them to a single 
company and received in return li- 
censes based upon all patents thus 
pooled. 

The Rubber Tire Wheel Company, 
the owner of a patent on rubber tire 
wheels, entered into uniform license 
agreements with eighteen—practically 
all—of the manufacturers of tires in 
the United States. The contract pro- 
vided for a considerable advance in 
the selling price of tires, and limited the 
production of each licensee to a certain 
percentage of the output of all. The 
company brought suit against one of 
the licensees to recover unpaid royal- 
ties. A Circuit Court of Appeals held 
that the requirement that the licensee 
join other licensees in a combination 
or pool to control prices and output 
of an innocuous article does not violate 
the Sherman Law.‘ Later this case 
teached the United States Supreme 
Court, where it was dismissed, per 
stipulation.§ 

The Indiana Manufacturing Com- 
pany gradually acquired practically all 
patents pertaining to wind or pneu- 
matic straw steckers. and issued uni- 
form licenses to all the manufacturers 
of threshing machines in the country. 
They were given the right to use any 

3126 Fed Rep. 864, C. C. A. (1908). 


4154 Fed. Rep. 858, 368. 
$210 U S. 489 (June 1, 1908). 
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and all inventions covered by such 
patents and by any other patents 
subsequently acquired. The company 
stipulated a uniform price for its 
product and the payment of a royalty. 

This company brought suit against 
the Case Manufacturing Company for 
infringement of its patents and viola- 
tion of the license agreement between 
the two companies. A Circuit Court 
pronounced the Indiana Company the 
promoter of a two-fold combination of 
numerous patent properties and of all 
manufacturers of threshing machines, 
which made its agreement with the 
licensees illegal. A Circuit Court of 
Appeals rendered a decision diametri- 
cally opposed to that of the Circuit 
Court. The judge who wrote the 
opinion was the same one as in the 
rubber tire case, and his argument was 
much the same. Both decisions were 
promulgated the same day.” The 
case, after an appeal to the Supreme 
Court, was dismissed, per stipulation, 
at the request of counsel, December 16, 
1907, without cost to either party.® 
In the interim—between the appeal 
and the dismissal—the directors of the 
Case Company had purchased a ma- 
jority of the stock of the Indiana Com- 
pany and thus had acquired control of 
it, a fact which partly explains the 
interest of both parties in dropping the 
suit.® 


The Blount Manufacturing Com- 


pany and the Yale and Towne Manu-’ 


6148 Fed. Rep. 21, 25-26 (Aug , 1906). 

7154 Fed. Rep. 365 (Apr. 16, 1907). 

8 207 U. S. 603. 

? The Bureau of Corporations conducted an 
investigation and presented a report in March, 
1916, on Farm Machinery Trade Associations, 
one chapter of whieh is entitled “Concentration 
in Ownership of Wind-Stacker Patents.” This 
contains a detailed statement of the origin and 
development of the Indiana Company and the 
relations between this concern and ‘ts licensees, 
the Case Company in particular. This chapter 
substantiates and supplements the facts pre- 
sented in the judicial decisions already examined. 


facturing Company, the owners of 
patents on* liquid door checks, tò- 
gether with two kindred manufacturers, 
entered into contracts which restrained 
each other in the exercise of rights 
conferred by their respective patents 
and authorized each of them to use the 
patents of the others. The plan com- 
prehended, in the language of the 
Court, “the maintaining of prices, the 
pooling of profits, the elimination of 
competition and the restraint of im- 
provements.” 2° The Yale and Towne 
Company, sued for violating the agree- 
ment, pleaded its illegality. This, ac- 
cording to the Court, involved the 
following question: Is the Shérman Act 
inapplicable because the agreements 
related to articles embodying patented 
inventions? It held that the patentees 
passed beyond the exclusive right to 
make, use and vend—all that the pat- 
ent statute confers—by ‘combining or 
pooling their patents, and hence vio- 
lated the Sherman Act! . 

The Standard Sanitary Manufac- 
turing Company and two other manu- 
facturers of enameled iron ware—the 
J. L. Mott Iron Works and the L. Wolff 
Manufacturing Company — assigned 
their patents for an enameling process 
to the secretary of the association of 
enameled ware manufacturers; and on 
the basis of one of them—the one as- 
signed by the Standard Company, the 
others being regarded as infringing 
patents—he issued licenses to manufac- 
turers of enameled ware and jobbers . 
in this commodity, which brought 
eighty-five percent of the former and 
ninety percent of the latter into a net- 
work of license agreements. Accord- 
ing to these contracts, a committee 
of six, chosen from the manufacturers 
entering the combination, determined 
the selling prices of both manufacturers 
and jobbers. They also provided for 


10 168 Fed. Rep. 555, 856, C. C. (Jan., 1909). 
1 Thid., 557-58. 
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territory pools, for the paymert of 
toyalties and for rebates and penalties 
to prevent the violation of the license 
compact. The manufacturers could 
sell their enameled ware only to those 
jobbers belonging to the combination; 
while the latter could buy such zoods 
only from the former. 

The Standard Company, charged ina 
Cireuit Court with a violation of the 
Sherman Act, pleaded that the com- 
bination was immune from this Law 
because it was based upon a patent. 
The Supreme Court, to which the case 
was appealed, concluded tha: this 
monopoly arose primarily from com- 
binatione and hence condemned it 
as it had other combinations that had 
violated the Sherman Act.” 

Ten manufacturers of motion picture 


films sought to dominate the motion. 


picture business, including its three 
phases of manufacture, distribution and 
exhibition. The subterfuge consisted 
of a patent pool. They organized the 
Motion Picture Patents Company, to 
which four of them assigned several 
patents. These patents were used by 
this company as a “legal” basis for 
interlocking licenses granted not only 
to manufacturers of motion. picture 
films and projecting machires, but 
also to distributors and exhibitors of 
these films. By leasing instead of 
selling films, and by enforcing stringent 
restrictions and conditions pertaining 
to them, the control of the motion 
picture industry seemed assured. Com- 
petition was practically eliminated both 
from within and without the zombina- 
tion. For example, no two distributors 
could supply films to the same exhibi- 
tor, and the various strata of the 
industry were compelled tc use all, 
or none, of the machines and films of 
the monopoly. Moreover, zontracts, 
royalties, penalties, and so forth—all 
prescribed by the Patents Company— 
12226 U. S. 20. 


were uniform as between any two of 
the four factors in the monopolistic 
hierarchy, namely, the Patents Com- 
pany, manufacturers, distributors and 
exhibitors. Further, a manufacturer 
could not distribute or exhibit films, a 
distributor could not make or exhibit 
films and an exhibitor could not make 
or distribute films—a situation which 
brought about functional specialization 
within the industry. The Govern- 
ment, as one would expect, brought 
suit against this monopoly for violation 
of the Sherman Act. A District Court 
held that the combination was illegal.” 

The New Departure Manufacturing 
Company and five other corporations 
were separately engaged in different 
states in the business of manufacturing 
bicycle and motorcycle coaster brakes 
and accessories, of a distinctive type 
and design from those made by other 
concerns, under certain patent license 
rights owned by them separately. By 
granting licenses to competitors, they 
sought to restrain trade in coaster 
brakes. A District Court in 1918 pro- 
nounced the scheme illegal.“ 

In June, 1924, the United States 
brought suit against the Standard Oil 
Company of Indiana, the Standard 
Oil Company of New Jersey, the Texas 
Company, the Gasoline Products Com- 
pany and forty-seven othey oil con- 
cerns.“ The defendants, according to 
the Government’s brief, had formed a 
patent pool for the purpose of restrain- 
ing trade in gasoline, kerosene and other 
hydro-carbon products. The patents 
in question related to the “cracking” 
processes of making gasoline. At this 
time, in 1929, no final decision has been 


rendered. 


13225 Fed Rep. 800 (Oct., 1915) 

4 904 Fed. Rep. 107. 

8 U.S. v. Standard Ou Co. (Indiana), Standard 
Ou Co. (New Jersey), Texas Co, Gasoline Prod- 
ucts Co, et al. In the District Court of the 
U.S. Northern District of Il, Eastern Div. 
(1924). Government’s petition. 
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According to a report of the Federal 
Trade Commission in 1923, the Radio 
. Corporation has entered into agree- 
ments with the various companies 
which own or control practically all 
patents covering radio devices con- 
sidered of importance to the art. 
With certain minor limitations, it has 
secured, under these agreements, an 
exclusive divisible right to sell and use 
the radio devices covered by the patents 
involved, or by patents which these 
companies may acquire before the 
termination of the agreements. 


Drirecr OWNERSHIP VERSUS Poors 

The instability and illegality of pat- 
ent pools indicated the necessity of 
other forms of organization. These 
defects, it seemed, could be avoided by 
the outright ownership of all patent 
rights pertaining to a particular in- 
dustry. Two general methods of car- 
rying out this scheme may be dis- 
tinguished. The first consisted of the 
consolidation of former competitors. 
One corporation, according to this 
plan, acquired completely the plants, 
patents, and so forth, of competitors. 
Without patents the result would have 
been monopolistic in character; with 
patents, it was assured of the strength 
of its position. Competition could not 
appear readily because a competing 
line of inventions, as well as a large 
supply of capital, would be necessary. 
The other method was the purchase 
only of the patent rights of individuals 
and companies, without any attempt 
to acquire the plants of competitors. 
This method was most expedient and 
effective for a concern.which elready 
occupied a prominent position in its 
field. By acqutring the patents of 
others it ultimately attained a monop- 
oly. These two methods—the con- 
solidation of companies possessing 
patents, and the securement of patents 
only from miscellaneous sources— 


were employed at the same time in some 
instances. For example, the Eastman 
Kodak Company purchased the plants, 
patents, and so forth, of other com- 
panies, at the same time that it ac- 
quired patents from individuals and 
others. Furthermore, the second 
method was usually a sequel of the 
first. After the consolidation of vari- 
ous companies it was necessary, in 
order to perpetuate its monopolistic 
power, to acquire other and relevant 
patents. 

The primary reason, of course, for 
acquiring patents in this fashion is 
the securement and perpetuation of 
monopoly. Other reasons are: to pre- 
vent the scrapping of existing equip- 
ment; to perfect machines, processes, 
and so forth, by combining inventions; 
and to avoid litigation. 

The industrial monopoly usually 
purchases its patents at bargain prices. 
It enjoys a monopoly in buying patents 
that relate to the particular industry 
and, therefore, can practically dictate 
their prices. Moreover, it controls 
basic and important improvement 
patents. Improvements cannot be le- 
gally used in connection with them 
without its consent. Thus, the cor- 
poration has an additional advantage 
in bargaining with those who have 
made slight improvements. Further, 
the amount and expense of patent, 
litigation serve as a handmaid to the 
large corporation in quest of patents. 
As Edison has stated: 


The long delays and enormous costs 
incident to the procedure of the courts have 
been seized upon by capitalists to enable 
them to acquire inventions for nominal 
sums.?¢ 


Another source of inventions, espe- 
cially of those that insure the continua- 
tion of the monopoly, is the corps of 
employed scientists and inventors. 

16 Oldfield Hearings of 1912, No. 23, p. 82 
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These men usually receive fixed salaries 
for their inventive endeavors in return 
for the assignment of patents covering 
their inventions to their employer. 
Further, a concern may require its 
laborers to agree to assign to it any 
inventions which they may conceive 
while in its employ. These two classes 
—professional inventors and employees 
—bring forth most of the inventions; 
thus, by controlling this fountain of 
inventive genius, it is possible for a 
company to perpetuate its monopoly 
of patents pertaining to a particular 
industry. 

Some of the experts of the “patent” 
trust who further its designs to continue 
its monopolistic power are former ex- 
aminers of the Patent Office. Accord- 
ing to the Commissioner of Patenzs in 
1919, some of these men resign from a 
division and go into practice for a 
corporation having applications in 
that same division. They are not 
only familiar with all its applications 
for patents, but they have studiec tke 
cases of rival companies or of independ- 
ent inventors.” 

The American Tobacco Company, 
dissolved in 1911 by the Supreme Court, 
acquired several patents pertaining to 
the tobacco industry. It secured con- 
trol of the patents of the Bonzack, 
Allison and Emery machines for mak- 
ing cigarettes. It dominated the cig- 
arette business first owing to 


the special adaptability of cigarette making 
to the use of machinery, the exceedingly 
rapid growth of the cigarette industry, its 
concentration in a few large factories, the 
intensity of competition among these, and 
the control of the best cigarette machines 
by a few men through patents.!8 


The American Steel and Wire Com- 
pany furnishes an excellent illustration 


17 Nolan Hearings of 1919, p. 241. 
18 Report of the Commissioner of Corporations 
on the Tobacco Industry, pt. I , p. 63. 


of an industrial monopoly built up 
largely through the control of many 
patents. The chairman of the com- 
pany once testified: “We claim a 
perfect right to puz any price on 
barbed fence wire.” At that time his 
company controlled eighty-five percent 
of the manufacture and sale of barbed 
wire in the United States. In justify- 
ing the high price of this commodity 


he said: 


But our control has been acquired by 
patents, which we have either gone and 
bought in the open market or paid 
others for, and we have paid out—in pur- 
chases of patents and in the litigation 
to establish them in the last twenty 
years—I should suppose, $5,000,000 or 
$6,000,000. 


By means of patents, it also acquired 
a monopoly of woven wire fencing. 
As the same individual stated: “We 
claim a monoply under patents of 
most of the woven wire fencing.’’}® 
One cannot find a better illustration o7 
the abuse of the patent system than 
the practice of this company in ac- 
quiring an aggregate monopoly of 
what might otherwise have been a set 
of individual monopolies in competition 
with each other. 

In 1899 the United Shoe Machinery 
Company acquired all the stock of 
seven shoe machinery companies en- 
gaged in making lasting, welt-sewing, 
outsole-stitching and other machines 
for the manufacture of shoes. Later it 
obtained the shoe machinery business 
and assets of fifty-seven individuals, 
partnerships and corporations. In ad- 
dition, the United Company sought 
to acquire the patent rights and inven- 
tions of professional “inventors ` and 
employees. It contracted with ninety- 
five percent of the inventors of shoe 
machinery for the entire product of 


1 0. S. Industrial Commission, Rep (1900), 
vol. I, pp. 1009, 1010, 1083. 


46 THE Anwats or THE American ACADEMY 


their inventive skill2° Further, its 
employees agreed to assign to it all 
their inventions pertaming to shoe 
machinery which they might conceive 
while in its employment. 

The history of the Unitec Company 
—the original consolidation of seven 
shoe machinery companies, the fifty- 
seven other acquisitions and procure- 
ment of the patents of professional 
inventors and employees—suggests that 
its policy was to obtain practically all 
patents relating to shoe machinery, in 
other words, to acquire a monopoly 
of individual monopolies relating to 
a particular industry. Moreover, it 
leased its machines subject to “tying” 
clauses, which compelled the shoe 
manufacturer to obtain either all, or 
none, of the shoe machinery required 
in his factory from this company. In 
order to compete effectively with the 
United Company it was necessary, 
in view of its control of shoe machinery 
patents and its system of tying clauses, 
to invent shoe machines and perfect 
others—in other words, to offer a 
complete and new line of shoe machin- 
ery to the shoe manufacturers. 

The patents and the tyirg clauses 
of this corporation enabled it to control 
more than ninety-five percent of the 
entire business of shoe machinery in 
the United States.* It was the only 
company which manufactured a full 
line of shoe machinery. 

In the growth of the American Can 
Company patents played a secondary 
rôle, though not an unimportant one. 
In 1901 it acquired the plents, ma- 
chinery, patents and other property of 


0 United Shoe Machinery Compiny v. La 
Chapdle, 99. N E. 289, 290. Illustrations of this 
policy may be found in the dissenting opinion of 
Justice Clarke in 247 U. S. 82, 84-85 (May, 
1918). 

2 The interpretation of these clauses by the 
courts is presented later. . 

2U. S. v. United Shoe Machinery Co, 264 
Fed Rep. 138, 163. 


113 concerns, the great majority of 
which were manufacturing cans for 
sale. Most of the others of any im- 
portance were engaged in the manufac- 
ture of can-making machinery or 
owned valuable patents for such ma- 
chinery. All of these companies made 
about ninety percent of the cans then 
manufactured for sale in the United 
States. The American Can Company 
thus sought to monopolize the tin 
can industry by acquiring control of 
the manufacture of cans and can- 
making machinery. In this way, ex- 
isting competition would be largely 
remcved and the possibility of future 
competition lessened. But, many com- 
petitors sprang up through the induce- 
ment of high profits, until in 1913 
the company controlled only about 
fifty percent of all tin cans manufac- 
tured for sale. The United States 
brought suit against the company, 
charging it with a violation of the anti- 
trust laws. A District Court, in 1916, 
holding that its dissolution would 
serve no public interest, allowed the 
suit to stand oven until future events 
and actions should warrant a definite 
decision.” 

In 1915 the A. B. Dick Company 
controlled, in money value of sales, 
approximately 85.1 percent of the 
commerce of the United States in 
stencil duplicating machines, approxj- 
mately 88.2 percent of such commerce 
in stencil duplicating paper and ap- 
proximately 79.9 percent of such com- 
merce in stencil duplicating ink.” ` 


‘The patents of this company, 128 in 


all, were originally issued to about 
thirty different inventors: sixty-seven 
of them to A. B. Dick, and the remain- 


sU, 8. v. American Can Co., 280 Fed. Rep. 
850. 

“ Annual Report of the Federal Trade Com- 
mission (1917), Exh:bit 5, p. 61. The “‘mimeo- 
graph” is the principal type of duplicating 
machine. 
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der to other individuals. The fact 
that nearly one-half of these 128 pat- 
ents were issued to other parties, later 
coming into the possession of the A. B. 
Dick Company, points to a policy of 
acquiring any and all patents pertain- 
ing to duplicating machines and sup- 
plies so as to secure a monopoly of them. 

Within about fifteen years the Eest- 
man Kodak Company acquired some 
twenty competing concerns in the 
United States. The plants were dis- 
mantled and their business discontin- 
ued or transferred to the Eastman 
plants in Rochester, New York. The 
officers and partners of these corpora- 
tions and partnerships agreed not to 
engage in competing business for 
periods of from five to twenty years. 
Also, the Eastman Company, by con- 
tract with the makers, 


obtained entire control in the United 
States of the imported raw paper which 
was recognized as the only standard paper 
for the manufacture of photographic print- 
ing-out paper, and by refusing to sell to 
other manufacturers compelled several 
competing companies to sell or go out of 
business ** 


. The Government, in its suit against 
the Eastman Company for violation 
of the Sherman Law, secured a favor- 
able decision from the District Court. 
The tribunal held that there was 
nothing illegal in the way in which the 
Eastman Company acquired its pat- 
ents on cameras and films. It stated 
in 1915 that this company, by using 
unlawful methods, controlled approxi- 
mately seventy-five percent of the m- 
terstate trade in cameras, films, plates 
and photographic paper; and therefcre 
violated the Sherman Act. In 1921, 
after an appeal to the Supreme Court, 
the Federal judge in Buffalo, where the 


* U, 8. v. Eastman Kodak Co., 226 Fed. Rep. 
62, 62-68. $ 
28 296 Fed. Rep. 62, 79-80. 


case was first heard, directed the dis- 
solution of the compeny. 

The General Electric Company rep- 
resents a consolidation of a large 
number of concerns that were originally 
small. In acquiring these concerns, 
it secured, of course, all their patents. 


‘In addition to maintaining a corps of 


inventors, this company has bought 
patents from others apparently for 
the purpose of preventing competition 
with its own product. From 1897 to 
1911, the General Electric Company 
and the Westinghouse Electric Com- 
pany maintained an agreement called 
the “board of patent control.” They 
both agreed that neither one of them 
would acquire any license under any 
patent, except by giving at the same 
time an option for the term of six 
months, by which the other one would 
get a license on the same terms.?” 


Meruops or Unrare COMPETITION 


The patent “trust” has employed 
various methods of competing un- 
fairly—of seeking to destroy competi- 
tors and discourage would-be rivals, 
regardless of their efficiency. They 
include exclusive agreements, dictation 
of supplementary supplies, control of 
complementary goods, maintenance of 
re-sale prices, threats, groundless litiga- 
tion, intentional infringement, “drag- 
net” applications, false marking and 
piracy. 

The Motion Picture Patents Com- 
pany, in 1919, granted to the Eastman 
Kodak Company the exclusive right to 
manufacture its sensitized films. With 
a few minor exceptions, the Eastman 
Company agreed not to sell them to any 
but licensees of the Patents Company. 
This exclusive contract gave a buying 
monopoly to the Patents Company and 
a selling monopoly to the Eastman 
Company. It confined the market 
for films, from the standpoint of both 

2 Oldfield Hearings of 1912, No. 3, p. 28. 
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selling and buying, to these two com- 
panies. The whole arrangement tended 
to preserve their power, regardless of 
their efficiency, and to discourage the 
development of other film companies 
and manufacturers of motion pictures. 
The District Court, which declared 
that the Eastman Company violated 
the Sherman Act, held that this ex- 
clusive contract was not unlawful in 
that it did not bind two competing 
companies and therefore did not re- 
strain trade. ?8 

The exclusive right to use, which a 
patent confers, has been exploited in 
the past by imposing certain conditions 
which unduly extended the monopoly 
granted by the patent law. The best 
known instance of this arose from the 
practice of the A. B. Dick Company 
in selling its machine with the restric- 
tion that “it may be used only with 
the stencil paper, ink and other sup- 
plies made by” that comparny.*® The 
restriction appeared in the form of a 
printed notice affixed to each machine. 
The Supreme Court, in 1912, upheld its 
legality, and thus furnished a legal 
foundation to a monopoly in both 
patented and unpatented goods.?? Five 
years later, however, it reversed this 
decision in the projecting machine 
case; *! and thus, by pronouncing the 
illegality of all attempts to dictate the 
supplementary supplies of patented 
articles, brought to an end an acquisi- 
tive practice of many manufacturers 
of patented articles that had prevailed 
since the early nineties. 

The former “tying” clauses of the 
United Shoe Machinery Company il- 
lustrate the control of complementary 
goods. Apparently they were designed 
to compel the shoe manufacturers to 


28 996 Fed. Rep. 62 (Aug., 1915). 

39 Appeal from Circuit Court (Jan. 11, 1907), 
149 Fed. Rep. 425. 

30994 U. S. 1. 

at 243 U. S. 502. 


` prior to its passage. 


use exclusively the machines and re- 
pairs of the United Company. This 
corporation, by means of patents, con- 
trolled the manufacture of lasting 
machines, which were essential in 
the manufacture of shoes. But a 
shoe manufacturer, in order to use 
the lasting machine of the United 
Company, had to consent to use ex- 
clusively the stitcher, welter, metallic- 
fastener and other machines of this 
company. In effect, he had the choice 
of obtaining from this company either 
all, or none, of the shoe machinery 
required in his factory. No other 
company could furnish a full set of shoe 
machinery. It was necessagy, there- 
fore, to use exclusively the machines 
of the United Company in order to 
engage in the manufacture of shoes. 
“Tt is hard to see how the ingenuity 
of man could have devised a scheme 
that would more effectually create a 
moncpoly.” 2 The Supreme Court, 
in 1918, held by a vote of four to three 
that the tying clauses of the United 
Company were in conformity with its 
patent rights. The Clayton Act of 
1914 played no part in the decision, 
as the Government instituted the: suit 
After its enact- 
ment, the Government brought suit 
against the United Company, and the 
Supreme Court held that the tying 
clauses were contrary to the “broad 
terms of the Clayton Act, which cover 
all conditions, agreements or under- 
standings of this nature.” 3 

In 1896 a Federal court, for the first 
time, sanctioned the patentee’s dicta- 
tion of supplementary supplies for 
his invention.“ It was thought that 
this interpretation of “the exclusive 
right to use” would justify analogous 
restrictions concerning re-sale prices 
based upon “the exclusive right to sell.” 


z 227 Fed Rep. 507, 511. 


~ 8258 U. S. 4651. - 


477 Fed. Rep. 283. , 
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Therefore, scores of manufacturers 
sought to dictate the re-sale prices of 
their patent products. The lower 
courts, beginning in 1901, generally 
upheld the legality of this practice 
until the Supreme Court decided 
otherwise. In 1918, in the Sanatogen 
case, it invalidated the printed restric- 
tion as to the re-sale price.* Later, 
the Supreme Court rendered two 
similar decisions involving the same 
issue.** 


Threats of infringement suits are: 


often made in bad faith: 


It has been a somewhat common practice 
for manufacturers of patented articles to 
prevent the sale of a competing article by 
circulating broadcast threats to sue for in- 
fringement all dealers handling these arti- 
cles. Such a campaign against a competi- 
tor is usually begun by circularizing the 
trade generally, and in particular the cus- 
tomers of the competitor whose business it 
is sought to injure or destroy, stating that 
the competitor’s article is an infringement 
of the writer’s patent and that suits will be 
instituted against all dealers handling the 
infringing article; and letters of this de- 
scription are frequently supplemented by 
oral statements of traveling salesmen.*" 


The test of good faith, according to 
the courts, is the institution of legal 
proceedings to determine the infringe- 
ment. 
. infringement suits may not be 
brought in good faith. A powerful 
corporation, for example, may institute 
proceedings in order to enmesh a small 
competitor in a network of expensive 
and vexatious litigation, with the hope 
and expectation of weakening him, of 
acquiring his patent rights or, perhaps, 
of buying his business at a low figure. 
The intentional infringement of pat- 
ents arises from a desire to harass, 


= 229 U. S. 1. 

% 243 U. S. 490; 246 U. S. 8. 

37 Memorandum on Unfair Competition at the 
Common Law (1916), p. 141. 


intimidate and weaken a competitor. 
A recent Commissioner of Patents 
stated: 


When he [the patentee] gets out his 
patent, if it is a good thing and he does not 
succeed in making arrangements with peo- 
ple who will take it up satisfactorily, he is 
face to face with an arrangement which is 
frequently carried on by concerns that are 
created merely for the purpose of infringe- 
ment, and with the determination to go 
into the hands of a receiver if they are 
brought to book.: 


Many of the interferences are due 
to “dragnet” applications, which serve 
the purpose of “scooping” up subse- 
quent inventions. A corporation may 
purposely delay the granting of a 
patent so as to entangle a rival inven- 
tor in expensive interference proceed- 
ings, with the hope end expectation of 
forcing him either to abandon his 
invention or to sell it at a nominal 
price. In 1912 a Commissioner of 
Patents stated that various concerns 
had thousands of dragnet cases in the 
Patent Office, and that they do not 
take out patents unless some rival 
concern files an application.*® 

The expressions, “Patent Applied 
For” and “Patent Pending,” have 
been exploited. In this connection, a 
recent Commissioner of Patents stated: 


It frequently happens that Yevices for 
which no application for patent has been 
made are marked “patent applied for,” and 
also that to devices for which application 
for patent has been made and the applica- 
tion refused and finally abandoned, the 
same legend is still applied. My attention 
has also recently been called to the fact 
that certain attorneys who are employed 
by applicants to make a preliminary search 
to determine whether er not a device is 
patentable will advise their clients that in 
their opinion the device is not patentable, 


3 Oldfield Hearings of 1912, No. 10, p. 27. 
2 Hearings before the House Committee on 
Patents (Jan. $1, 1912), p. 66. 
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but that if they desire protection they will 
file their application in order thet they may 
mark the articles “patent applied for,” 
which they advise them will afford almost 
the same protection as if the acticles were 
actually patented. This, of course, is 
clearly an intent to deceive the rublic, since 
the applicant, acting on the advice of the 
attorney, has reason to believe that he can-, 
not obtain a patent upon the article which 
he marks “patent applied for.” Applica- 
tions of this character are, of course, held 
pending in the Patent Office as long as 
possible, in order to afford the applicant as 
“great a measure of protection as pos- 
sible.” 40 


A patentee may be deprived of the 
value of his invention by other patents 
that either obstruct or circumvent his 
invention. The resort to “obstruc- 

“0 Oldfield Hearings of 1912, No 1, p 10. ` 
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tive” or “dog-in-the-manger” patents 
may render the invention of a com- 
petitor unfit to use. Thus, an in- 
dividual wrote, in 1914, to the Senate 
Committee on Interstate Commerce: 


I have in mind now the case of a corpora- 
tion which maintains a corps of patent ex- 
perts and mechanics who are employed for 
the purpose of studying machines and de- 
vices produced by its competitors, and then, 
before such machines and devices can be 
worked out and improved to the point of 
completion, they are “covered up” by 
numerous applications for patents, which 
make it difficult, if not impossible, for the 
competitors to perfect and market their 
own devices.# 7 

ü Hearings before the Senate Committee on 
Interstate Commerce. 63rd Cong, 2nd Sess., 
Trust Legislation, vol. 2, p. 1078. 


Trade Union Activities and the Sherman Law 


By Murray T. Quiae 
Editor, Law and Labor, New York City 


ETWEEN 1800 and 1840 there 
were criminal prosecutions in sev- 

eral states against trade unions in 
connection with strikes for higher 
wages. ‘The decisions of the courts up- 
holding these prosecutions were based 
either upon the theory that a strike 
amounted to a common law restraint 
of trade or on the ground that strikes 
were conspiracies to violate English 
statutes regulating wages, brought over 
to this country in the body of. law which 
was effective in colonial days and re- 
mained so until changed by our consti- 
tution or laws. In 1842 the Bcston 
Journeymen Bootmakers’ Society was 
prosecuted for a criminal conspiracy, in 
that its members engaged in a con- 
certed quitting of labor in order to en- 
force a closed shop.! Lemuel Shaw, 
the able Chief Justice of Massachu- 
setts, after writing a clear analysis of 
the law of conspiracy, found that there 
was nothing criminal in a combination 
of workmen to refuse to work in any 
shop where anyone was employed who 
‘was not a member of the combination, 
and that in the absence of proof that 
the combination attempted to enforce 
this rule by acts of coercion and intimi- 
dation there was no evidence of unlaw- 
ful object or lawful object sought to 
be attained by unlawful means and, 
therefore, no conspiracy. The able 
opinion rendered by Shaw in this case 
seems to have put an end to all prose- 
cutions against trade unions, on the 
ground that a strike constituted in and 
of itself a criminal conspiracy at com- 
mon law. Indeed, it was not until 
1886 that the idea was again resorted to 


1 Commonwealth v. Hunt, 45 Mass. 111, 4 Met. 
111, $ 
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that any of the activities usually asso- 
ciated with the strike may constitute a 
conspiracy. From then on, however, 
the activities of trade unions have been 
repeatedly challenged, on the ground 
that they violated civil or private 
rights and that their activities in par- 
ticular cases, either because of the ob- 
jective of the strike or the means by 
which it was carried on, constituted a 
civil conspiracy. 

Such was the state of the law when 
the Sherman Act was passed. That 
Act condemns as unlawful a combina- 
tion in restraint of interstate trade. It 
does not qualify the condemnation, 
punishing one form of restraint and ex- 
cusing another, nor condemning a re- 
straint for one purpose and condoning it 
for another. 

Obviously, no combination sets out 
to restrain trade merely for the fun of 
it. Each combination has an objec- 
tive, concealed or apparent, worthy or 
unworthy, wise or unwise. But the 
Law says nothing about such objec- 
tives or the considerations which 
might, in the absence of restraint oi 
trade, commend a particular combina- 
tion to the favorable consideration of 
public opinion and the finding that 
its objects are consonant with public 
policy. In respect, therefore, of re- 
straint upon interstate commerce, no 
end justifies this means. Where, 
therefore, it is represented to a court 
that a combination of wage earners is 
engaged in practices which restrain 
interstate commerce, the ultimate ob- 
jective of the combination, either to 
raise wages, shorten hours, strengthen 
the union or otherwise advance the in- 
terests of wage earners as a class or 
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some particular group, can have no 
weight with the court. It is clearly 
and concisely set forth by the Law 
that the United States cannot suffer 
individuals or groups to achieve their 
purpose, however legitimate, by inter- 
fering with the flow of interstate com- 
merce. Public interest forbids it. 

What constitutes restraint of trade? 
This is a question for the courts and 
one which is not always easy to decide. 
Since the declaration by the Supreme 
Court that the term “restraint of 
trade” i8 to be interpreted in con- 
formity with the common law, where 
the restraint is incidental the Law does 
not apply. 

Where a trade union makes it its 
business to interfere with the sale in 
interstate commerce of the products of 
a manufacturer, whatever may be its 
reason for doing so, it intends to re- 
strain his interstate trade, and the 
combination is unlawful. Where, how- 
ever, the activities of the combina- 
tion are not directed immediately at 
his interstate trade, but are directed 
at his manufacture of goods for 
interstate commerce or some other 
activity from which develops an 
incidental or indirect restraint of 
his interstate trade, the Law does 
not ordinarily apply. With this state- 
ment of the principles involved, let 
us turn tô some of the actual cases 
which have arisen to see just how 
trade union activities come into conflict 
with the Sherman Act. 


INTERFERENCE WITH TRANSPORTA- 
TION 


The first clash between trade unions 
and the Sherman Act came in 1893. 
A sympathetic strike was inaugurated 
in New Orleans to tie up all business 
and commerce until such time as de- 
mands of draymen should be met.? 

2 United States v. Workingmen’s, etc , Council, 
54 Fed. 994 (1898). 


Stevedores were withdrawn from the 
ships and the flow of foreign and inter- 
state commerce through New Orleans 
was stopped. The United States ap- 
plied to the District Court for an in- 
junction. The decree was granted. 
Summarizing the issue, the Court said: 

The combination setting out to secure 
and compel the employment of none but 
union men in a given business as a means to 
effect this compulsion finally enforced a 
discontinuance of labor in all kinds of 
business, including the business of trans- 
portation of goods and merchandise which 
were in transit through the city.of New 
Orleans from state to state and to and 
from foreign countries. When the case is 
thus stated—and it must be $o stated 
to embody the facts here proven—I do not 
think there can be any question but that 
the combination of the defendants was in 
restraint of commerce. 

The following year was one of wide 
disturbance in the railraad industry 
and the year of the strike of the Ameri- 
can Railway Union, under the leader- 
ship of Eugene Debs. In support of 
the employees of the Pullman Com- 
pany in a controversy with their em- 
ployers, Debs undertook to force all 
railway lmes to refuse to carry Pull- 
man cars. The tie-up, attended by 
great disorder, was highly effective. 
Troops were mobilized, but troops do 
not run trains, and the strike leaders 
were still unhampered, meeting with, 
their followers and demanding their 
fidelity to the strike. The Govern- 
ment applied for an injunction, predi- 
eating its case, among other grounds, 
upon the Sherman Act. The order 
was granted and was effective in de- 
stroying the machinery of the strike. 
Debs violated the order and was ar- 
raigned for contempt. At his trial it 
was urged that the order was invalid 
because the Sherman Act did not for- 
bid a combination of workmen whose 
activities restrained interstate trade, 
because the Act, if properly con- 
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strued, applied only to combinations of 
capitalists. The Court, in its opinion, 
discussed the meaning of the language 
of the Act, declaring illegal “every con- 
tract, combination in the form of trust, 
or otherwise, or conspiracy in restraint 
of trade or commerce among the sev- 
eral states,” and in rejecting the lim- 
ited construction of the Act contended 
for by the defendants, said: 


The facts of this case suggest illustra- 
tions of the impropriety as well as inconsist- 
ency of putting upon the statute the re- 
strictive construction proposed. If, for 
example, the manufacturers of other sleep- 
ing cars, in their own interest, should en- 
list the br@kemen and switchmen or other 
employees of the railroads, either individu- 
ally or in associated bodies, in a conspiracy 
to prevent or restrain the use of Pullman 
sleepers, by refusing to move them, by 
secretly uncoupling, or by other elusive 
means, the monopolistic character of the 
conspiracy would be so evident that, even 
on the theory that the statute is aimed at 
contracts or combinations intended to en- 
gross or monopolize the market, it would be 
agreed that the offense ought to be punish- 
able. But in such a case if the officers or 
agents of the car companies, who might or 
might not be capitalists, would be indiyidu- 
ally responsible for violating the statute, 
upon what principle could the brakemen or 
switchman be exempt? Can workingmen, 
or, if you will, poor men, acting by them- 
selves, upon their own motion and for their 
own purposes, whether avowed or secret, do 
things forbidden by the statute, without 
criminal responsibility, and yet be crimi- 
nally responsible for the same things done at 
the instance and to promote the purposes of 
others? Or will it be said that under this 
statute one who is not a capitalist may. 
without criminality, assist capitalists in the 
doing of things which on their part are 
criminal? If that be so, then, if a capital- 
ist and one who is not a capitalist join in 
doing things forbidden by this statute, 
neither can be punished, because one alone 
cannot be guilty of conspiracy. ‘The per- 
sistent effort of the defendants, as the proof 
shows, was to force the railroad com- 
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panies—the largest capitalists of the coun- 
try—to cooperate, or at least to acquiesce, 
in a scheme to stop the use of Pullman 
sleepers; and for a time they had the agree- 
ment of a manager and other officers of one 
road to quit the use of the obnoxious cars, 
and perhaps a qualified submission of the 
officers of another road or two to the same 
dictation: Does the guilt or innocence of 
the defendants of the charge of conspiracy, 
under this statute, depend on the proof 
there may be of their success in drawing to 
the support of their design those who may 
be called capitalists, or does it depend upon 
the character of the design itself, and upon 
what has been done towards its accomplish- 
ment by themselves and by those in volun- 
tary cotperation with them, from what- 
ever employment or walk in life? 


The Supreme Court of the United 
States, affirming the conviction of 
Debs, based its decision upon the 
broad powers of the Government to 
protect freedom of interstate com- 
merce, saying: 

The strong arm of the National Govern- 
ment may be put forth to brush away all 
obstructions to the freedom of interstate 
commerce or the transportation of the 
mails.* 

Not until 1922 did the organized 
railroad workers again attempt a gen- 
eral tie-up of interstate traffic. During 
the Shopcrafts’ Strike of 1922, how- 
ever, the management of the strike 
made a general appeal to al? railroad 
workers to tie up traffic throughout the 
length and breadth of the land. Again 
the Government appealed to the courts 
and an injunction issued based upon 
the Sherman Act. 

It must not be assumed, however, 
that a concerted quitting of work on 
the part of employees of a railroad, 
unaccompanied by .any concerted 
effort to obstruct the public duties of 
the railroad and the carriage of inter- 

3 In re Debs, 158 U. S. 564. 


t United States v. Railway Employees Dept. of 
the A F. of L., 290 Fed. 978. 
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state commerce, is unlawful merely 
because the concerted quitting may 
impede interstate commer. If such 
quitting was in furtheranc2 of a law- 
ful purpose—an immediate and legiti- 
mate object—toward the attainment 
of which the quitting has a proximate 
influence, the quitting is not unlawful. 
That has often been affirmed. 

In 1921 the longshoremen and the 
truck drivers in New York City con- 
spired to aid each other in unionizing 
their respective trades. The long- 
shoremen refused to handle freight 
brought to the pier by non-union truck- 
men during the strike of trickmen to 
organize the trade, and the steamship 
company made no active resistance. 
This agreement tied up interstate and 
foreign commerce and bota workers 
and steamship company were joined as 
parties defendant. An injunction was 
allowed.§ 

Workers, as well as trains and ships 
employed in interstate commerce, are 
agencies of such commerce and any 
combination to monopolize labor em- 
ployed in interstate commerce is a re- 
straint upon such interstate commerce. 
One Anderson, a seaman, brought an 
action against an association of ship- 
owners (a trade union of employers), 
alleging that the shipowners main- 
tained an employment agenzy and a 
fixed system for the employment of 
seamen which effectually excluded him 
and others from the practice of his 
trade until he had satisfied the require- 
ments of the employment office, re- 
gardless of his qualifications as a 
seaman. and the desire of captains to em- 
ploy him. The lower court dismissed 
the action, but the Supreme Court 
held the action good, saying: 

If the restraint thus imposed had related 
to the carriage of goods in interstate and 
foreign commerce—that is to say, if each 
shipowner had precluded himself from 

5 Buyer v. Guillan, 271 Fed 65 (1921). 


making any contract of transportation di- 
rectly with the shipper, and had put him- 
self under an obligation to refuse to carry 
for any person without the previous ap- 
proval of the associations—the unlawful 
restraint would be clear. .. . A restraint 
of interstate commerce cannot be justified 
by the fact that the object of the partici- 
pants in the combination was to benefit 
themselves in a way which might have been 
unobjectionable, in the absence of such 
restraint.’ 


By this decision it is clear that the 
Act affords protection equally to the 
sale and disposition of labor in inter- 
state commerce and the sale and dis- 
position of the products of labor. 


Tas Borcorr 


In spite of the fact that the Sherman 
Act was passed in 1890, organized la- 
bor conducted, with more or less suc- 
cess, many interstate beycotts during 
the 1890’s. It was not until 1902 that 
a private litigant turned to this Act for 
the protection of his interstate com- 
merce against a trade union boycott. 
In 1902, the United Hatters, failing to 
compel the employees of the D. E. 
Loewe Company to join the union, and 
failing to induce Loewe to dismiss 
them unless they would join the Unit- 
ed Hatters, this union appealed to the 
American Federation of Labor and, 
through its machinery, every union 
man in the country was exhorted to 
refuse to purchase any hat in any store 
where hats manufactured by D. E. 
Loewe were offered for sale. Whole- 
salers and retailers, waited on by union 
committees, were threatened with a 
boycott if they continued to buy such 
hats and many of them, therefore, dis- 
continued their patronage. 

This was a clear, direct assault upon 
the interstate commerce of Loewe. It 
was irtended to inflict continuing in- 


8 Anderson v. Shipowners Assn. of Pacific 
Coast, 272 U. S. 359 (1926). 
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jury until he should agree to carry on 
his business on the terms laid down by 
the United Hatters. Loewe appealed 
to the Federal Court for treble dam- 
ages allowed by the Sherman Act and 
to the California Federal Court for an 
injunction, which he secured. The 
damage case was dismissed in the lower 
court on the ground that the Sherman 
Act did not apply to combinations of 
men who were not themselves engaged 
in commerce. The Supreme Court of 
the United States, however, held that 
“the Act made no distinction between 
classes.” The Court said: 


If the purposes of the combination were, 
as alleged, to prevent any interstate trans- 
portation at all, the fact that the means 
operated at one end before physical trans- 
portation commenced, and, at the other 
end, after the physical transportation 
ended, was immaterial.” 


By the decision in this case, rendered 
in 1908, it was finally established that 


the Sherman Act afforded protection to- 


interstate commerce at the hands of the 
Government by injunction or criminal 
prosecution against any combination 
that might interfere with it to the 
public prejudice, and that a private 
litigant might recover damages for 
interference with his commerce, re- 
gardless of who the interferers might 
be or their purpose in interfering. 
Thus, the application of the Act to 
labor combinations, es to all others in- 
terfering with the free flow of com- 
merce, was definitely established. 

The United Brotherhood of Carpen- 
ters in New York City conducted a 
boycott against the use of wood trim 
milled in non-union shops by refusing 
to erect it. In an action to enjoin 
this conspiracy under the Sherman 
Act, it was finally held by the Su- 
preme Court of the United States that 
a private party was not entitled to an 
injunction. Relief by injunction was 

1 Loewe v. Lawlor, 208 U. S. 274. 
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available only to the Government 
under the terms of the Act.® 


Prervars Parties BENEFITED BY 
CLAYTON Act 


The Clayton Act, however, amend- 
ing the Sherman Act in 1914, granted 
the right of injunctive relief to private 
litigants in interstate commerce cases. 
The Act also recognized the legitimacy 
of combinations of wage earners per se, 
and provided that in disputes between 
employers and employees, no court of 
the United States should enjoin cer- 
tain acts when peacefully and other- 
wise lawfully committed. The or- 
ganizations of labor interpreted the 
Clayton Act as legitimatizing the 
secondary boycott. The matter came 
to a test in a contest between the Du- 
plex Printing Press Company and the 
International Association of Machin- 
ists. The machinists had unionized 
the shops of the principal manufac-~ 
turers of printing presses except Duplex 
at Battle Creek, Michigan. They 
called a strike there and eleven out of 
some two hundred men responded to 
the strike call. The failure of the 
machinists’ union to induce the ma- 
chinists in the employ of the Duplex 
Company: to respond to its call deter- 
mined the machinists to compel the 
company and its employees | to accept 
unionism under penalty of excommuni- 
cation in the market place. Pursuant 
to this decision the union threatened 
strikes against exhibitors in the Grand 
Central Palace in New York City in 
preparation for an exhibition held by 
the manufacturers of printing presses 
unless the management of the exposi- 
tion consented to exclude the exhibi- 
tion of Duplex presses. Draymen re- 
fused to cart presses from the railroad 
yards to printing shops where presses 
had been ordered. It was announced 


8 Paine Lumber Co., Lid., v. Neal, 244 U. S. 
459 (1917). 


56 Tae Annals OF THE AMERICAN ACADEMY 


that the machinists would refuse to re- 
pair these presses and perhaps print- 
ing pressmen would refuse z0 operate 
them. 

In the action brought to restrain 
this conspiracy,’ it was urged by the 
defense that the prohibition of injunc- 
tions in cases between “emp_oyers and 
employees . . . in disputes involving 
terms and conditions of employment” 
when “peacefully” and “lawfully” 
conducted, forbade an injunction in 
the case of a secondary boycott. But 
the Supreme Court held that the Clay- 
ton Act, in restricting the use of in- 
junctions between “employers and em- 
ployees,”’ did not authorize restraint of 
interstate trade. “Congress had in 
mind particular industrial controver- 
sies, not a general class war,’ said the 
Court; and again: 

It would do violence to the guarded lan- 
guage employed were the exemption ex- 
tended beyond the parties affected in a 
proximate and substantial, nct merely 
sentimental or sympathetic, sense by the 
cause of dispute. 

The effect of the Clayton Act was, 
thus, to Jeave undisturbed the Law 
as decided in the Danbury Hatters’ 
case, except that the Clayton Act gave 
private parties remedy by incunction, 
in addition to the existing remedy at 
law for treble damages. 

A refinément in the method of at- 
tacking the salability of a non-union 
product in interstate commerce with a 
view to escaping the penalties of the 
Sherman Act, was developed by the 
Journeymen Stonecutters’ Association. 
Following the failure of that union to 
secure a renewal of contract relations 
with the limestone quarrymen at Bed- 
ford, Indiana, the union promulgated a 
rule, which it sought to enforce by the 
infliction of penalties upon its mem- 
bers, directing them to refuse to work 


? Duplex Printing Press Co. v. Decring, 254 
U. S. 448. 


upor. stone which had been handled by 
men “working in opposition to this 
association.” In practice, this meant 
that fabricated limestone coming from 
the Bedford quarries was not to be 
trimmed or worked upon by any jour- 
neyman stonecutter. The purpose ob- 
viously was to make it unusable to the 
building contractors who employed the 
journeymen stonecutters, with the re- 
sult that the building industry would 
not buy Indiana limestone until such 
time as it had the approval of the 
union. The union contended strenu- 
ously that the Sherman Act could not 
be used to compel a man to work upon 
a product when it was distasteful to 
him to do so, and that mere refusal to 
work on material which had come to 
rest in any state was hardly an inter- 
ference with the interstate commerce 
in that material. The Court had be- 
fore it, however, evidence that the pur- 
pose was to stop interstate commerce 
between the points where the stone was 
shipped and where the stone was used. 
Evidence made clear that the journey- 
man stonecutter, if left to himself and 
satisfied with his own arrangements 
with his local contractor, did not care 
what the stone was or where it came 
from. Jf he quit work on Bedford 
limestone, he only did so because he was 
under threat of penalty enforced by the 
national union, whose president wase 
engaged in going up and down the 
land to see to it that this stone should 
become worthless in the markets of 
the country. The Supreme Court di- 
rected the issuance of an order enjoin- 
ing the officers of the union from the 
enforcement of their rule and restoring 
to the individual journeymen their 
natural right to work or refuse to 
werk on Bedford limestone as they 
might please.'* 

These decisions of the Supreme 

10 Bedford Cut Stone Co v. Journeymen Stone- 
cutters’ Asen., 274 U. S. 37. 
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Court of the United States have estab- 
lished the application of the Sherman 
Act to boycotts conducted by labor 
unions. Other cases, however, which 
show the activities of trade unions and 
the importance of the Sherman Act in 
keeping open the avenues of trade, are 
of interest. 

There is the case of the Chicago car- 
penters who conspired with the con- 
tractors and unionized manufacturers 
of millwork to exclude non-union mill- 
work from the Chicago market. It 
was agreed that if the contractors 
would employ only members of the 
Carpenters’ Union, the carpenters 
would refyse to work on any wood trim 
which had been manufactured in non- 
union mills. The effect of this rule 
was to stop commerce in non-union 
millwork between the mills in Wiscon- 
sin and other states and Chicago. 
The combination was criminally prose- 
cuted by the Government and a con- 
viction was sustained by the Supreme 
Court.4 

There is the combination among 
journeymen stonecutters in New York 
City who refused to work upon any 
east stone, whether union or non- 
union, which was not made within a 
geographical area centering around 
New York City. The effort of the 
union was to secure all the work of 
casting stone for use in and around 
New York City to the union manu- 
facturers of cast stone in that area. 
Thanks to the protection afforded by 
combination, these inside manufac- 
turers took contracts for two or three 
times the amount charged by outside 
manufacturers. On the New Rochelle 
High School building, the lowest bid 
received outside of this area for the 
cast stone work was thirty-three thou- 
sand dollars less than the lowest bid 
from any bidder within the area. Yet 


United States v. Brims, 272 U S. 549, 47 
Sup. Ct. 169 (1926). 
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the Building Trades Council of West- 
chester County called a strike on the 
High School in order to suppress the 
use of this stone, which would save 
the people of New Rochelle thirty-three 
thousand dollars. The successful bid- 
der, a New Haven manufacturer and 
an employer of organized labor, fi- 
nally enjoined the conspiracy and the 
building was completed with plain- 
tiff’s stone.” 

The steamfitters and plumbers, en- 
deavoring to compel the unionization 
of manufacturing shops where various 
types of furnaces and heaters were 
made, induced the Pittsburgh Building 
Trades Council to call strikes on build- - 
ings where non-union heating and ven- 
tilating apparatus made in Ohio was 
being installed. Had the combina- 
tion succeeded in its efforts, the sala- 
bility of the Ohio product in inter- 
state commerce would have rested 
upon the pleasure of the organized 
steamfitters and plumbers. The com- 
bination was enjoined as a violation of 
the Sherman Act.!® 


INTERFERENCE WITH MANUFACTURE 
OR PRODUCTION 


There remain to consider those 
cases upon Which the attack is not di- 
rected against interstate transporta- 
tion or against the distribution via 
interstate commerce of a particular 
product, but in which there is, never- 
theless, an alleged material interference 
with interstate commerce as a result of 
unlawful interference with the activi- 
ties of an employer. 

The United Mine Workers prose- 
cuted a strike against the Coronado 
Coal Company, substantially all of 
whose product was shipped in inter- 


13 Decoratives Stone Co. v. Buding Trades 
Councd of Westchester, 23 Fed. (2nd) 426 (1928). 

Columbus Heating and Ventilating Co. v. 
Pittsburgh Building Trades Council, 17 Fed (2nd) 
806 (1927). 
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state commerce, by acts of violence and 
disorder. Beside mass picxeting and 
assaults, the strikers resorted to dyna- 
miting the company’s tipples and 
firing upon its employees. These un- 
lawful activities brought its production 
to a halt and interstate commerce in its 
product to a stop. The campany al- 
leged that by reason of th2 unlawful 
activities of the strikers, its interstate 
commerce was interfered wit. and that, 
therefore, the Act was violated. The 
Supreme Court held, however, that 
the disorder was a local strike for a lo- 
cal purpose and that the reduction of 
commerce resulting from the reduction 
. of production was only an incidental 
and indirect restraint of zommerce. 
There was, therefore, no v-olation of 
the Aci.¥ 

Again, where a manufecturer of 
- leather goods, ninety percent of whose 
product was sold in interstate com- 
merce, charging that former employees 
were maintaining a strike by mass 
picketing and acts of violence and dis- 
order which alone prevented the opera- 
tion of the factory and the continued 
shipment of the product in interstate 
commerce, sued to enjoin the strikers 
under the Sherman Act, the Court 
held that the interference with com- 
plainant’s interstate commerce was in- 
cidental to the interference with his 
manufacture by persons having a di- 
rect interest in the terms upon which 
he carried on his manufacture and 


solely for the purpose of effecting ` 


those terms in their own bekalf. The 
Court found no violation of the Act. 
The Court in this case said: 


The mere reduction in the supply of an 
article to be shipped in interstate com- 
merce by the illegal or tortious prevention 
of its manufacture, is ordinarily an indirect 


H United Mine Workers v. Coronado Coal Co., 
259 U. S. 844. 

15 United Leather Workers v. Herkert & Meisel 
Trunk Co., 265 U. S. 457. 


and remote obstruction to that commerce. 
It is only when the intent or necessary 
effect upon such commerce in the article 
is to enable those preventing the manufac- 
ture to monopolize the supply, control its 
price, or discriminate as between its would- 
be purchasers, that the unlawful interfer- 
‘ence with its manufacture can be said di- 
rectly to burden interstate commerte. 


Thus, the Supreme Court, by de- 
cisions favorablé to organized labor, 
has entirely removed the ordinary in- 
dustrial strike beyond the reach of the 
Sherman Act, even in cases where such 
strikes are maintained by force and 
violence. 

On the other hand, where it ap- 
peared that the United Mine Workers 
were attempting by unlawful and 
violent acts to organize the entire field 
in West Virginia in order to protect 
union mined coal from competition by. 
non-union coal, they were engaged in a 
conspiracy to restrain such commerce. 
The mines attacked produced more 
than forty million tons, ninety percent 
of which went into interstate com- 
merce, and the purpose was not only to 
control the mines where the attacks 
took place, but to stop this flood of 
non-union coal from competing in in- 
terstate commerce with union mined 
coal. The Circuit Court of Appeals 
sustained the order granted in this 
case enjoining interference with the 
interstate commerce of the complait- 
ants, and the Supreme Court refused 
to review the case. 


ORGANIZED Lasor’s CRITICISM or 
SHERMAN Act 


The attacks upon the Sherman Act 
and upon these decisions emanating 
from trade union headquarters have 
not suggested that trade union activi- 


16 International Organization, Untted Mine 
Workers of America v. Red Jacket Consolidated 
Coal & Coke Co., and eleven other cases, 18 Fed. 
(2nd) 889 (1927). 
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ties do not frequently restrain inter- 
state commerce or are not intended to. 
They assert, however, that the Sher- 
man Act was passed for the purpose of 
restraining capitalistic combinations 
and was not intended for, and should 
not be used against, combinations of 
labor. The arguments assume that 
the Court should have written into the 
Law something that is not there in 
order to grant a special privilege to or- 
ganized labor, or that Congress should 
now either grant a special privilege for 
the benefit of organized labor or repeal 
the Law altogether. The reason for 
seeking special privilege is the desire to 
boycott. The cases here discussed an- 
swer the contention and afford ample 
justification for the Sherman Act. 
The public is not less injured by a re- 
straint of trade at the hands of an or- 
ganization of labor than at the hands of 
a capitalistic combination, and the pub- 
lic has no greftter interest in allowing a 
labor combination to achieve its pur- 
pose by methods deemed injurious to 
the public welfare than a capitalistic 
combination. 

From time to time, trade union prop- 
aganda has been laden with the 
charge that the Sherman Acct is not 
really enforced against capitalist or- 
ganizations but only against labor or- 
ganizations. From figures available in 
the middle of 1928 on the prosecutions 
instituted under the Sherman Act by 
the Government, it appears that in the 
thirty-eight years of the life of the 
statute, the Government had instituted 
about 380 proceedings, of which 190 
were civil and 140 were criminaL In 
129 out of 805 completed cases, the 
Government received an order against 
one or more of the defendants for all or 
part of the relief demanded. Only 
seven of these orders were against 
trade unions, and in four out of these 
seven cases, the orders were granted to 
restrain the prosecution of strikes on 


4 


railroads where the unions boasted 
that they would tie up the country’s 
transportation until their demands 
were met. Out of the 305 completed 
cases, the Government secured seventy- 
three pleas or verdicts of guilty, or the 
defendants accepted imposition of fines 
on a plea of nolo contendere. Of these 
seventy-three more or less successful 
criminal prosecutions, twelve were 
against defendants, one or more of 
whom were trade unionists acting in 
support of a strike or trade union pol- 
icy. Six out of these twelve cases 
arose out of the Shopcrafts’ strike of 
1922, when, as the record shows, 
the partisans of that strike resorted 
to dynamite and sabotage to prevent 
the operation of interstate trains. 
Out of forty-two petitions that failed 
for one reason or another, labor 
was interested in only one, and of 
sixty-one indictments which failed 
or were withdrawn, labor was in- 
terested in eleven. Thus, in a total 
of 305 cases under the Sherman Act, 
brought by the Government and com- 
pleted by 1928, labor was interested in 
only thirty-one, about ten percent. 

Of course, many of the cases most 
important to labor have been civil 
suits brought by private parties under 
the Act, but the proportion of these 
cases is small. 

In the addresses of represent&itives of 
organized labor, in their publications 
and in their representations before 
committees of Congress, great stress 
has been laid upon the provisions of 
injunctions issued under the Sherman 
Act. It has been charged that these 
orders deny constitutional rights, free- 
dom of speech arid assembly, and it has 
repeatedly been charged that orders 
have compelled men to work against 
their will, No order of the courts has 
ever compelled a worker to work 
against his will. Such an order would 
be void and unconstitutional and of no 
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effect. They have, however, in many 
cases, restrained the trade union’s 
combining to quit work far some un- 
lawful end and from imposing fines 
upon any of its members who did not 
refuse to work, and where the mem- 
bers of trade unions have been pro- 
tected against the disciplire of their 
own organizations they heve volun- 
tarily gone back to work against the 
wishes of the union. As to charges of 
interference with freedom of speech and 
assembly, it is well recognized that an 
order may restrain the commission of 
any act, however innocent in itself, 
which has been taken in pursuit of an 
unlawful purpose. Such restraints are 
most common in cases involving capi- 
tal. The doctrine has been concisely 
stated by that distinguished liberal, 
Mr. Justice Holmes,.as follows: 


No conduct has such an absolute privi- 
lege as to justify all possible schemes of 
which it may be a part. The most inno- 
cent and constitutionally protected of acts 
or omissions may be made a step in a 
criminal plot, and if it is a step in a plot, 
neither its innocence nor the Constitution 
is sufficient to prevent the punishment of 
the plot by law.17 


The Sherman Act is the expression of 
a broad principle of social and eco- 


W Atkens v. Wisconsin, 195 U.S 194. 25 Sup. 
Ct. 3 (1904). 
. 


nomic policy. Whether it is wise or 
not is a matter of judgment, which will 
be influenced in the case of each in- 
dividual by his abstract political and 
economic notions, and perhaps by per- 
sonal concern in the advancement of 
his own economic interests. The Law 
recognizes that a combination of wage 
earners 1s notin itself unlawful. Where 
men are not only allowed, but encour- 
aged by the state, to combine their 
dollars under the leadership of a cor- 
poration to purchase labor, it must 
necessarily follow that men should be 
allowed to combine their labor under 
the leadership of a trade union to pur- 
chase dollars and the other consider- 
ations which enter the wage contract. 
But neither the investors, seeking ad- 
vantage for the use of their dollars, 
nor the workers, seeking advantage for 
the use of their labor, should be allowed 
to prosecute their respective interests in 
disregerd of the public Welfare or by 
methods of compulsion and coercion to 
the injury of others and the general dis- 
couragement of enterprise. Industrial 
organizations and labor organizations 
may prosper and grow strong, but the 
basis of their strength in every case 
should rest upon the service which 
they are able to render, not only to 
their own members but to the public 
welfare. 


The Changing Economics of the Supreme Court 


By Emmerson P. Scout 
Assistant Professor of Public Utuhties and Labor, University of Oregon, Eugene, Oregon 


UR anti-trust legislation and the 
court decisions based thereon 
have been accused of thwarting eco- 
nomicdevelopment. Atthe same time, 
economic forces have had a profound 
effect on the law and its judicial inter- 
pretation. The relation between law 
and economics is reciprocal. Eco- 
nomic doctrines can be read into the 
Supreme Court decisions, but it would 
be precarjous to claim that the Court 
has followed any theories consistently. 
Though it has certain predilections for 
logic, precedent and consistency, the 
Supreme Court is essentially prag- 
matic, making our government, after 
all, one of men rather than laws. Re- 
cently the Federal Supreme Court has 
well-nigh nullified the Sherman Anti- 
Trust Law recognizing the efficiency of 
combines and even monopolies. 

The period before the Industrial 
Revolution has been described as one 
of undersupply and starvation, the 
nineteenth century as a period of over- 
supply and uncoérdinated production, 
while in the twentieth century the lim- 
ited markets and excess productive 
capacity are becoming pressing prob- 
lems. Attempts are being made to 
cotrdinate supply and demand, to 
eliminate the ruthless competition be- 
tween. businesses, in short, to stabilize.! 

Congress has recognized this trend 
by the exemptions from the anti-trust 
laws which it has given in whole or in 
part to banks, railroads, farmers, 
horticulture, foreign trade “ associa- 
tions, and so forth. In fields not 
touched by this legislation the Su- 


1 Commons, John R , “Marx Today: Capital- 
ism and Socialism,” Atlantic Monthly, November, 
1925. 
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preme Court has by a process of inclu- 
sion and exclusion chenged the original 
rigid interpretation of the Sherman 
Law so that today mergers, combines 
and perhaps even monopolies are per- 
mitted and welcomed. This reversal 
is due to the Court’s knowledge and 
understanding of the efficiency in pro- 
duction and distribution of large scale 
organizations as well as their stabilizing 
effects. In the early history of the 
Sherman Law the Supreme Court was 
given to the laissez faire doctrine 
which, driven to its logical conclusion, 
assumed that the smaller the business 
units the more satisfactory the social 
result. Any combination, by elimi- 
nating some competition, was outside 
the public interest. This extreme in- 
dividualism of the Court is partially 
explainable by the wording of the Sher- 
man Law, namely, that every contract 
and combination in restraint of trade 
and every monopoly were to be illegal, 
even though before 1890 under the 
common law only unreasonable re- 
straints were illegal or non-enforceable. 
But, as Justice Brandeis has said, 
“Every agreement concerning trade, 
every regulation of trade, restrains. 
To bind, to restrain is of their very 
essence.”? When the attorneys for 
the Missouri Freight Association 
claimed that the Sherman Law merely 
aimed to cover unreasonable restraints 
of trade, the Supreme Court replied: 


When ... the body of an act pro- 
nounces as illegal every Contract or com- 
bination in restraint of trade or commerce 
among the several states... the plain 
and ordinary meaning of such language is 

2 Chicago Board of Trade v. U. S , 246 U. S. 
231 (1917). 


s 
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not limited to that kind of contract alone 
which ig in unreasonable restraint of trade, 
but all contracts are included in such 
language and no exception or limitation 
can be added without placing in the act 
that which has been omitted by Congress.* 


For nearly fifteen years the Court 
adhered to this decision. Ir the Shau- 
nee Compress case it reiterated: “It 
has been decided that not only unrea- 
sonable but all direct restraints of 
trade are prohibited.’ 


Law INAPPLICABLE TO CORPORATE 
CONSOLIDATIONS? 


However, in spite of the sweeping 
construction of the Law the general 
view up to 1904 seems to have been 
that the Law could not reach corporate 
consolidations at all, since the right to 
acquire and hold property could not be 
limited by congressional enactment. 
The Knight case is the chief authority 
for tbis view. The American Sugar 
Refining Company, by acquiring the 
capital stock of four other companies, 
all located in Pennsylvania, obtained 
a ninety-eight percent control of the 
cane sugar business in tke United 
States. The Supreme Couct refused 
to dissolve the combine, saying: 


Doubtless the power to control the 
manufacture of a given thing irvolves in a 
certain sense the control of its disposition, 
but this ‘is a secondary and not primary 
issue; and although the exerc.se of that 
power may result in bringing the operation 
of commerce into play, it does not control 
it and effects it only incidentally and indi- 
rectly. Commerce succeeds to manufac- 
ture and is not a part of it.’ 


Again the Court said: 


Congress did not attempt thereby [pass- 
ing the Sherman*Law] to limit and restrict 


3U. 8. v. Trans-Missourt Freight Assoctation, 
166 U. S. 290 (1897). 

4 Shaunes Compress Co. v. Andersen, 209 U. S. 
428 (1907). 

+ U.S. v. E. C. Knight Co., 156 U. S. 1 (18965). 


the rights of corporations created by the 
states or the citizens of the states in 
the acquisition, control or disposition of 
property. 


Yet the Knight case is no longer law 
and this is especially true when the 
Court considers labor cases. In the 
second Coronado Coal case the mines 
affected by the strike of the workers 
were all within a single state, yet the 
Supreme Court said: 


But when the intent of those unlawfully 
preventing the manufacture or production 
is shown to be to restrain or control the 
supply entering and moving in interstate 
commerce, or the price of it in interstate 
markets, their action is a direct yiolation of 
the Anti-Trust Act.‘ 


The intent of the workers was not to 
prevent coal from being shipped in in- 
terstate commerce but to obtain higher 
wages through collective bargaining. 
If this decision were sound reasoning, 
then any attempt on the part of work- 
ers to obtain a national trade agree- 
ment or to unionize all the workers in 
an industry so as to put all competi- 
tors on an equality would be contrary 
to the Sherman Law.’ 

Ten years after the Knight case an- 
other one, which involved a corporate 
combination of competing businesses, 
came before the Court and its deci- 
sion ê dissolving the holding company 

£ Coronado Coal Co. v. Untied Mine: Workers, 
268 U. S. 295 (1925). 

1 The plaintiffs were nine companies one of 
which, the Coronado, gives the case 1ts name. 
The Supreme Court says of them: “The cor- 
porations were correlated in organization... . 
‘They had been operated for some years as a 
umt” Later in the case we are told that the 
owners closed down their mines with a view to 
openirg them again on a non-union basis. Did 
this closing not also violate the Sherman Law? 
The Court lays itself open to accusations when 
it gives an ear to a plaintiff who has done the 
same deed for which he seeks redress from the 
defendant 

8 Nerthern Securities Co. v. U. S., 198 U. S. 
197 (1904). 
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seemed to be the reverse of the previous 
ease. True, this case involved rail- 
roads which are clearly interstate in 
operation, but the lower courts as 
well as business men assumed that 
now all combines of previously existing 
competitors, with little or no regard to 
the proportion of the trade they em- 
braced, were to be illegal. In fact, the 
Supreme Court in this case said 


that combinations even among private 
manufacturers or dealers whereby inter- 
state ... commerce is restrained are 
equally embraced by the Act. 


Business men began to doubt their 
ability to carry on. A vigorous and 
almost unfversal protest ensued which 
was climaxed, perhaps, by President 
Roosevelt’s special message to Con- 
gress, in which he said: 

In the modern world industrial com- 
binations are absolutely necessary; they 
are necessary among business men, they are 
necessary among laboring men, they are 
becoming necessary among farmers. 


Congress lent a deaf ear to the Presi- 
dent’s request. The Court adhered to 
its eighteenth century philosophy of 
individualism little realizing that 
modern industrialism had outgrown 
Blackstone. 


ESTABLISHED CONCEPTION OF Law 
REVERSED 


The Standard Oil Company and the 
American Tobacco Company cases ° 
mark the beginning of the Courts 
insight into current economic trends in 
this connection. By then the per- 
sonnel of the Court had changed suffi- 
ciently so that all except Justice 
Harlan acquiesced in the direct and 
deliberate reversal of the established 
conception of the Sherman Law. Here 
it was stated that only undue or un- 
reasonable restraints of trade were to 


° Standard Ou Co v. U. S., 221 U.S. 1 (18911). 


be’ prohibited. The entire elimination 
of competition was still not to be tol- 
erated. However, the two companies 
were found guilty of violating the Sher- 
man Law as now modified and ordered 
dissolved into smaller competing units 
in a manner which the Court today 
probably would deem economically un- 
sound. In fact, until the Steel Cor- 
poration case of 1920 it was generally 
thought that the corporate combina- 
tion of a majority of the producers in 
any line might of itself constitute an 
Anti-Trust Law viclation. Similar 
fates befell other concerns during the 
decade. Even the International Har- 
vester Company, which had not 
followed the violent competitive prac- 
tices of the Oil and Tobacco Com- 
panies, was separated in 1918 into 
numerous companies because of gov- 
ernmental and court proceedings.'? 
This case seemed to prove that no one 
concern would be allowed to dominate 
any industry whether the success was 
due to fair means or foul. The Court, 
in this decision, emphasized that the In- 
ternational Harvester Company had 
not grown to its present position by in- 
ternal efficiency, but by buying up 
competitors. 

The dissolution decree was carried 
out as required, but the Government 
claimed more was needed to- rein- 
troduce competition. The Supreme 
Court in 1927 refused to grant addi- 
tional relief, stating that the growth of 
the company as well as the develop- 
ment of a “full line” of farm imple- 
ments “had led to cheap production 
and distribution.” € 

This was not the first time that the 
Court emphasized the advantages of 
large scale production, integration and 
mergers. The year 1918 might be 
called the beginning of this trend. In 

10 U, §. v. International Harvester Company, 


214 Fed. 987 (1914) 
H Ilid., 274 U. S. 698 (1927). 
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that year the Supreme Court sanc- 
tioned a complete monopoly. The 
United Shoe Machinery Company ® 
had obtained control of the manufac- 
ture of 96.3 percent of the total volume 
of shoe machinery in lines in which it 
was subject to competition and in 
several lines it had complete control, 
that is, monopoly. The fact that the 
patrons of the company readily com- 
plied with the latter’s restrictive poli- 
cies seemed strongly to influence 
the Court to decide in favor of the 
company. The little ill-will that had 
been created among these customers 
seemed proof of the efEciency of 
the company’s policies. Commenting 
upon the numerous acqu-sitions of 
competing plants and patents which 
had contributed to this extensive con- 
trol, the Court declared: 


The acquisitions may be said to be justi- 
fied by the exigencies or conveniences of 
the situation. . . . The company, indeed, 
has magnitude, but it is at onc2 the result 
and cause of efficiency and the charge that 
it has been oppressively used is not sus- 
tained. Patrons are given the benefits of 
the improvements. 


Giving weight to Werner Sombart’s 
theory that under capitalism going 
concerns by their psychological and 
technological nature must grow or be 
submerged (to merely hold their own 
would be to recede), the Court said 
that 


the expansion [of the company] that has 
hence resulted has been as muca in neces- 
sary evolution as by design. . . . It had 
to keep up with the mechanical march; to 
fall back would have been its destruction. 
. - - The idea is repellant that s> complete 
an instrumentality [speaking of zhe assem- 
bled plants and-machines] shotld be dis- 
mantled and its concentration and effi- 
ciency lost.» 

BU. 8. v United Shoe Machinery Co., 247 


U. S. 32 (1918). 
B Although this case involved numerous 
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COURT'S ATTrruDE TOWARD MONOPOLY 


The Court thus goes a long way 
towards the conception that even mo- 
nopolyisno longer illegal under the anti- 
monopoly legislation of 1890. The 
true test of illegality is not the mo- 
nopoly, but its result, although a price 
agreement among competitors is illegal 
even though the prices fixed are rea- 
sonable.4 If the prices charged by a 
monopolist are above what the com- 
petitive prices would probably be, the 
public welfare suffers and such a mo- 
nopoly would be illegal. It would 
be exaggerating to say that the Court’s 
sanction of monopoly here js the ac- 
cepted doctrine. Yet in the light of 
modern trends in business organization 
it might be safe to predict that the 
Court is definitely swinging in that 
direction. 

In 1920 the Supreme Court again 
surprised many students of the prob- 
lem in the Steel case.“ The United 
States Steel Corporation had obtained 
about fifty percent control of the steel 
business, in some lines as much as one 
hundred percent. The Court refused 
to dissolve the company saying, “The 
law does not make mere size an offence, 
or the existence of unexerted power an 
offence.” The Government had 
charged that uniformity of steel prices 
among the numerous producers was 
evidence of restraint. Yet the testi- 
mony of the corporation’s officers, its 
competitors and even its customers 
that competition was not restrained 
was accepted by the Court as out- 





patents it does not appear that the decision 
would have been otherwise in their absence. 
The Court also accepted the view (vehemently 
denied by the Government) that the company 
was composed in 1899 of non-competing com- 
panies essentially. 

“U. S. v. Trenton Potteries Co., 273 U. S. 
392 (1626). 

nU., S. v. U. S. Steel Corporation, 251 U. S. - 
417 (1920). 
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weighing .the Government’s charge 
that the constancy of prices during 
certain periods evinced an artificial 
interference. 

Thus, the Court might be said to 
sanction stabilization of prices by 
means of “follow the leader” policy so 
evident here, in the oil business as well 
as elsewhere. Even though there is no 
active price competition there is com- 
petition in service and quality. Turn- 
ing again to the question of efficiency 
the Court said: 


They [the lower court] underestimated 
the influence of the tendency to integration, 
the appreciation of the necessity or value of 
the continuity of manufacture from the ore 
to the finished product. And there was 
such a tendency, and although it cannot be 
asserted it had become a necessity, it had 
certainly become a facility of industrial 
progress. . . . We are unable to see that 
the public interest will be served by yielding 
to the contention of the Government re- 
specting the dissolution of the company or 
the separation from it of some of its sub- 
sidiaries; and we do see in a contrary con- 
clusion a risk of injury to the public interest, 
including a material disturbance of, and, it 
may be serious detriment to, the foreign 
trade . . . and the public interest is of 
paramount regard. 


Like a convalescing patient the Court 
sometimes has a relapse, giving evi- 
dence of a transitional stage. Thus, 
in,the packers consent decree the de- 
fendants were forbidden for all time to 
engage in the wholesale distribution of 
certain lines of canned goods and gro- 
ceries.6 There seems no good reason 
for compelling a concern, even though 
it may have an unlawful monopoly in 
some line of industry, to forego its con- 
stitutional right to engage in other lines 
of industry. If the packers are able 
to handle the distribution of groceries 
more economically than are wholesale 
grocers, then it is in the interest of 


16 Mergers and the Law. National Industrial 
Conference Board. 


the community to have them do so. If 
not, then the “unseen hand” of com- 
petition may be relied upon to remove 
them from the field. The packers 
have realized that they consented to 
too much and requested to have the 
decree vacated, but without success. 
Recently the grocery chains have been 
putting in meat departments, and 
some of these are erecting their own 
slaughtering plants instead of buying 
the meats from the old packers. Con- 
sequently, if the packers are forced to 
comply with the decree there is a possi- 
bility that the ultimate insolvency of 
the strong packers of today will be 
laid at the door of the courts in driving 
such a hard bargain in 1921. It is not 
in the public interest to have one set of 
going concerns displaced by another 
set merely because a law or court de- 
cision stands in the way of the former. 

Another economically unsound de- 
cision was the one renderc > sainst the 
Eastman Kodak Company.’ The 
company had refused to sell its prod- 
ucts at the regular wholesale discount 
to a jobber who was operating a stock 
house in competition with one of East- 
man’s branches. It was the custom 
of the Eastman Company to refrain 
from selling at wholesale in any dis- 
trict where it had established its own 
branches. 

The Supreme Court said: 


Although there was no direct evidence 
. . . that the defendant’s refusal to sell to 
the plaintiff was in pursuance of a purpose 
to monopolize, we think that the circum- 
stances disclosed in the evidence suffi- 
ciently tended to indicate such purpose, as 
a matter of just and reasonable inference to 
warrant the submission of this fact to the 
jury . . . this determination is conclusive 
upon the question of fact. 


Now the Court has often declared 
that a wholesaler may decline to deal 


Y Eastman Kodak Co. v. Southern Photo Ma- 
terials Co., 278 U. S. 359 (1927) 
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with a manufacturer for any or no 
reason. So why should the manu- 
facturer be forced to deal with the 
wholesaler. Here the Court practi- 
cally selects the customers for the East- 
man Company. In other words, the 
Court, at least in this case, puts its 
stamp of disapproval on industrial and 
commercial integration. 

If it is sound policy to sanction the un- 
limited growth of a manufacturing enter- 
prise, so far as it is based upon efficiency in 
production and satisfaction t> consumers, 
what makes it unsound policy to extend the 
same principle to the expansion of these 
enterprises on the distributive side? 18 


As previously noticed, the Court in 
numerous other cases pointed out the 
meritorious effects of integration. 


Court’s ATTITUDE TOWARD TRADE 
ASSOCIATIONS 


After halting in several cases! in- 
volving the activities of trede associa- 
tions the Supreme Court reversed it- 
self (at least in the opinicn of many 
economists and three of the justices 
themselves) and placed its stamp of 
approval on their activit:es. Trade 
associations are not mergers; the com- 
petitors in joining the association re- 
tain their identity and autonomy, 
giving up no legal rights of any com- 
petitivaimportance. They merely as- 
sociate for the sake of research in con- 
nection with their common product 
and problems, and they gather informa- 
tion about purely trade matters, pro- 
duction technique, keeping cf accounts, 
and the like. In some «ases each 
member informs the central body of 
his prices, stocks and sales. Some 
actually fixed or tried to fix prices. 

In the two later decisions, favorable 

18 Mergers and the Law Natioral Industrial 
Conference Board. 

19 American Column and Lumber Co. v. U. S., 
257 U. S. 877 (1921); American Linseed Oil Co. 
v. U. S , 262 U. S. $71 (1928). 


to the associations, the Court makes it 
clear that the curtailment of produc- 
tion or the fixing of prices is still out- 
side the Law, but many of the activities 
which were condemned tacitly or other- 
wise are here actually called merito- 
rious functions. To quote from the 
Maple Flooring case: 

It is not, we think, open to question that 
the dissemination of pertinent information 
concerning any trade or business tends to 
stabilize that trade or business and to pro- 
duce uniformity of prices and trade prac- 
tices. . . . Knowledge of the supplies of 
available merchandise tends to prevent 
overproduction and to avoid the economic 
disturbances produced by business crises 
resulting from overproduction.! 


Again the Court said: 

But the natural effect of the acquisition 
of wider and more scientific knowledge of 
business conditions on the minds of the in- 
dividuals engaged in commerce and its con- 
sequent effect in stabilizing production and 
price can hardly be deemed a restraint of 
commerce, or if so, it cannot, we think, be 
said to be an unreasonable restraint or in 
any respect unlawful. 

Thus, in the two latter trade associa- 
tion cases, in the refusal to order the 
International Harvester Company to 
further dissolve, in the United States 
Steel and United Shoe Machinery cases, 
the Federal Supreme Court has de- 
parted a long way from its early con- 
ception of the nature of free competi- 
tion under the Sherman Law. Instead 
of espousing economic individualism 
the Court now endorses large scale 
production, integration and the elim- 
ination of the competitive wastes fre- 
quently pointed out by socialists and 
the more progressive economists. It 
also recognizes that trade associations 
and the larger business units have a 
wholesome stabilizing effect. 

20 Maple Flooring Manufacturers Association v. 
U. S., 268 U S. 563 (1925) A similar view was 
held in Cement Manufacturers Protective Associa- 
tion v. U. S., 268 U. S. 588 (1925). 


Anti-Trust Laws and Conservation of Minerals 


By Jonn G. Hervey 
Associate Dean, School of Law, Temple University, Philadelphia, Pennsylvania 


AS the Sherman Act placed a 

premium upon the depletion of 
the mineral resources of the United 
States? Does the present policy of the 
Government bear any relationship to 
the America of the future? Are we 
dissipating the resources of our country 
at the expense of posterity? What 
part of the world’s minerals are pro- 
duced in the United States, and how 
does the exhaustion of resources in this 
country compare relatively with the 
production and exhaustion in other 
countries? 


DISPROPORTIONATE INCREASES 


Be it noted that the population of 
the United States has more than 
doubled since the passage of the Sher- 
man Act, and, with the present rate of 
increase, we may expect a population 
of two hundred million by 1975, or a 
population of four hundred million a 
hundred years hence. Concomitant 
with this increase in population has 
come a disproportionate increase in the 
extraction of our mineral resources. 
Ingtead of doubling, as has the popula- 
tion, the value of mineral products has 
risen from six hundred and fifty million 
dollars in 1890 to approximately five 
and a half billion in 1928. The output 
of the four leading mineral industries— 
iron, bituminous coal, copper and pe- 
troleum—has increased ten-fold in value 
and six-fold in quantity since 1890. 

For example, in 1927, our exports 
of petroleum and its products alone 
exceeded that of 1926 by seven million 
barrels. The story of the petroleum 
industry is familiar to all. Mr. Steele 
has ably surveyed the situation in this 


volume. The international problem 
was discussed by Mr. Marcosson, in 
The Saturday Evening Post for the 
week of October 26, 1929. However, 
the story of King Coai, Iron, Copper, 
Lead and Zinc is less well known. The 
following table, presented by Mr. 
Cornelius F. Kelley, President of the 
Anaconda Copper Mining Company, 
to the American Bar Association, at 
its meeting in 1928, shows the reader in 
concise form the production and per 
capita consumption of these basic 
minerals in 1927 as against 1890. 


Petroleum 
Millions of Barrels 
barrels per capita 
1890 46 73 
1927 904 7.66 
Copper 
Millions of Pounds 
pounds per capita 
1890 260 4.13 
1927 1,660 14.07 
Zine 
Millions of Rounds 
pounds per capita 
1890 127 2.0 
1927 1,227 10.4 
Coal 
Millions of Tons 
short tons per capita 
1890 158 2.5 
1927 600 5.1 
Lead 
. Millions of Pounds 
pounds per capita 
1890 285 4.5 
1927 1,846 11.4 
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Pig Iron 
Millions of Tons 
long tons per capita 
1890 9.2 15 
1927 $6.5 31 


Mr. Kelley has included in his con- 
sumption figures minerals extracted 
for export purposes. A true picture 
would deduct this in figuring per capita 
consumption. But this does not alter 
the situation, inasmuch as the minerals 
remain extracted and our total re- 
sources proportionately diminished, re- 
gardless of whether they are consumed 
in the United States or abroad. Ex- 
traction for export purposes merely 
aggravates the problem. 


Rusvuut or Numerous FACTORS 


The increase in per capita consump- 
tion, with a consequent increase in 
production, cannot be laid at the door 
of the anti-trust laws alone. It results 
from numerous factors and cannot be 
attributed to any one element to the 
exclusion of all others. It must be 
charged to several causes. New in- 
ventions, with resulting demands for 
improved machinery, have caused an 
increased demand for basic metals. 
This, in turn, has had its repercussions 
upon the fuel resources. Every agency 
of trangportation renews demands upon 
the steel industry. 

For example, 


Copper is an essential to all electrical 
manufacturers, to telephone and telegraph, 
light and power lines, to automobiles, re- 
frigerators, ammunition and hundreds of 
articles of less important use or adornment 
which have become necessities o? modern life. 


The uses of petroleum are equally 
extensive, gasolene, kerosene and fuel 
oils ranking among its major products. 
Lead and zine not only are used as 
base metals, but form extensive alloys, 


which enter into practically every 
agency that serves the necessities of 
modern life. Those who doubt the 
necessity of coal need only reflect upon 
the severities suffered in Pennsylvania 
during the anthracite strike of 1925-6. 

Further enumeration is superfluous. 
The point here made is that our anti- 
trust laws play some part, however 
small, in this disproportionate per 
capita production and consumption of 
the basic minerals in 1930 as against 
1890. For the purpose of emphasizing 
one of the factors which is pertinent to 
any revision of the anti-trust laws, let 
us set forth the relative position of the 
United States in regard to the extent of 
the known mineral deposits as con- 
trasted with the rapidity of exhaustion 
in this country. i 


Tue Case or PETROLEUM 


Consider, first, the position of petro- 
leum. No longer is its sole use that of 
a nostrum for all the ills of man. To- 
day it is used chiefly for illumination 
and fuel. In truth, it has in part sup- 
planted anthracite as a fuel. Itis more 
easily transported, and contains greater 
calcrific power. Witness the United 
States oil-fueled Navy, a sixty-two per- 
cent oil-burning Merchant Marine, in 
addition to the twenty-five million 
motor cars, making an annual demand 
of 536.9 gallons of gasolene per car.. 

At some future date, assuming a 
continued drain upon our oil beds and 
shales, we may have to give up petro- 
leum and find substitutes. However, 
since such a shift must necessarily 
entail a reorganization of our industrial 
and social activities, with consequent 
costs, is it not good business and com- 
mon sense to acknowledge the existence 
of the problem, approach it sanely and 
thereby postpone the operation of its 
effects? 

The petroleum industry was of little 
importance prior to 1860. But today 
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petroleum and its products, apart from 
their immense direct economic importance 
may, in the automobile, the submarine and 
the airplane, and through numerous other 
applications, control strategically, from 2 
nationalistic standpoint, the more inert 
foundations of civilization. 


Perhaps the fight between the powers 
for the control of the oil reserves in the 
Near East and in Latin America is 
some evidence of the realization of this 
truism. 

Worp Ort RESERVES 

Authorities do not agree upon tke 
world’s total remaining oil reserves. 
The American Petroleum Institute has 
been making a survey of the oil situa- 
. tion for several years, and in a recent 
study points to the incommensurate 
exhaustion of the resources of the 
United States as against those of other 
countries. One writer observes that 
although there is a considerable difference 
of opinion as to the total remaining re- 
serves, all are agreed that the world re- 
sources are very small, considering the 
rapidly increasing rate of consumption; in 
other words, the petroleum age is merely a 
passing phenomenon as industrial epochs go. 


Estimated world reserves are as 
follows: 














Country Barrels 
United States. . 8,000,000,000 
Russia... 2. cee ee ainese 6,000,000,000 
Persia and Mesopotamia....{ 6,000,000,000 
Northern South America....} 5,000,000,000 
Mexico ..... Da gp kata th 4,500,000,000 
Southern South America 8,500,000,000 
East Indies ...... ..... 1,000,000,000 
China. . 1,000,000,000 
Japan . c. aa serenan 1,000,000,000 
Roumania .. ... oar cea 1,000,000,000 
Galicia... 1,000,000,000 


fact loses some of its import when we 
note that our production, in 1926, 
reached 766,000,000 barrels, as against 
Japan’s 1,900,000, and that we con- 
tributed 7,905,929,000 barrels of the 
world’s total production of 12,392,541,- 
000 barrels between 1857 and 1924. 
True, we may have exhausted only 
forty percent of the supply, but the re- 
maining sixty percent, constituting 
8,000,000,000 barrels, cannot last for 
many generations at the present annual 
consumption rate of 766,000,000 bar- 
rels. From 1857 to 1925, we con- 
tributed nearly sixty-five percent of the 
world’s production. The exact figures 








are: 

Woro Oru PRODUCTION FROM 1857 ro 1925 

(By countries) 
S oe 
Country Barrels 

-a 
United States 7,905,929,000 
Russia. . 2,053,188,000 
Mexico .. .. aan 1,194,991,000 
Dutch East Indies 294,030,000 
Roumania . ........, 207,842,000 
Poland (Galicia)...... 190,633,000 
Sudia.............. : 157,546,000 
Persia.... .... . 147,622,000 
Peru... .. Bee tS toads 52,821,000 
Japan and Tainan... .... 49,496,000 
Canada ....... ... 5. è 25,561,000 
Trinidad........ 23,264,000 
Argentine.. .... 20,421,000 
Venezuela .. 18,212,000 
Germany 16,789,000 
Savawak... ... 16,505,000 
Egypt... ... 11,758,000 
France... .. .. 2,858,000 
Colombia..... 1,192,000 
Italy. aliesa Iio ia: ME 1,186,000 
Czechoslovakia. ... 481,000 
Algeria ..... .. 70,000 
England ..... 5 12,000 
All other countries. . 789,000 

Total.. ... .. .. $ 12,892,641,000 








Worip PRODUCTION 


Examination of the above table 
shows that our reserves still exceed 
those of any other nation. But this 


UNTED STATES PRODUCTION 
PERCENTAGE 


The exact percentage of world 
output contributed by the United 
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States, year by year since 1910, is as 
follows: 
Unrrep STATES AND WorLD CReuom Oru 


ProDucTioN 
Cn thousands of barrels) 


| 











United 

States 

United | Produc- 

Year World States | tion in 

` perceni 

of total 
1890.. 78,688 45,824 50.8 
1900. . 149,187 63,621 427 
1910. 827,768 209,557 68 9 
1911. $44,361 220,449 64.0 
1912..... 852,443 222,935 68.3 
1918..... 885,345 248,446 64.6 
191l4..... 407,544 265,783 65.2 
1915..... 482,088 281,194 66 i 
1916 457,600 800,787 66.8 
1917..... 502,824 835,316 66.7 
1918 508,430 855,928 70.7 
1919..... 555,795 378,387 68.1 
1920..... 688,804 442,929 63.6 
1921.. 765,908 472,188 61.6 
1922. 858,909 557,631 64.9 
1923.. 1,015,727 782,407 7I & 
1924. 1,014,160 713,940 70.4 
1925.. 1,068,741 768,743 71 6 
1926..... 1,095,934 770,874 70.8 
1927..... 1,254,145 905,800 72.8 








In 1890, we contributed 50.8 percent 


of the world’s production; in 1927, this 
had risen to 72.2 percent. What evi- 
dence is there that a single barrel of this 
oil is replaceable? 

Increased production in the United 
States has been largely due to increased 
petroleum fuelization and the rise of 
the motor car industry. From 1860 to 
1890, it was demanded for illuminating 
and lubricating purposes, and then 
came to be used as a fuel. It is un- 
necessary to present a table of con- 
sumption by industries. Suffice it to 
say that a production of 26,200,000 
barrels, in 1880, increased to 63,621,000 
by 1900, mounted to 209,557,000 bar- 
rels in 1910 and reached over 900,500,- 
000 barrels in 1928. Per capita con- 


sumption in the United States reached 
6.17 barrels in 1925, as against 0.29 
barrels in Europe. A country with a 
population more than four times ‘as 
great as our own consumed only a fifth 
of the oil which we demanded. 

One might gather from the above 
that this production has been in re- 
sponse to high prices prevailing in the 
oil-producing industry, but such is not 
the ease. In recent years, few com- 
modities have been subjected to greater 
fluctuations. This has been due, in 
part, to the discovery of new pools. 
With every discovery, 


the aim of each producer is tq drain the 
largest possible underground area in the 
shortest length of time, before the oil is se- 
cured by a competitor. 


The average price of the five best 
grades of crude oil dropped from $3.44 
a barrel in 1920, to $1.04 a barrel in 
1927. As a result of the competitive 
system, the oil producers have at- 
tempted to get together and limit pro- 
duction. But they can hardly limit 
production without at the same time 
restraining the interstate shipment of 
crude and refined oils, and thereby en- 
countering the Sherman Act. 


A REMEDY 


Mr. Butler has shown how the pro- 
posed plan of the American Petroleum 
Institute was regarded by the Depart- 
ment of Justice. The Sherman Act 
enforces competition. It encourages 
the exhaustion of a particular pool by 
one producer, in order to prevent its 
drainage by competitors. Such a pol- 
icy is to be condemned socially. The 
time has come when America must look 
to conservation, not depletion, to co- 
operation, not competition, if she ex- 
pects to retain her present industrial 
position. 

This was recognized by ex-President 
Coolidge. In addressing the Federal 


Anti-Trust Laws AND CONSERVATION OF MINERALS 71 


Oil Conservation Board, he declared 
that “the oil industry itself might be 
permitted to determine its own future,” 
and that the future 


might be left to the simple working of the 
law of supply and demand, but for the 
patent fact that the oil mdustry’s welfare is 
so intimately linked with the industrial 
prosperity and safety of the whole people. 
that government and business can well join 
forces to work out this problem of practical 
conservation. 


However, since this Board is pri- 
marily concerned with reserves on pub- 
lic lands, since the Attorney General 
can lend no aid and since the states re- 
fuse to codperate, it is difficult to see 
how relief can come save through the 


they were as much as two feet in thick- 
ness. It is doubtful whether it will 
ever be commercially profitable to ex- 
ploit mines which are more than five 
thousand feet in depth. 

Turning to coal production, we find 
that in 1926 the world output was 
1,341,810,000 long tons, of which 
North America produced 607,660,000 
tons. In other words, for 1926, the 
United States contributed approxi- 
mately 45 percent of the world’s coal 
supply. 


World production by continents for 
1918 and 1926 was as follows: 


WoRrLD’ s Coat PRODUCTION 





























coöperation of the producers them- Production in long tons 
selves, and this necessarily entails ex- - Continent 
emption under the Sherman Law. 1913 1926 
Tur Case or CoAL North America| 581,600,000 | 607,660,000 
i _ South America) 1,600,000 | + 2,000,000 
Perhaps the story of King Coal is Europe... 730,000,000 | 621,200,000 
not so well known. Here we find that Asie . 56,000,000 80,000,000 
world reserves are estimated at 7,897,- ree FFO E 
558 millions of metric tons, of which $ meee? aia 
North America contains approximately Entire 
sixty-seven percent. The estimated world 1,341,500,000 | 1,941,810,000 
coal reserves by continents are: — 
Woro’ s Coa RESERVES 
(In milions of metne tons) 
ci B 
x F Daa Sub- Total în milions 
Continent Anthracite | Bituminous bitüminòus. | of metric tons 
Europe 54,348 693,162 36,682 784,190 
Asia... 407,637 760,098 111,851 1,279,586 
Africa 11,662 45,128 1,054 57,839 
America... ... 29,542 2,271,080 2,811,906 5,106,528 
i 659 133,481 36,270 170,410 
Total... 496,846 3,902,944 2,997,763 7,897,553 
canal: — 











This is the estimate which was made 
by the International Geological Con- 
gress at the Toronto meeting in 1918, 
It included in this estimate reserves to 
a depth of six thousand feet, provided 


The United States and Europe to- 
gether produce approximately ninety 
percent of the world’s coal. The 
United States contributes about one- 
half of this output. 
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More specifically, we find that the 
coal production of the United States 
has increased as follows since 1890: 


Coan ProDucTioN 























Quantity (in thousand; of 
short tons) 
Yearly Average 

Total | Anthra-} Bitami- 

cite ncus 
1886--1890.... .| 198,398 | 48,952 94,446 
1891-1895 ....| 178,822 | 58,405 | 125,416 
1896-1900. .... 227,128 | 55,625 | 171,498 
1901-1995..... $89,357 | 66,854 | 272 503 
1906-1910..... 454,555 | 81,142 | $78 413 
1911-1915. . 529,189 | 89,283 | 439 955 
1916-1920 ....| 626,386 | 92,741 | 533 645 
1921-1925. ...1 558,947 | 77,648 | 481 299 
19296..... 657,804 | 84,487 | 578.367 
1927 ....| 600,456 | 80,652 | 619,804 
1928.... 569,855 | 76,600 | 492,765 





From an examination of these tables, 
it does not appear that America’s re- 
sources are in danger.of immediate ex- 
haustion. They exceed the coal re- 
sources of the whole British Empire. 
At our present rate of output, it is esti- 
mated that they will outlast all other 
countries, and will probably suffice for 
two thousand years. 


Great Britain’s supplies at the present 
rate of consumption will not suffice for more 
than six hundred years at most, and if we 
take inta consideration the coal existing to 
a depth of four thousand feet . . . taey 
will only last for four hundred and fifty years. 
Germany, before the ceding to Poland, acter 
the World War, of a part of her Silesian coal 
field, and to France of her Saar and Lor- 
raine fields, had resources of coal sufficient 
to last at the pre-War rate of output for 
one thousand years, but much of her re- 
maining coal is lignite, which is of much 
lower calorific value than truecoal. France 
will have to live on imported coal (or a sub- 
stitute) much sooner than Great Britain or 
Belgium. The latter country has supplies 
sufficient for nearly five hundred years. 
Switzerland could mine all her resources in 
a few years. 


OvVERDEVELOPMENT 


Because we have a supply which is 
good for two thousand years, the 
reader should not regard the problem as 
less acute. Here, it is not so much the 
duration of our ultimate reserves of 
coal that matters, but how long the 
better and more cheaply procured coals 
will last. It is a question of over- 
development within the industry. It 
is a problem of waste. The net result 
has been dissatisfaction within the in- 
dustry: lean earnings for investors, in- 
secure employment for miners and a 
general feeling that neither the opera- 
tors nor the miners give, sufficient 
weight to “the public interest.” 

Mr. Gandy has discussed some of the 
trends in the bituminous field. Here 
the problem of overdevelopment is 
most serious. The United States Coal 
Commission, which was appointed by 
President Harding, says in its report: 

The fact of overdevelopment is stated 
most simply and commonly by saying that 
whereas the maximum annual demand for 
bituminous coal as measured by production 
was 579,000,000 tons in 1918, and for the 
five years 1917-1921, averaged 516,000,000 
tons, the mines are equipped and manned 
to produce 700,000,000 tons at the lowest 
estimate, upward to more than 800,000,000 
tons of bituminous coal per year. 

Noting this observation in the Com- 
mission’s report, one authority declares 
that 
many operators are on the ragged edge of 
insolvency much of the time, and only de- 
sist from closing out permanently in the 
hope and expectation that a strike or severe 
car shortage will bring a temporary flurry in 
prices by which they may recoup. 

The Commission found that a limitation 
of marketing area by the adjustment of 
freight rates to express the true relation of 
cost to service, with a voluntary division of 
territory on economic lines, was only part 
of the solution. The consolidation of 
mining companies, grouping or pooling 
mining operations, it found also necessary 


\ 
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and recommended that the Government 
should not only permit but actually en- 
courage such consolidation, with a view to 
securing more steady production, less specu- 
lative prices, a wider use of long-term con- 
tracts with consumers, better living condi- 
tions, more regular employment and lower 
costs. The Commission pointed out that 
consolidation may be utilized to combine 
low and high cost mines, keeping the latter 
in reserve for periods of emergency and 
limiting to low cost mines current operation 
when the demand is normal. 

The situation has not improved since 
President Harding’s Administration. 
On every hand, there is evidence 
of overdevelopment, overproduction, 
waste and ‘ow prices, all resulting from 
the competitive system decreed by the 
Sherman Law. Is it not time for Con- 
gressional action on the Commission’s 
report? Js it not time to modify our 
anti-trust laws in the interests of effi- 
ciency, economy and conservation? 
Wisdom seems to decry such a neces- 
sity. King Coal’s plea is not based 
solely on the fear of the exhaustion of 
the better grades of the product. It is 
based upon the urge for efficiency 
within the industry, regular employ- 
ment for the miners, profits for the in- 
vestors and due regard for the protec- 
tion of “the public, interest.” 


Tue Casu or Copper 


Let us turn next to copper. Its 
position is unique. In former times 
it was consumed chiefly in the making 
of household appliances, ornamental 
wares and brass. As late as 1850, the 
total world production of fine copper 
totaled less than fifty-three thousand 
tons. But, by 1926, world output had 
risen to 1,619,789 short tons. This in- 
crease has been due, in a large measure, 
to the demands of our electrical era. 
Next to iron, it is the most important 
industrial metal, and industrial re- 
quirements are becoming more and 
more exacting. It is the second best 


conductor of electricity. It may be 
exposed to the weather without dis- 
integration. The electrical industries 
in the United States now take fifty per- 
cent of our consumption. The wire, 
automobile, building, plumbing, railway 
and ammunition industries make heavy 
inroads on our production. The petro- 
leum industry demands its oxide as a 
desulphurizing agent, whileitssulphates 
enter into the preparation of germicides, 
insecticides, and so forth. It is impos- 
sible to predict the uses of the future. 

When we turn to the world reserves 
of this mineral, we find that its position 
is more precarious than either that of 
coal or petroleum. We are less able 
to estimate accurately its reserve. The 
extent of the resources in China and 
Africa is unknown, but even if they go 
beyond present expectations their de- 
velopment must necessarily be retarded 
by inadequate transportation facilities. 
If we exhaust American reserves, and 
in 1925 the United States supplied 
fifty-four percent of the world output, 
it will jeopardize American industries, 
especially the water power and electri- 
cal industries. These are at present in 
their infancy. 

The world production of copper has 
steadily increased since 1890. Typical 
years were: 

Worxup Propuction or Copper, 1801-1926 


= 














Year Metric tons 
1891 280,188 
1901. 529,508 
1806 715,510 
1911 879,761 
1914 934,888 
1917 1,488,291 
1920 953,177 
1921 . : 556,594 
1922.. 866,976 
1923. 1,245,720 
1924.. ... 1,868,745 
1925 1,484,716 
1926 ...... 1,489,468 
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It will be noted that at the time of 
the World War the world’s aanual 
production of copper ranged around 
one million tons. Because of the trade 
depression production dropped fcllow- 
ing the Armistice. However, since 
1921, it has swung upward. Produc- 
tion by countries has been as follows: 
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together with the creation of more ex- 
tensive power zones, may reasonably 
be expected, with a consequent increase 
in the consumption of copper. The 
changes noted above have affected only 
a small percentage of the world’s popu- 
lation. They are centered in a small 
area, and 


Wornp’s Propucrion BY COUNTRIES 









































(In metric tons) 
Country 1928 ij 1925 1926 

Africa 72,948 107,657 97,987 
Australama ..... 18,189 12,318 -10,200 
Canada 36,496 61,020 58,173 
Chile. 182,384 189,503 «e 202,319 
Japan 63,790 65,692 65,570 
Mexico...... 54,920 53,636 56,521 
Peru.... .... 44,166 37,358 88,740 
Spain-Portugal 51,815 58,000 58,000 
US Aesar Gs 650,912 774,749 789,082 
Other countries. ... 70,150 84,788 92,871 

Total.. .. .. ` $ 556,594 1,245,720 1,484,716 ° 1,469,468 
United States Production in percent! 

of total .. Tineta H8 52.2 54. 52.6 








In 1820 the mines of the United 
States could not supply home zon- 
sumption, and imports were demanded. 
This condition had been checked by 
1850, and since then the United States 
has been an exporter of copper. True, 
early consumption demands were small. 
In 1866, production totaled 7,200 tons. 
This rose to 27,000 tons by 19880, 
jumped to 115,000 tons in 1890, equalled 
270,000 tons in 1900 and struck 837,- 
000 tons in 19%5—fifty-four percent 
of world production for that year. 

The demands of future years promise 
to be proportionately exacting. The 
“re-orientation of industrial produc- 
tion on a basis of electrical pow2r” 
has scarcely begun. It is estimated 
that world electrical development has 
reached only about one-fourth of its 
potentialities. The installation of 
larger generating and storage units, 









when the fruits of electrical progress are 
brought to the older and more densely set- 
tled parts there is some doubt whether pro- 
duction of copper can keep pace with con- 
sumption, unless great new sources are 
discovered. At any rate, the tax upon the 
resources will be much greater in the future 
than it has been in the past. 


Hence, the urge for conservation." 


Tan Case or Leap 


The same is true of lead. The elec- 
trical industry is closely allied to its 
production. At present it absorbs be- 
tween thirty-five and forty percent of 
the total lead output. Also, its physi- 
cal and chemical properties are such 
that increased use must necessarily ac- 
company developments of the chemical 
and building industries. 

The United States did not occupy a 
prominent place in the production of 
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lead until the beginning of the in- 
dustrial era. It holds the most im- 
portant place at the present time. The 
exact position of the United States in 
the lead industry may be gained from 
the following table, which gives the 
production of smelter of the countries 
with the largest output, together with 
the total for all countries. 


tons. One optimistic writer declared, 
in 1929: 


It may appear that certain regions .. . 
may be exhausted in the future. However, 
there is little to fear but that other de- 
posits ... will supply the gap. Con- 
servative estimates by economic geologists 
indicate that there are now about thirty 
billion tons of ore in reserve, which at the 


Word Propucrion of Lean 














(In metric tons) 
Country 1918 1922 1924 1926 
Australia s | 110,444 109,046 135,501 151,886 
Germany.... .. 181,100 73,564 66,405 98,187 
Mexico 62,000: 120,821 161,207 200,381 
Spain £ 198,826 119,200 187,114 147,392 
United States . $96,034 432,582 532,691 637,987 
fhe ea 
Total (all countries)... - 1,162,874 1,077,640 1,830,841 1,692,778 














When we consider that an indus- 
trialized Europe meets one-half of her 
needs with imports from the United 
States and Australia, that the output 
of the United States has increased dis- 
proportionately with that of other 
countries since 1890 and that in 1928 
we supplied approximately forty per- 
cent of the world’s production. the 
problem of “coöperation for conserva- 
tion,” with its consequent amendment 
of the Sherman Act, assumes added 
importance, as applied to the lead in- 
dustry. 


Tue Case or [RoN ORE 


Turning finally to the iron ore situa- 
tion we find that here, too, the United 
States has produced more than her fair 
share of the product. 

Estimates of world reserves vary, 
but in 1910 the International Geo- 
logical Congress placed the reserves 
which could be profitably exploited 
at one thousand million tons, while 
the potential reserves were placed at 
four hundred and twenty-four billion 


present annual consumption, of a hundred 
to a hundred and twenty-five million tons, 
should last two hundred years. Of this 
huge tonnage, two-thirds is located in the 


Western Hemisphere; Brazil and the United 


States possess most of this, but Newfound- 
land and Cuba both have notable deposits; 
France has half the balance and the rest 
is scattered about in readily accessible lo- 
cations. ; 


The writer does not agree that 
“the mind of man`will always find 
means to win from Mother Barth this 
most useful metal”: conservation is 
essential. 

Turning to the production phase of 
the picture, the exact place of the 
United States may be gained from the 
table on the following page. 

An examination of this table shows 
that the United States has, since 
1890, contributed betyveen thirty-four 
and forty-two percent of the total 
world output of pig iron, a percentage 
all too large, in view of the fact that 
only half the remaining reserves are 
located in the Western Hemisphere 


Tae ANNALS OF THE AMERICAN ACADEMY 



































76 
Worn Propuction or Pra Iron, 1890-1927 
By decades, 1890-1920; by years, 1921-1927 (in millions of tons) 
United 
Pee States 
otner 

Great | United | Germeny and Bel- jLuzem-| coun- Total Da 

Year Britain | States Saar Franca* mum | burg tnest o aa 

cent af 

total 

1890 . 7 90 9 2 4 08 198 | 077 0.56 | 2 87 | 26 75 | 84.4 
1900 . 8.96 | 18 79 T 48 2 67 | 1.00 | 0 96 5 00 | 39.81 | 84.6 
1910. 10 01 | 27 39 12.89 8 97 | 1.82 | 1.66 | 7.11 | 64.76 | 42.8 
1918 10 26 | 30 97 16 49 15 12 | 2.45 | 2.51 | 10.10 | 77.90 | 39.8 
1920 8 03-| 86 93 698 0 8.88 | 1.10 | 0 68 4 92 | 62.85 | 58.7 
1921 2 62 | 16.69 7.72 1 8 31 | 0.86 | 0 95 4 40 | 37 68 | 44 8 
1922 4 90 | 27 22 925 1 5.14 | 1 59 | 1 65 8 89 | 54.78 | 49.6 
1823.. 7.44 | 40 36 486 1 5 84 | 2.11 | 1.88 6.42 | 68 91 | 68 5 
1924 7 81 | $1.41 7.68 1 7.67 | 2 80 | 2.12 6.94 | 67.20 | 46 8 
1925...... . 6.26 | $6.70 | 10.01 1. 8.36 | 2 50 | 2.38 8.88 | 75.92 | 48.4 
1926....... 2.46 | 39.37 9.60 1. 9 28 | 3 385| 252) 9.61 | 77°70 | 60.6 
1927 7 29 | 86 57 | 12.90 1 9.15 | 3.69 | 2 69 | 11.24 | 85.27 | 42 8 























* Since 1920, Lorraine is included with France, 


+ Includes Russia, Poland, Norway, Sweden, Italy, Austria, Hungary, Czechoslovakia, Spain, 


Canada, Australia, India, Japan and China. 


and that even this is divided between 
the United States and Brazil. 


“CoOPERATION FOR CONSERVATION” 


By this time the reader must have 
queried, what relationship does all this 
bear to anti-trust legislation? What is 
the connection between the production 
and the reserves of oil, coal and iron 
and the Sherman Act? The answer is 
simply this: History teaches that the 
supremacy of a nation’s industry is 
intimately linked with the mineral 
resources at the disposal of that power. 
More particularly, the recent industrial 
transcendence of our country has been 
made possible largely because of our 
superabundant mineral reserves. If 
these minerals, oil, coal, iron, and so 
forth, constitute the basis of our pres- 
ent supremacy, are they not likewise 
essential to continued prosperity and 
supremacy? 

Now if these two postulates are 
sound, and the writer so regards them, 
then it is highly important that the 


producers in these basic industries 
eliminate waste and foster conserva- 
tion. The leaders in these industries 
are conscious of this, and some steps 
looking to this end have been taken. 
In truth, one of the present tendencies 
throughout all industry is self-regula- 
tion. Rapid strides have been made 
in certain industries in imposing higher 
standards upon their members. But 
the basic mineral industries cannot, 
under the present law, limit produc- 
tion regardless of how beneficial, nec- 
essary or reasonable such limitation 
may be, if, by so doing, they ipso facto 
restrain commerce among the several 
states. The second Coronado Coal 
and the Trenton Potteries cases defi- 
nitely establish this principle. Obvi- 
ously, when the oil, coal and pig iron 
deposits are distributed throughout 
different sections of the Union, pro- 
ducers of such minerals, by limiting 
output, must prorate the contributions 
of these areas and thus necessarily en- 
tail a violation of’ the Sherman Act. 
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Such is the embarrassing position of 
the producers of mineral products 
under the present law. 

The primary purpose of a govern- 
ment is to balance conflicting interests 
and promote the general welfare of its 
people—the welfare of posterity 
equally as much as the welfare of the 
present. Should not a law which 
appears to be adverse to that welfare 
be changed either by judicial interpre- 
tation or statutory enactment so that 
it best conserves the public interest? 
It appears so. In view of the profound 
respect for the doctrine of stare decisis, 
entertained by the present Supreme 


Court, a change by interpretation can 
hardly be expected. Other depart- 
ments of the Government must act 
in order to secure the most efficient 
use of our mineral reserves. It ap- 
pears that the public should demand 
of Congress the exemption of basic 
industries other than agriculture. If 
properly regulated or supervised, this 
should promote rather than retard the 
publie interest. Certainly collective 
coöperation for conservation is a factor of 
vital importance in any revision of the 
anti-trust laws of the United States. 
Otherwise, we shall find our mineral re- 
sources prematurely exhausted. 


The Anti-Trust Laws and the Oil Industry 


By Cmarres B. STEELE 
Member, State Bar of Oklahoma, Okmulgee, Oklahoma 


HAOS has laid hold of the petro- 

leum industry many times since 
the beginning of its history in this 
country. This has been caused by the 
fact that usually there has existed 
either an oversupply or a shortage of 
oil, a problem of how to care for the 
gushers or a mad search to locate new 
sources of supply. A discovery has 
always led to a wild scramble and a life 
and death race to reach the oil sand 
and capture the black liquid that has 
revolutionized so many other indus- 
tries. The migratory nature of petro- 
leum and the uncertainty in locating 
new fields are the two principal factors 
which have contributed to such cha- 
otic conditions. 

The class of men who pioneered this 
industry were for the most part hardy, 
adventurous and extremely individu- 
alistic. The very elements which had 
to be contended with made it a game 
in which the weak could not survive. 
Because the industry was unorganized 
there were no precedents to govern, 
nor were there any standards of ethics. 


EARLY Arremets at COÖPERATION 
AND CONSERVATION 


In 1870 John D. Rockefeller had be- 
come one of the principal figures in the 
petroleum industry. He hated the in- 
tense competition existing at that time 
because he regarded it as “‘idictic, 
senseless destruction.” He looked on 
“coöperation and conservation ” as the 
ideal to be attained in the operation 
and the development of this new and 
important industry which was begin- 
ning to expand in this country. Mr. 
Rockefeller may have had the proper 
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conception of the ideal to be attained, 
but his plans for realizing it resulted in 
opposition that has left its mark on the 
industry to this day in the way of legis- 
lation and court decisions. 

“Coéperation and conservation” at 
that time meant the elimination of 
competition and the bringing together 
of all the units of the industry into one 
group under one leadership, In short, 
it meant the creation of a monopoly. 
Competition was considered the under- 
lying principle of trade and commerce 
by economists and legislators, so any 
attempts to gain a monopoly were 
viewed with suspicion. . 

Men who had taken the lead in this 

new industry indulged in unethical 
practices which have never been justi- 
fied. The railroads which were being 
extended into every state had become 
the principal means of transportation. 
Alliances were made between the rail- 
road companies and the most powerful 
men in the oil industry. Rebates and 
drawbacks were secured from the rail- 
roads and the many other pernicious 
practices indulged in made oil the tar- 
get for legislation and court action for 
years. 
At that time new methods of busi- 
ness organization were beginning to be 
employed. Business corporations were 
organized to take over the individual 
or partnership form of business. Larger 
aggregations of capital were brought 
together in business enterprises. It 
was the oil industry and the railroads 
that led the way. 

In the attempt to monopolize the in- 
dustry, corporations executed trust 
agreements for the purpose of bringing 
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all the units of the industry under one 
cqntrol. This plan, being followed by 
other lines of business, gave the word 
“trust” a new meaning; that is, “a 
gigantic business organization in the 
form of monopoly.” 

The next step in the svaliti of 
business organization was the holding 
company. Whether the steps taken 
were a logical evolution growing out of 
conditions that were developing or 
whether it was an attempt to creste a 
monopoly for the exploitation of the 
public, the movement was viewed with 
alarm by the general public. Attacks 
were made in the state courts under the 
common Jaw. State legislation was 
enacted supplementing the common 
law. Then national legislation was 
enacted, and finally the highest court 
placed its interpretation upon the 
various legislative acts, state and na- 
tional. So out of it all was evolved 
“The Rule of Reason, Direct and In- 
direct Restraint.” The limits of the 
law have never been defined suffi- 
ciently clearly so that one can tell 
whether it is bemg violated as new 
conditions arise. 

The petroleum industry originated 
many innovations in the corduct 
of business and plans of organization, 
which were adopted by other lines of 
business. Much legislation and many 
court decisions that followed were in- 
spired by oil. The Federal Gov- 
ernment and the states, with but few 
exceptions, were committed to the 
policy of enforcing anti-trust legisla- 
tion. Therefore, competition was en- 
forced in the oilindustry. Particularly 
in the production of oil, there has been 
an era of too much drilling which has 
shown competition at its worst. ` 


Conprrions Durme Worn War 

During the World War the demands 
for petroleum were constantly in- 
creasing. Yet production did not get 


ahead of the expanding needs and uses 
because the drafting of men into the 
army tended to restrict development. 
Prices went to higher levels. It was 
found necessary to conserve the use of 
fuel under a fuel administrator. Con- 
servation at this time did not include 
restrictions in drilling but in the uses 
of petroleum. -There was probably a 
nearer approach to the bringing of all 
units under one leadership than at any 
other time in the history of petroleum. 
There was but little trouble in getting 
those who were engaged in the oil in- 
dustry to fall in line and follow the sug- 
gestions and rules promulgated by the 
fuel administrator. Here was an in- 
telligent leadership ic which conserva- 
tion was practiced. The oil industry 
profited and the public was not the 
victim of profiteers. No doubt, under 
other conditions and în other times the 
Government could have found evi- 
dence of violations of the anti-trust 
laws, but in a crisis such as the World 
War every industry had to be unified. 
Any other plan would have caused a 
break-down in governmental affairs. 
If this could be done during a great na- 
tional crisis, why could not some plan 
be devised in peace time that would 
givethe general public such advantages? 
Following the World War many new 
aspects entered the cil industry. Due 
to sub-surface geology, the «seismo- 
graph and other geophysical instru- 
ments, greater precision and skill have 
been employed in locating new fields. 
The discovery of a new source is not 
accompanied with the risk of older 
days. Another factor- is that the 
processes in manufacture have been 
greatly improved. Finally, the ma- 
jor companies have realized the need of 
entering foreign countries for a new 
source of supply. These factors have 
caused an overproduction in oil, not- 
withstanding the increased demands for 
gasoline and other refined products. 
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Drastic Remans NEEDE: 


Millions of barrels of oil are being 
brought to the surface daily. There 
are nearly three million barrels pro- 
duced in the United States each day. 
Petroleum is irreplaceable and should 
be carefully conserved for the uses to 
which it is best adapted. Yet it is now 
permitted to compete with cheaper 
fuels. In addition, the expense of 
storing petroleum above the ground 
must eventually be borne by the con- 
suming public. Tankage, insurance 
and evaporation make overproduction 
an expensive project. 

Old wells which have a settled pro- 
duction cannot be made to produce in 
competition with flush production. 
It is estimated that there is only about 
a thirty percent recovery. When a 
well is abandoned the oil left in the 
ground may be lost forever. 

The very laws which were passed a 
few years ago to control the oil indus- 
try are now considered by many as the 
chief obstacles in the way of a sound 
conservation policy. Many who are 
familiar with the oil situation mainzain 
that waste and overproduction can best 
be controlled by voluntary agreements 
between the operators for shutting 
down in periods of overproduction, and 
that greater recoveries can be had by 
agreements for unit development of 
areas. Yet the very thing that needs 
to be done cannot be done without 
violating the law. 


Can THE Or Inpustry Bre 
CONTROLLED? 


On account of the nature of the pe- 
troleum industry, it is hard to promul- 
gate a permanent policy. Today we 
are seeking a solution for the evils of 
an oversupply of oil. Tomorrow we 
may be making an intensive search for 
oil and more oil. 


Foreign operations are not subject to - 


our state and national laws, but much 
of the complaint at present is due 
to the oil that is being produced abroad. 
Russia is known to be potentially a 
great oil country. Moreover, it is 
hard to determine what factor she will 
be in unloading oil on the markets of 
the world. 

It has been the policy of the National 
Government and the respective state 
governments to enforce competition. 
Conservation is largely a question of 
state legislation, yet it will be difficult 
to secure proper state legislation. The 
National Government can do but little 
by itself to solve the problems of over- 
production. F 

The ownership of oil is divided into 
so many units that it is difficult to get 
uniformity of action. It has been the 
policy of the law to enforce develop- 
ment and the royalty owners as a rule 
demand it. Practically every one is 
opposed to the Government’s entering 
into the industry either by ownership 
or control, 

On the other hand, there are many 
small operators, together with a large 
part of the general public, who strenu- 
ously oppose a change or repeal of the 
anti-trust laws or the enactment of 
legislation that would tend to unify all 
the units of production and merge 
them into one great monopoly. This 
is about the only other alternative, 
aside from governmental control, ‘if 
there is a change from the present 
situation. Besides, many believe and 
insist that there is no need for alarm, 
for the reason that new substitutes will 
be found by the time the present supply 
is exhausted. However, no substi- 
tutes have yet been discovered that 
begin to approximate petroleum. 

Will the petroleum industry go the 
same way as the lumber industry— 
continue a ruthless campaign of drilling 
until all deposits have been depleted 
as have the magnificent forests? New 
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forests can be grown over a long period 
ef time, but oil cannot be replaced. 


Some Proposrp Remepres 


It has been proposed that there 
should be a tariff on imported crude 
oil. It is contended that such a step 
would be an aid in the securing of a 
sound conservation policy. There are 
over 380,000 oil wells in the United 
States, 250,000 of these wells averaging 
less than one barrel per day. These 
wells cannot compete with imported 
crude oil. Another argument for a 
tariff is that lumber, steel and all other 
materials used in the petroleum indus- 
try are on the protected list, so that the 
oil industry does not get its fair return 
because it is compelled to compete 
with low grade erude oils that are im- 
ported free, when it is necessary to 
buy all materials on a market that is 
protected bya tariff. 

A second proposal is to secure inter- 
national agreements between oil pro- 
ducers restricting their production in 
foreign countries based on consump- 
tion of previous years. By securing 
such agreements the flush production 
can be controlled both in foreign fields 
and in the United States, so that im- 
portations would not hurt settled pro- 
duction in this country. If such agree- 
ments should need further legal sanc- 
tion, some provision similar to the Webb 
Export Act could be provided. 

Another proposal is the enactment of 
state legislation that will have for its 
purpose the conservation of petroleum 
and the limiting of flush production in 
periods of overproduction. State trust 
legislation needs to be amended so as 
to permit voluntary agreements and 
coöperation among producers during 


such periods; also to provide for com-" 


pulsory limiting of production in single 
pools during such times when minority 
operators refuse to codperate. 

A compact between the oil producing 


states has also been proposed for the 
purpose of conserving petroleum. Two 
plans have been discussed. First, a 
compact setting up an interstate con- 
servation commission which would 
have the power to declare periods of 
overproduction. During such periods 
producers in the districts affected would 
have the right to restrain production, 
the compact by its terms relieving them 
from the operation of the state anti- 
trust laws. The consent of Congress, 
to be secured to the compact, should be 
so drafted that agreements of this 
character would be immune from 
Federal anti-trust laws. Second, the 
vesting of such interstate commission 
with coercive powers authorizing such 
commission to establish regulations for 
the prevention of waste. 

The United States Government has 
taken a step toward conservation. 
President Hoover issued a statement 
shortly after he became President: ` 


There will be no leases or disposal of 
Government oil lands no matter in what 
category they may lie, of Government hold- 
ings or Government controls, except those 
made mandatory by Congress. In other 
words, there will be complete conservation 
of Government oil in this Administration. 


This new policy means that millions 
of acres of land in the Rocky Mountain 
states will be withkeld from the pros- 
pecting and the development of oil at 
least for the next four years. 

A further proposal has’been to enact 
legislation which relieves the oil indus- 
try from the anti-trust laws, both 
state and national, because these laws 
were passed at a time when conditions 
were entirely different from those 
which exist today and because those 
who are in the industry must be per- 
mitted to make agreements to elimi- 
nate waste and to control the producing 
of petroleum, if a solution is to be 
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War Turse Remepies SUFFICE? 


The problems of the petroleum in- 
dustry are international, national and 
local, and cannot be solved by a teriff 
on crude oil imported into this country. 
On account of the many uses for petro- 
leum in this country and on account of 
its being a diminishing product, every 
step should be taken to import all that 
can be secured and hold our own supply 
in reserve as much as possible. No 
substitute has appeared on the horizon 
that can take its place so cheaply. 
The future welfare of the country can- 
not be hazarded by such a risk as 
exhausting our petroleum deposits com- 
pletely. 

A tariff on petroleum is not a con- 
servation measure. Settled produc- 
tion would not be benefited by it, a3 it 
would be an incentive to hasten the 
development of our other fields and 
* thus secure more flush production in 
this country. The United States is 
actually producing seventy percent of 
the oil that is produced in the world 
and is consuming more than it is pro- 
ducing. If a tariff were placed on oil, 
the crude oil that is being imported 
would be refined outside of the United 
States, with the result that the expor- 
tation market which this country en- 
joys would be seriously injured. 

Is it sn argument that industry 
must buy its materials on a market 
protected by a tariff? Would it not 
be better to seek a lower tariff on such 
materials? A sound conservation 
policy will permit the importation of 
crude oil as long as it will accrue to 
the benefit of the consumers. Such a 
policy tends to restrict development in 
this country. , 

Voluntary international agreemerts 
between the various major producers 
can be relied on as an effective method 
of controlling the production outside of 
this country. The United States is the 


largest user of oil and is also the largest 
producer of oil. Therefore, it is one af 
the best markets in the world. Im- 
porters will not invite the enactment of 
tariff legislation by continually flooding 
this country with crude oil which de- 
moralizes our local markets. Such in- 
ternational agreements should take into 
consideration the relation of consuming 
areas to the respective centers of pro- 
duction so as to cut down uneconomic 
transportation, and should provide for 
cutting down production in foreign 
fields to meet such demands based on 
the amount consumed the previous 
year. 

No policy of conservation can be 
effective without state legislation and 
administration. Practically every 
state has passed some type of anti- 
trust legislation and every state has 
the right to conserve its resources and 
prevent waste. Oklahoma, Texas and 
California, the three greatest oil states, 
have already passed legislation to pre- 
vent waste and to curb overproduction 
within their borders. The steps so 
taken have not led to any conflict be- 
tween the state and the National ` 
Governments in enforcing such legisla- 
tion. Statelegislation should be passed 
and present laws clarified so that opera- 
tors would be permitted to combine for 
orderly and economic production. 

It is urged that a compact can be 
made about anything. Each state 
can do everything without a compact 
that it could do under a compact. 
Different states have different prob- 
lems and a uniform compact would not 
be feasible. Besides, conditions in the 
oil industry change so rapidly that by 
the time a compact was secured new 
conditions might demand some other 
remedy. Compacts heretofore adop- 
ted have had to do with boundary lines 
or some condition that was not subject 
to such rapid changes as takes place in 
the oil industry. A compact which 
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would delegate legislative authority 
would probably be declared unconsti- 
tutional. A compact that would pro- 
vide for voluntary agreements only 
would be ineffective. 

The National Government is aiding 
conservation by restricting the develop- 
ment of the public lands at this time. 
The potential areas of oil deposits are 
cut down. The effect of such a step 
will not be felt immediately, but when 
flush production declines, if no new 
fields are opened in this territory, a long 
step will have been taken to cure the 
evils of overproduction in the future. 

The Government has gone one step 
further.. In California it has caused 
wells to be shut down that have been 
drilled into the oil sand and found to be 
producers. Also, the Department of 
the Interior is securing agreements be- 
tween the lessees for codperative de- 
velopment go that various pools can 
be operated as a unit. 


CONCLUSION 


If one department of the Govern- 
ment can see the value of shutting in 
wells and providing a plan for codpera- 
tive development, other departments 
should be willing to modify the trust 
laws to permit agreements and plans of 
development on privately owned lands. 

National anti-trust laws have been 
construed to determine whether the 
effect of various kinds of agreements 
created combinations in restraint of 
trade. New conditions have arisen 
and much uncertainty exists as to how 
existing laws may affect agreements 
made in the interest of conservation. 
When it is determined that agreements 
are not in restraint of trade and are not 
combinations, and when it is further 
‘determined that there is waste and 
overproduction and that such conduct 
is uneconomical, could not a new “rule 
of reason” be promulgated and such 
circumstances be construed as not com- 


ing within the purview of the anti- 
trust laws? If not, national legisla- 
tion should be enacted, specifically de- 
claring such circumstances as not 
coming within the purview of the 
Sherman Act. 

An amendment should be made to 
the national anti-trust laws which 
would permit voluntary agreements 
for unit or codperative development. 
Also, state-wide or nation-wide agree- 
ments should be permitted between 
producers to restrict drilling or to 
restrain production during periods of 
state-wide or nation-wide overproduc- 
tion, to be found and declared by a 
Federal agency to be created. > 

This legislation i3 needed more as a 
practical rather than as a legal remedy, 
for it is conceded by most legal au- 
thorities that, with but few exceptions, 
agreements among operators for unit or 
codperative development of a single 
pool do not violate either Federal or 
state anti-trust laws. State-wide 
agreements for restraint on produc- 
tion within the state would probably 
violate state anti-crust laws, but not 
the Sherman Anti-Trust Act. Agree- 
ments among the operators in several 
states to restrain production might be 
a violation of the Federal anti-trust 
laws. 

The petroleum industry has grown 
up and has learned its lessch. What 
is right and what is wrong is easily 
determined. There are but two ways 
open. Let the industry govern itself, 
or place it under governmental regula- 
tion. 

Initiative should not be curtailed. 
This will surely follow if it is placed un- 
der too strict governmental control. 
One of the greatest.figures in the oil 
industry in the world today recently 
said: “The petroleum industry has 
learned its responsibility to the public. 
Its members must get together to pro- 
mote its welfare.” 


Some Trends in the Bituminous Coal Industry 


By Harry L. GANDY 
Executive Secretary, National Coal Association, Washington, District of Columbia 


F the word “trust” is to be under- 
stood in its popular sense as 
denoting a combination of otherwise 
independent producers, with sufficient 
economic power to control the output of 
the product to the extent of regulating 
prices, then there is no such movement 
in the bituminous coal mining indus- 
try. The explanation of this fact is to 
be found in the conditions under which 
the industry is carried on. It is essen- 
tially an industry of small units. 


A. COMPETITIVE INDUSTRY 


The largest individual operating 
company in the bituminous mining in- 
dustry produces less than five percent 
of the total annual output of the coun- 
try. With an annual production in the 
neighborhood of 525,000,000 tons, and 
a total of 6,450 mines operating in 1928, 
there were less than 100 companies 
that produced as much as a million tons 
apiece. There were only about 150 com- 
panies that produced as muchas 500,000 
tons each. At the other end of the 
list there were 2,752 of the 6,450 
mines, each of which produced less 
than 10,000 tons annually. The large 
number of small competing units cre- 
ates a situation in which any such con- 
certed action as would be involved in a 
real trust movement is impossible of 
realization. 

What is true of the country as e 
whole is almost equally true of the in- 
dividual producing fields. In every 
field, even though there may be one 
or two large units of production, there 
is a much larger number of medium 
and small sized operations. Under such 


circumstances, it would be extremely 
difficult, if not impossible, to establish 
trust control over production and price 
in any single producing field. At any 
rate, no such undertaking has as yet 
been successfully carried out. 

The mining of bituminous coal may 
well be cited as a typical competitive 
industry. With its large number of 
independent competing units, it illus- 
trates in its activities all the advantages 
and disadvantages of unrestricted com- 
petition. For reasons to be hereinafter 
developed, that competition is ex- 
tremely active, and results in a prevail- 
ing price, which does not yield a reason- 
able return to the capital invested. No 
industry is more in need of the stabiliz- 
ing effect of trust control, but in no 
place other than in agriculture is the 


„establishment of such control more 


nearly impossible. 

If the tendency to cut-throat com- 
petition among bituminous coal opera- 
tors is to be eliminated and production 
and prices are to be stabilized, it must 
be by some other means than through 
the establishment of trusts, and that 
without regard to the legal difficulties 
in the way of such combinations. Con- 
ditions in bituminouscoal mining are im- 
proving, as a result partly of the working 
out of economic forces and partly of self- 
regulation within the industry. For 
the benefit of those who are prone to 
bring charges of incompetency against 
the industry, it may be worth while to 
point out a few of the main difficulties 
with which it has to contend—difi- 
culties which, in my opinion, do not 
exist to the same degree in any otherline. 
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SEASONAL DEMAND 


The fundamental difficulty to be 
overcome is the seasonal character of 
the demand for coal. According to 
the estimate of the Bureau of Mines, the 
actual rate of consumption of bitumi- 
nous coal in January is more than fifty 
percent greater than the rate of con- 
sumption in July. The activity of 
bituminous mining takes on a seasonal 
character, not because of any charac- 
teristic of the industry itself—such as 
affects, for example, the canning of 
fruits and vegetables—but entirely as a 
result of seasonal fluctuation in the use 
of its product. Over this fluctuating 
consumer’s demand, practically no 
control can be established. 


IMPOSSIBILITY OF STORAGE 


The second obstacle arises from the 
difficulty of storing coal at the mine. 
Other industries faced with a seasonal 
demand for their products, such as 
cement manufacturing, can at least 
partially offset the lack of orders in 
slack seasons by producing and adding 
to stocks in their own hands. In the 
mining of bituminous coal, such an 
equalizing practice can be utilized only 
to a trifling extent. Mining of coal for 
storage at the mine is practically un- 
known. Physical conditions surround- 
ing the mines, at least in the moun- 
tainous Appalachian region of the East, 
are such as to afford no opportunity for 
the building up of stock piles. Further-~ 
more, the commodity is so bulky that 
sufficiently large storage at the mines, 
to have an appreciable effect in equal- 
izing production, would require a large 
area. Thestorageof coal wouldinvolve 
some breaking down of sizes, and the 
rehandling of the coal would cause 
additional degradation. Finally, the 
added expense of rehandling would 
often make the relatively lower grade 
stored coal more costly than the supe- 
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rior freshly mined coal. Producers’ 
stocks cannot be utilized as a 
method of equalizing bituminous pro- 
duction. 

So far as there is any storage of coal 
during periods of low consumption to 
offset the demand in months of maxi- 
mum consumption, that service is per- 
formed either by midclemen or by con- 
sumers. Storage by middlemen is 
confined almost entirely to stocks of 
domestic fuel in the hands of retail 
dealers and to stocks accumulated at 
the head of the Great Lakes by the 
dock companies for winter distribu- 
tion. The larger part of the coal accu- 
mulated in stock piles is in the hands 
of actual consumer3s—the railroads, 
publie utilities, industrial plants, and 
so forth. It is these accumulations 
that are covered by the quarterly stock 
reports of the Bureau of Mines. How 
far these middlemen and consumers will 
go in putting coal into stocks in the 
months of low consumption, is a mat- 
ter that they determine for themselves. 
Over the amount going into or out of 
stocks, the mine operator has practi- 
cally no influence. 

The two difficultiesalready described, 
namely, seasonal demand and inability 
to stock, are responsible for the funda- 
mental difficulty with which the bitumi- 
nous mining industry has to contend. 
As it can mine coal only when 4t has a 
customer to whom io send it, and as 
those customers cadnot be compelled 
to stock coal in summer months in 


' sufficient quantities to stabilize pro- 


duction, coal mine operation is bound 
to fluctuate with the season, and the 
mine capacity necessary to meet the 
maximum winter demand will unavoid- 
ably be far in excess of the amount ac- 
tually used during the summer months. 
Operation with a substantial amount of 
unused capacity during a considerable 
portion of the year must necessarily 
exist. 
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Unusep CAPACITY 


Besides this seasonal fluctuation in 
demand, the industry must cortend 
with another fluctuation. Bituminous 
coal is primarily an industrial fuel. 
The demand for industrial fuel natu- 
rally changes with varying degrees of 
activity of our industrial plants and 
transportation systems. Years of rela- 
tively light consumption usually follow 
years of enlarged consumption. The 
inability of the industry to meet any 
possible demand for its product, 
whether for domestic heating or for 
driving the wheels of industry, would 
be nothing less than a disaster. Con- 
sequently, it must be equipped to meet 
any maximum demand that may be 
put upon it. In one week of 1926 it 
was called upon to produce coal at the 
rate of seven hundred and thirty mil- 
lion tons a year. The capacity to pro- 
duce that amount, therefore, is neces- 
sary, if sufficient coal is to be mined in 
time to meet emergency demand. 
From the social point of view, only so 
much of the bituminous mining capacity 
of the country as exceeds this amount 
can be regarded as excess capacity. 

As a result of these seasonal and in- 
dustrial variations, the industry finds 
itself obliged to operate with a neces- 
sary emergency capacity of seven hun- 
dred amd thirty million tons a year, 
with an average annual demand, as 
shown by the records of the last five 
years, of five hundred and twenty-fve 
million tons a year, with a normal win- 
ter demand at the rate of six hundred 
million tons a year and a normal mid- 
summer demand sometimes dropping 
to a four hundred million ton yearly 
rate. In other words, for a large part 
of the time the industry is weighted 
down by an unused capacity, the nst- 
ural effect of which is to intensify com- 
petition and force down prices. 

The depressing effect upon prices of 


this unused capacity is accentuated be- 
cause of three relatively minor features 
of the industry. In the first place, the 
demand for bituminous coal is extremely 
inelastic. A consumer, whether domes- 
tic or industrial, needs, and must have, 
a certain amount of coal and, generally 
speaking, does not need and does not 
want additional amounts. An apart- 
ment house owner, or an automobile 
manufacturer, does not buy more coal 
because the price is low, or less coal 
because the price is high. A reduction 
in price does not stimulate sales and, 
conversely, a small excess of coal in 
the market tends to depress prices 
greatly. For that reason, an operator 
who seeks business by the method of 
lower prices can usually obtain it only 
at the expense of some other operator 
who would otherwise be supplying that 
buyer. This almost rigid market de- 
mand denies to the coal operator the 
advantage that comes to most pro- 
ducers of other commodities through 
stimulating consumption. 

In the second place, while it is cus- 
tomary to speak of bituminous coal 
as a single and simple commodity, the 
fact is that there are many varieties 
suited to different uses. Let us con- 
sider the matter of size only. For 
household use, demand is largely for 
lump coal, while for use in automatic 
stokers fine coal may be desired. At 
different seasons the demand tends to 
center on different sizes. When a mine 
operator is able to market lump coal 
az a price yielding a substantial profit, 
the screenings may have little market 
value, owing to lack of demand. The 
ability of the operator to produce the 
lump coal is dependent upon his ability 
tc dispose of his screenings. To a lim- 
ited extent they can be taken care of 
on cars on mine tracks; but that storage 
capacity is soon exhausted, and if the 
profitable lump is to be produced and 
shipped, the screenings must be dis- 
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posed of, many times at prices in them- 
selves unprofitable. Such surplus sizes 
are sometimes sold at extremely low 
prices, and have a tendency to demor- 
alize the market. 

The third of the difficulties referred 
to above arises from the fact that the 
closing down of a mine does not relieve 
the operator of all expense. Not only 
does his overhead continue, as happens 
in practically all other industries, but 
he must expend substantial sums in 
preserving the physical condition of his 
property. Mines would deteriorete 
with great rapidity when not in opera- 
tion, were not considerable amounts 
expended in maintaining them in good 
condition. Therefore, the minimum 
price that an operator might in some 
extreme cases be constrained to accept 
is not cost price, but cost less the loss 
involved in closing down. 


Resvurrs OF COÖPERATION 


In spite of these difficulties under 
which the bituminous mining industry 
labors, and in spite of special obstacles 
created in the past by the War, by trans- 
portation disability and by labor diffi- 
culties, the financial condition of the 
industry is less unfavorable than is 
frequently assumed, and as a result 
of its self-regulating activities and 
the codperative effort of its local and 
pational associations, that condition 
is steadily improving. The National 
Coal Association has recently made a 
study of the financial returns realized 
by the industry over a two-year period. 
That investigation shows that, on the 
average, coal has been sold at a small 
profit, and that the amount of the profit 
has been slowly increasing. At the 
same time, it must be acknowledged 
that it is today far below what it should 
be to yield a reasonable return on the 
investment. 

On the technical side, the art of coal 
mining has been carried to a high de- 


gree of perfection, as is shown by the 
relatively large output per man in the 
United States, as compared with other 
countries. Costs of operation have 
been correspondingly reduced. The 
uneconomic practices of the industry 
have been connected not with the min- 
ing of coal, but with the selling of coal. 
It is to the market side of the coal in- 
dustry that much attention is now being 
given, not only by the operators indi- 
vidually, but by their local and na- 
tional associations. 

Larger producing units will have a 
tendency to stabilize the market, and 
the formation of such units through the 
combination of small companies is one 
of the developments of the present 
time. The larger companies will not 
be so likely to fall into financial straits, 
where they will be obliged to sell their 
product at any price obtainable in 
order to meet pressing liabilities. As a 
result of such consolidations, the 
amount of mining under financial 
duress will be reduced, and less coal will 
be forced upon the market at prices 
below the level of a reasonable profit. 

The formation of codperative selling 
agencies may becounted upon tofurther 
the same purpose, namely, to reduce the 
amount of coal put upon the market at 
unremunerative prices. Such cotipera- 
tive agencies, if properly administered 
and controlled, may be a *powerful 
factor in stabilizing prices at a prof- 
itable level through the elimination of 
uneconomic, cut-throat competition. 

The trade practice movement may 
be counted upon to eliminate a num- 
ber of unfair trade practices which, 
while not specificaly illegal, are yet in 
their effects harmful to society, as well 
as to the members of the industry. I 
need not enter upon a description of 
the trade practice movement, since 
there are now few industries which are 
not familiar with this method of elimi- 
nating unfair competitive practices. 
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In the bituminous mining industry 
the adoption of codes of trade ethics 
has as yet been confined to local asso- 
ciations, a number of which are now 
operating under such codes with very 
beneficial results. Only recently. has 
one of these local codes been taken up 
for consideration in a trade practice 
conference with the Federal Trade 
Commission. The interest in the move- 
ment is widespread in the industry and 
it is certain that many more local codes 
wil soon be adopted, and a national 
code is reasonably to be looked for. 
The observance of the principles laid 
down in these codes of fair trade prac- 
tices will do much to promote the 
stabilization and economic functioning 
of the bituminous mining business. 


SUMMARY 


There is little to be said about a trust 
movement in the bituminous mining 


industry. I have described some of 
the conditions which make this indus- 
try unusually difficult to stabilize, 
especially the seasonal demand and the 
Impossibility of building up producers’ 
stocks, which result in an unavoidable 
fluctuation in the operation of bitumi- 
nousmines. J have pointed out that the 
number of competing units in the indus- 
try renders it practically impossible to 
remedy conditions by the formation of 
a “trust,” but I have called attention 
to the fact that, in other ways, it is 
working into a more satisfactory finan- 
cial position. Conditions are improv- 
ing through the self-regulation and 
self-control of the industry, and its 
primary handicap, a fluctuating de- 
mand and unavoidable overcapacity at 
times when demand is below the maxi- 
mum, creates a situation which cannot 
bs cured by any exercise of Federal or 
state control. . 


The Merger Movement in the Motion Picture Industry 


By Raves Cuiver BENNETT 
Lecturer in Motion Picture Law, University of Southern California, Los Angeles, California 


T is universally agreed that the 

motion picture industry is today 
one of the leading industries of Amer- 
ica. The rapid transition of motion 
pictures from the arcade penny peep- 
shows of yesterday to the colossal fea- 
ture films of teday is without parallel. 
Within a period of a little over two 
decades, the industry has progressed 
by such unprecedented leaps and 
bounds that today it is of gigantic 
proportions. The legal status of its 
representative component units in 
their various workings is in some ways 
yet undetermined and undefined at 
law, because -of the fact that the in- 
dustry is of such comparatively recent 
origin, and also because it has had such 
rapid and unusual growth. 

From the business of merely produc- 
ing motion pictures, the leading or- 
ganizations in the industry have of 
recent years reached out into the field 
of distributing their own productions, 
while several have even gone to the 
extent of controlling and operating 
theaters for the exhibition of their own 
productions. 


Leca Errects Not DETERMINED 


The question as to what extent and 
under what circumstances motion 
picture companies, without violating 
the Sherman Anti-Trust Act and the 
amendments and statutory enactments 
that supplement this Law, can operate 
in the distribution and public exhibi- 
tion of their own productions is not yet 
settled at law, although test cases on 
these issues are now pending, on appeal, 
in the upper courts. Some of the 
purported objectionable features of 
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distribution and exhibition that have 
been put in issue at lew by the Govern- 
ment, through the Department of 
Justice and the Federal Trade Com- 
mission, have. already been conformed 
to, and thus obviated, by the defend- 
ant companies themselves. A few of 
the issues, however, remain as yet 
unsettled atlaw. Premising that those 
remaining contentions will be duly 
determined and that proper adaptation 
will be made by the picture companies 
to any constraint that may be finally 
sustained at law, the discussion in this 
article is limited to the question: To 
what extent and under what circum- 
stances, so fer as can be fairly deduced 
and determined, can motion picture 
companies, as such, legally combine 
and operate? 

Unfortunately, no judicial decisions 
have been rendered in the instance of 
motion picture mergers. Therefore, 
in discussing this subject, we can only 
proceed by analogy from decisions 
rendered in cases of merger in other 
industries, necessarily bearing in mind, 
however, the distinctive and controlling 
features that are peculiar to the motion 
picture industry itself, for the so-called 
“rule of reason” which the Supreme 
Court of the United States, in the 
epochal Standard Oil and American 
Tobacco cases, laid down eighteen 
years ago as applicable in all such 
cases, must be applied separately to 
each new set of facts arising in any 
given case. That “rule of reason” 
was founded upon public policy and 
was designed to guard society against 
economic oppression in cases where 
there appeared to be a suppression or 
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stifling of free competition. But, in 
applying the “rule of reason,” the 
truth, as Justicé Stone expressed it in 
the Trenton Potteries case,! musz be 
observed, namely, that “reasonableness 
is not a concept of definite and un- 
changing content.” In mergers, there- 
fore, the particular facts of each con- 
solidation must be scrutinized—the 
circumstances of the formation, the 
method of the formation, the motivat- 
ing factors back of the formation, the 
policies pursued and their effect, the 
detriments to independent rivals and 
the advantages accruing to customers 
and consumers. 


TREND OF THE LAw 


In ascertaining the trend of the law 
in the adjudicated cases in which the 
“rule of reason” has been invoked 
judicially, it is necessary to scrutinize 
comprehensively the adjudications in 
the various leading cases. But, in a 
brief article such as this, the trend of 
the law as revealed in the leading cases 
can be traced only in a most limited wey. 

The leading cases to date on this 
particular phase of the law are given 
below.? These cases reveal the trend 
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of the law and furnish proper premises 
from which to philosophize on princi- 
ples appertaining to industrial mergers. 

There is clearly no rigid rule nor 
inflexible standard by which industrial 
mergers can be tested as to legality 
or non-legality of existence. Too lib- 
eral license and too wide freedom of 
action in industrial amalgamation is 
bad, as is also too narrow restriction. 
If, however, in any instance it is evi- 
dent that the consolidation is for the 
purpose of obtaining the natural ad- 
vantages derived from reduced cost of 
maintenance, greater efficiency of meth- 
ods and better quality of product, then 
the consolidation is not only legal, but 
is economically desirable. On the 
other hand, the courts do not overlook 
the fact that a business merger may 
be actuated by motives economically 
bad and indefensible at Jaw. The fea- 
tures, phases and effects of each merger, 
separately, as stated, must be scruti- 
nized. But, it will be seen in studying 
tke cases cited that the Supreme Court 
has deduced fairly definite standards 
and tests in passing upon the legality 
of any industrial merger. In general, 
economic desirability and business ex- 
pediency are the criteria that have 
guided it in its findings. In applying 
the law, there has been more and more 
an adaptation to business soundness, 
with the result that the confusions and 
perplexities that formerly confronted 
lawyers as to just what factors in busi- 
ness mergers were controlling in the 
minds of the Supreme Court justices 
have been, in the main, cleared up. 

It is to be noted, too, that many 
businesses have been relieved from the 
prchibitions imposed by the anti-trust 
laws. This has been brought about by 
legislative enactments, but the busi- 
nesses exempted have, however, been 
placed, by law, under the supervision 
anc regulation of ‘governmental ad- 
ministrative bodies. In some cases, 
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these regulatory bodies were already in 
existence, while in others they were 
specially created, in recognition of the 
fact that the particular industry in 
question needed special regulation. 
With the exception of the industries 
that come within the category of the 
Webb-Pomerene Act and the Coöpera- 
tive Marketing enactments, all of the 
industries exempted from the prohibi- 
tions imposed by the anti-trust laws 
have been “affected with a public 
interest.” Even banking, insurance 
and marine shipping have been ac- 
corded partial and conditional exemp- 
tion, as it were, on that basis. The 
question of the wisdom of exempting 
the last-mentioned industry, even con- 
ditionally, is debatable, but cannot be 
gone into here. Suffice it to say that 
there does exist the general policy of 
granting exemptions to industries af- 
fected with a public interest. Of 
course, the precise category of “public 
utilities” cannot be determined. There- 
fore, Congress, in its efforts to regulate 
industrial organization, and the Su- 
preme Court, in its interpreting and 
apparent “making” of law, fall back 
upon the demands of public interest 
and general welfare. 

Of one hundred and seventy-four 
prosecutions by the Government from 
1890 to 1927 under the Anti-Trust 
Acet, it is significant to note that only 
thirty-eight were predicated primarily 
upon corporate consolidation, and that 
in less than ten percent of the entire 
number of anti-trust cases have in- 
dustrial mergers, as such, been the 
subjects of complaint. Jn this con- 
nection, too, it is significant that 
collusive trade agreements and inter- 
ference with business rights have called 
for more drastic restrictions than those 
imposed upon the merging of competing 
units in an industry. Inasmuch as 
business mergers wield exceptional 
power over supply, output and prices, 


the need of proper legal constraints 
is at once apparent. 

The motion picture industry, like 
other industries. has business phases 
and elements peculiar to itself. The 
efforts of United States Senator Brook- 
hart, to have the motion picture indus- 
try placed by law under the supervision. 
of a specially created administrative 
body at Washington, failed. That 
proposal was not predicated upon 
instances of mergers in the industry, 
but mainly upon distribution and ex- 
hibition of the products of the business. 


MERGERS AND THE “‘ PUBLIC INTEREST” 
So far as mergers alone are con- 


cerned, it is significant that while the 
motion picture industry is not “af- 
fected with a public interest,” never- 
theless, the public is in a wide, 
comprehensive way very directly con- 
cerned. If the effect of mergers of 
motion picture companies will be to 
present better pictures to the public 
and at lower cost to the public, then 
such result is to be welcomed socially, 
economically and at law. In enter- 
taining, amusing or instructing the 
public by way of motion pictures, the 
quality of the pictures and the cost 
to the public are the main tests of 
desirable effectiveness, in instances of 
merger. So vitally do motion picture 
entertainment and amusement form 
a part of the everyday social life of the 
masses that the benefits to the public 
are necessarily most important factors. 
On the other hand, if the consolidation 
has the effect of crushing competitors 
or of stifling competition, and thereby 
creating a monopoly, that result is 
repugnant economically and in direct 
contravention of the artti-trust laws. 
Today large capital is essential in 
instituting a plant for production of 
motion pictures, especially in equipping 
“talkie” units. True, too, there is 
vast waste incurred in the production 
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of motion pictures. Likewise, numer- 
ous specialized departments, staffs of 
skilled artists and artisans are used. 
Extensive laboratories must be main- 
tained. Countless and unusual so- 
called “props” or properties of per- 
sonalty have to be assembled and kept 
for varying uses as the occasion arises. 
Research must be employed continu- 
ally. Further, the demands for output 
of pictures is enormous. Uncertainty 
as to quality and marketableness of 
the output exists over a protracted 
period, until, as a matter of fact, 
each production, upon completion, is 
separately viewed and, in “talkies,” 
heard, in its ensemble effect. 

These are some of the salient facts 
of the motion picture business. There- 
fore, it can readily be seen that mergers 
may carry many economic advanteges 
in the producing of motion pictures. 
Especially would ‘it seem that in the 
carrying out of extensive and per- 
manent educational programs and 
courses for schools effectiveness in 
production might be enhanced by con- 
solidation of producing units. On 
the other hand, nothing can be thought 
of as more undesirable than the foisting 
of unworthy productions on the public, 
a condition which can more easily 
spring from monopoly than from keen 
competition. Indifference to bad pro- 
ductions would inevitably be lessened 
by alert competition. Further, if the 
motive in a merger is to corner the 
massive returns accruing from the 
syndication of productions, and if 
monetary gain is the controlling incen- 
tive, then serious detriment would 
result from such merger. 

To the writer of this article, it ap- 
pears that the’recent mergers in the 
motion picture industry were not 
made for the purpose of lessening waste 
in production or diminishing the costs 
of production. Further, it is not ap- 
parent that the costs to the public are 


to be lessened. Besides, the aim for 
“bigger and better pictures” seems to 
be sponsored by all the producing 
companies, both large and small. 
Competition may be the best means 
to promote that end. 


APPLICATION OF THE CLAYTON Act 


The main problems facing the in- 
dustry are connected with distribution, 
theater control and theater operating, 
as well as with the application of the 
Clayton Act to consolidations within 
the industry. i 

Section VII of the Clayton Act, 
passed in 1914, forbids any corporation 
engaged in interstate commerce to ac- 
quire or hold any of the capital stock 
of a competing corporation engaged 
in the same line of business 
where the effect of such acquisition may be 
to substantially lessen competition between 
the corporation whose stock is so acquired 
and the corporation making the acquisition 

. . or tend to create a monopoly in any 
line of commerce. 


That section also forbids any cor- 
poration to acquire the whole or any 
part of the stock of two or more cor- 
porations engaged in the same line of 
commerce when a similar effect might 
occur. 

During the past month, pleadings at 
law have been filed in formal protest 
against certain specified motion picture 
companies, alleging that the latter 
have violated Section VII of the Clay- 
ton Act. 

The first case testing this provision 
of the Clayton Act was that of Alumi- 
num Company of America v. Federal 
Trade Commission,? brought in 1922. 
The respondent company in that case 
was admitted to be the dominant unit 
in the aluminum industry. Further, 
it appeared that in 1918 the Aluminum 
Company of America arranged with 
a competing company, the Cleveland 

2984 Fed. Rep. 401. 
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Metal Products Company, whereby 
a new company was to be formed 
which was to purchase the plant of the 
Cleveland Company, at an agreed 
price. In this new company, the 
Aluminum Company of America pur- 
chased four hundred thousand dollars’ 
worth of the capital stock issued, while 
the Cleveland Company took the re- 
maining two hundred thousand dollars. 

It was held in that case that the new 
company acquired not only the plant, 
but also “the growing business” of the 
Cleveland Company. In answer to 
the contention that the transaction was 
merely an above-board, legitimate 
business transaction in which simply a 
subsidiary company was formed to 
extend the field of operations and that 
the effect was of benefit to all con- 
cerned, even including the public, the 
Court said: 


It is persuasively urged that the arrange- 
ment was not a device intended to get 
around the Clayton Act, but was a plain 
business transaction. . . . With these mat- 
ters, we have no present concern. They 
have to do with the motive for the transac- 
tion. We have to do only with the “effect” 
of the transaction; and with its effect only 
as it may lessen competition . . . or tend 
to create a monopoly ... ; we limit our 
decision to the question whether, within 
the policy of the Clayton Act, the transac- 
tion comes within the definition of the 
section. In this we are of the opinion that 
it does. 


This opinion indicates that consolida- 
tion by means of stock acquisition in a 
business might render the absorbing 
company liable under the Clayton Act, 
though not under the Sherman Act. 
Unfortunately, no appeal was taken 
from this decision; therefore, the view 
the Supreme Court would have taken 
is not known. However, since then 
three other orders issued by the Fed- 
eral Trade Commission, under Section 
VII of the Clayton Act, have reached 


the Supreme Court. In each of those 
cases, the corporation absorbing the 
competing companies was admitted 
to be a dominant unit in the industry. 
The Supreme Court in its decision ap- 
pears to have taken the ground, al- 
though it does not explicitly say so, 
that the acquisition of stock in a com- 
peting company, when that acquisition 
does away with the competition that 
previously existed between those com- 
panies, is, of itself, no matter how large 
or small may be the absorbing or ab- 
sorbed company, a violation of Section 
VII of the Clayton Act. In the same 
decision, the Supreme Court, overrul- 
ing the Circuit Court of Appeals, held 
that though the stock acquisition might 
be in violation of the substantive part 
of the Clayton Act, remedy could not 
be had under the procedural provision 
of that Act if full title to the assets of 
the absorbed company had vested in 
the company acquiring the stock. 
This holding of the Court, that mergers 
through stock acquisition unassailable 
under the Sherman Act as now inter- 
preted may be unlawful under the 
substantive provision of the Clayton 
Act and, yet, that the remedial results 
may at the same time be evaded if a 
transfer of the assets has been effected 
before the Federal Trade Commission 
has instituted proceedings, {rnishes 
a singular anomaly which Congress, 
of course, did not foresee. 

Very recently two suits under the 
Clayton Act were instituted by the 
Government against motion picture 
companies. In one of those suits, 
Fox Theaters Corporation, Fox Film 
Corporation and William Fox are 
named as defendants. This suit is 
based upon the absorption last Feb- 
ruary of Loew’s, Incorporated, by the 
Fox interests. Loew’s, Incorporated, 
in turn,- controls Metro-Goldwyn- 
Mayer, Incorporated (a producing 

1272 U. S. 564 (1926). 


94 Tue ANNALS OF THE ÅMERICAN ACADEMY 


unit) and the Metro-Goldwyn-Meyer 
Distributing Corporation. 

It is alleged that when the Fox group 
and the Metro-Goldwyn-Mayer group 
were operating in competition their 
combined output amounted to about 
forty percent of the total production 
in the industry in America. It is also 
alleged that the Fox interests row 
control a large proportion of the Lest 
and largest first-run motion picture 
theaters throughout the country, end 
that in the New York metropolican 
district their theater holdings embrace 
most of the first-run houses and tctal 
at least fifty percent of the seating 
capacity of all motion picture theaters 
of all classes. Further, it is alleged 
that last February the Fox interests 
obtained control of 485,000 shares of 
common stock in Loew’s, Incorporated, 
and “have since planned, and still 
plan, to obtain more stock.” 

In the second suit, Warner Brothers 
Pictures, Incorporated, Stanley Com- 
pany of America and First National 
Pictures, Incorporated, are named as 
co-defendants. In this suit, the com- 
plaint alleges that Warner Brothers 
Pictures, Incorporated, owns more than 
ninety-five percent of the common 
stock of the Stanley Company of 
America, and that the latter company, 
in turn, controls 25,041 shares of the 
stock of First National Pictures, In- 
corporated. It is further alleged that 


the Warner holdings in First National 
total 71,893 shares, the former cont- 
pany having purchased on November 1 
the Fox holdings in First National, 
which amounted to 25,000 shares. It 
is also alleged that the Warner inter- 
ests represent approximately twenty- 
five percent of the total production in 
the industry in America, having ab- 
sorbed one subsidiary company and 
nearly all of another, which were pre- 
viously competitors. It is further 
alleged that following those transac- 
tions the First National Company of 
Maryland was incorporated and that 
all the business and assets of the former 
First National Pictures, Incorporated, 
were transferred to the new company. 
First National Producing Corporation 
aad First National Distributing Cor- 
poration were set up as subsidiaries 
of the Maryland Company. 

In regard to these two cases, it is 
now being questioned in the courts 
whether the Fox interests and the 
Warner interests, at the time of the 
alleged acts set forth in the petition, 
were dominant units in the motion 
picture industry. But, just what the 
application and interpretation of the 
provisions of the Clayton Act will 
be, as determined by the courts, 
in the light of adjudged cases already 
mentioned and discussed herein and in 
the light of the facts arising in these 
two important cases, remains to be seen. 


- The Influence of Anti-Trust Legislation Upon the 
Technique of Industrial Organizations 


By J. GEORGE FREDERICK 


President, The Business Bourse, New York City, Economic Counsellor; 
Author, Modern Industrial Consolidation 


“ PIG business” in America in the 
past half century may be com- 
pared to a species of huge sun- 
flower which suddenly begins to grow 
in a garden in which before there were 
only small flowers. The gardeners 
are alarmed and try their best to clip 
back, stunt and even to eradicate the 
plant, and cry out that it will suffocate 
the rest of the garden, but it persists 
with ever increasing force and resource- 
fulness, although the frantic efforts of 
the gardeners do result in changing the 
sun-flower’s shape, color and form. 
Industrial organizations assuredly 
have been “clipped back,” stunted 
and twisted into new shapes by the gar- 
deners—the legislators—but, equally 
obviously, the species has been so 
hardy, the soil so ripe and ready for 
them, that they have grown not only 
in constantly increasing number but 
also in constantly increasing size. 
Moreover, the plant has become more 
useful and more popular, reacting upon 
the rest of the garden in a manner 
admittedly stimulative and salutary. 
Even the gardeners have lost much of 
their fright and animosity; while the 
entire garden now takes on, more and 
more, a giant character. 


First Errecrs 


The first effect of the famous Sher- 
man Anti-Trust Law of 1890 was to 
shake “big business” to its roots, for 
this blow of the gardener’s axe was one 
of the most hard-hitting and unequivo- 
cal pieces of legislation ever enacted. 
“Every contract, combination in the 
form of trust or otherwise, or conspiracy 


x 


. in restraint of trade,” was the language 


95 


of Section I of the Act, with personal 
punishment for violation. This great 
growth in the quiet little garden of 
small plants was to be killed, root and 
branch. The issue was squarely joined 
and a terrific struggle ensued for the 
next dozen years, culminating in the 
hectic anti-trust conferencesand nation- 
wide outcries of 1900 and 1901, passing 
through the panic of 1898 and the free 
silver craze on the way. 

Never were stronger basic forces 
locked in batile. On the one side was 
the human fear of all things large, as 
well as the justifiable fear of great 
power in the hands cf ruthless individ- 
ualists. On the other side were the 
economic visions of men with imag- 
ination and the scientific spirit of the 
day, but also the untamed greed and 
unsocialized technique of men of power 
and ability. 


ALTERATION IN Morivnp 


It was therefore inevitable that the 
first great alteration in the technique 
of industrial organization coming as a 
result of the crude Skerman Law should 
be an alteration in motive and business 
morals. The truth of the matter is 
that the motives and morals of small 
business had not been very high, and 
that when magnified by means of the 
device of the corporation into large ` 
scale business their glaring defects and 
dangers became very evident. Whena 
small shoemaker is greedy, opportunis- 
tic, ruthless and scheming it is not a 
matter for much public alarm. But 
when that shoemaker organizes a great 
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many other shoemakers and hides be- 
hind the anonymity of a corporation, 
it assuredly does become a public 
concern. Moreover, this public con- 
cern multiplies itself geometrically, 
because unfamiliar size is alone a 
stimulator of fear. To so simple an 
equation as this can be reduced the 
“big business” alarm—which has by no 
means yet run its length. We had to 
develop a new business ethic and tech- 
nique before we could endure the new 
leviathan of business. 


STANDARDS CHANGE 


Large scale business, then, called for 
a redefinition of business standards of 
morality; or, more accurately, a re- 
vision of the technique of fair play in 
terms of fiduciary responsibility, re- 
lationship to employees, to competition 
and to the public. It had to be recog- 
nized that a kind of commercial age 
of adulthood had been reached, a dis- 
placement of the self-centeredness of 
the child by the group consciousness 
of the, adolescent, even if not yet the 
mature man. Our American pioneer- 
ing, small scale business, built upon the 
personal tradition of the Yankee trader 
and peddler, prospector, settler end 
pioneer had to be made over into more 
socialized instincts before we could 
play with the dynamite and high ten- 
sion electricity of large scale business. 
This was indeed a slow and painful 
process, for it had to do with men and 
their points of view, their technique of 
motivation and their conceptions of the 
technique of organization. A right- 
eous Roosevelt had to “shake the big 
stick” over the heads of the “male- 
factors of great wealth.” A mob- 
megaphone like Bryan had to be in- 
voked to stir the public herd to rouse 
itself politically, to separate big busi- 


ness and politics from their ugly [ai- - 


sons. A virtual “lynch law” such as 
the Sherman Law constitutes, roughly 


speaking, had to be enacted and per- 
secutions threatened and begun under 
it before the hard and brittle individ- 
ualism of some innovators of large 
scale business could be broken open and 
a new leadership, under a new tech- 
nique, substituted. 


Naroteonic Concept DISPLACED 


What was this new technique, com- 
ing with the beginning of the new 
century? It had two aspects. Let us 
examine, first, the introduction of the 
line-and-staff conception of organi- 
zation, displacing the “Napoleonic” 
conception of organization. I call the 
cld methods of organization “Napole- 
cnic” because it is known that Na- 
poleon granted little authority or dig- 
nity to his inferiors, even tweaking the 
ears of the aides next to him, in full view 
of his army, to indicate how absolute a 
monarch he was. Czarism would be 
an equally good name. It is the tech- 
nique of the dictator, the uncom- 
promising individualist. It reserves 
to itself all authority, although it 
does not hesitate to impose heavy 
responsibility. It is accountable to 
no one, and bases its decisions on 
tae “personal genius” theory. It 
uses a great deal of fear, favoritism 
and “driving” in its employee re- 
lationship and is hostile to the special- 
ist and the expert; and at the same 
time is motivated by a personal power 
motive, if not also a personal profit 
motive. Its prototype is well known 
in all history, in the little kingdoms of 
dukes and princes, with their fawning 
followers. It is distinctly anti-social. 

I have purposely drawn this picture 
v-vidly, for it is not an unjust descrip- 
tion of the technique of organization 
which operated large scale business 
until the turn of the century; indeed, it 
describes many fairly sizable businesses 
of today which have not been modern- 
ized. It was Andrew Carnegie who 
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first applied with especial definiteness 
the line-and-staff principle in large 
scale business. He used a group of 
“partners” and specialists in whom he 
reposed complete power and authority, 
as well as a generous share of profits. 
As a result he made phenomenal prog- 
ress in steel manufacture, to such an 
extent that a great merger became 
almost imperative to prevent the col- 
lapse of Carnegie’s competitors. At 
the same time, the doom of the old 


Napoleonic conception of business or- - 


ganization was rung. 


SOCIALIZED MOTIVATION 


This new merger, formed by J. P. 
Morgan, at once proceeded, wisely, to 
apply also the second new technique to 
which I refer, namely, the technique of 
upright, socialized motivation. The 
success of the United States Steel 
Corporation was assured when Elbert 
H. Gary was persuaded to head it, for 
it was precisely the art and technique of 
upright socialization which Gary—a 
lawyer and a judge—best knew. He 
set his head firmly against monopoly, 
refusing to control even as high a per- 
centage of the steel business as the 
Supreme Court had deemed a safe one, 
this side of monopoly. Quite as im- 
portant, he set the seal of doom upon 
policy of corporate secrecy and opened 
the books of the company to the 
public to an extent undreamed of be- 
fore in business. He entered into a 
program of employee welfare, and 
employee stock-owning participation 
unknown before as a technique. He 
made himself accessible to the press to 
an extent unknown before among the 
“big-whigs” of business. In short, he 
set absolutely new technical fashions 
for large scale business, and permitted 
the Sherman Law to mold the tech- 
nique of large scale business by whole- 
heartedly conforming to it. It is 
surely a remarkable tribute to his 


genius in this that, despite the furiously 
boiling anti-trust agitations and per- 
secutions, the United States Steel Cor- 
poration, largest of all consolidations, 
and freely referred to as a “trust,” was 
never prosecuted. Gary realistically 
conformed his technique to the Sher- 
man Law, recognizing its great force 
and tenacious place in American 
psychology, and then took great strides 
in the new direction. That he could 
have made a few more strides during 
the last decade of his life is conceded, 
but his day was done and new tech- 
niques of a new large scale era were 
possibly beyond his genuis at his 
advanced age. It is enough glory for 
one man that, at a most crucial time in 
the history of' Ameərican industrial 
history, he set the pace which for two 
decades was a model for modern busi- 
ness in large scale technique. 

The upright example of the United 
States Steel Corporation helped to 
put to shame the secretive, hard-boiled 
big business units which were still 
operating the old techniques, partic- 
ularly the Napoleonic and the un- 
ethical, scheming tezhniques. A new 
leadership gradually evolved. But the 
monopolistic tendency still gave cause 
for alarm in other fields of industry and 
we had the abortive technique of 
“unscrambling scrambled eggs,” the 
cutting into pieces cf the Standard Oil 
and American Tobacco companies in 
1911. This gave rise to the “inter- 
locking directorate” method by which 
the Solons of big business twisted their 
plans to fit the Sherman Law, and this, 
too, brought its repercussions and mod- 
ifications of purely Ānancial technique. 


Tur Hornina Company 


The most significant of these modifi- 
cations of technique is undoubtedly the 
“holding company.” It is an unim- 
peachable fact that even monopoly is 
possible today, without legal danger, 
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under the holding corporation principle. 
“Control” of industry is an entirely 
feasible thing through this device, which 
demonstrates what is commonly ad- 
mitted, that the Sherman Anti-Trust 
Law has been outwitted by the technical 
devices of business and finance. How- 
ever, monopoly even by the indirect 
route of holding corporations is not 
widespread because monopoly is not 
altogether sound business from other 
points of view than the legal one. 
There are those, to be sure, t who, like 
the Bolsheviki, believe that we are 
approaching an era of even larger 
super-corporations, one to an industry, 
and perhaps even one universal, all- 
embracing corporation. This would 
unquestionably be under still closer 


Federal supervision, a subject which . 


has only recently been discussed in 
Congress. But business is today not 
really antagonistic to a mild form of 
“regulation.” Banking, railroad and 
insurance corporations are under regu- 
lation, and the settled policy of both 
political parties is to do a minimum of 
regulation and to allow a maximum of 
self-government and initiative by busi- 
ness, consistent with broad public 
policy and the famous “rule of reason ” 
as enunciated by the Supreme Court. 
Mere bigness is no longer cause for 
alarm and persecution, as it once was. 
Shrewd*vpinion? is that not even a re- 
vision of the anti-trust laws, urged by 
some, could evolve, in all likelihood, a 
‘more reasonable policy and plan than 
the net result of eighteen years of 
construction and application by the 
Supreme Court. 

Five major modifications of tech- 
nique, under the benign encouragement 
of this “rule of reason” as enunciated 


1 Bassett, William R., “Where is the Merger 
Movement Leading To?” Printer’s Ink, Sep- 
tember 26, 1929. 

3 Gilbert H. Montague, before the Michigan 
State Bar Association, September 18, 1929. 


by the Supreme Court, have taken 
place. A 


COMPETITION ALTERED 


The first of these has been a rather 
striking revision of the old ideas of 
competition. The American people al- 
ways made an utter fetish of competi- 
tion until the European War. It 
seemed as though their parochial con- 
ception of competition in business was 
destined to harry business to the end of 
its days. The old-time business or- 
ganizations as well as the Sherman Law 
itself focused fanatically on competi- 
tion as a magic word. Today the 
bitter rate wars of the early oil days 
and also early railway days seem un- 
real, Competitive warfare now seems 
somewhat street-gamin-like to us. It 
is not the way of enlightened big busi- 
ness of today.» At first big business 
believed that the only cure for the 
shambles of competition was consoli- 
dation, with monopoly as the logical 
ideal, for then you would have no 
competitor to set a costly pace. But 
this phase has been passed; it is not 
a good technique. Monopoly often 
means retrogression, even if the 
Sherman Law were not operative. 
Just as man is now learning to fight 
Nature rather than destructively to 
fight man, so large scale business 
is learning to create new markets and in- 
crease consumption, rather than fight 
with competitors over the market that 
exists. The automobile field, at this 
saturation stage of its career, could 
easily descend to the old suicidal sham- 
bles if it applied old-time oil methods; 
but it prefers to go to the farthest ends 
of the earth to create a new user rather 
than cut throats over the trade of an old 
user. This is a technique traceable to 
the Sherman Law and particularly its 
extension, the Clayton Act, with 
their emphasis upon unfair competi- 
tion. War time experience with co- 
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operation and the new vigilance of the 
Federal Trade Commission in regard to 
unfair competition have brought forth 
a significant fruit, the formation of 
“institutes,” active trade associations 
and affiliations which are no longer viru- 
lently competitive, but codperatively 
creative. Indeed, in many instances 
such forms of codperative action are 
actually taking the place of mergers 
and consolidations, because they make 
possible, under the more clearly defined 
rights of trade associations today, 
actions which in the heat of old trust- 
busting days would have been regarded 
as violations of the Sherman Law. 
The modernized trade association and 
the “institute,” which have radically 
altered their character in recent years, 
are therefore new developments in the 
techniques of industrial organization 
closely related to anti-trust legislation. 
Their actions, are very closely watched 
and held within legal bounds, as re- 
defined in the maple flooring and cement 
cases inthe Supreme Court. President 
Hoover has been a particular friend of 
the trade association, stoutly defending, 
as a practical economist, the impor- 
tance of permitting such associations, 
without anti-trust suspicions, to collect 
and analyze the statistics of their 
industries and thus help stabilize them. 
No technique which has grown up 
under the cooler tolerance of anti- 
trust law legislation has had more far- 
reaching effects. They healthily re- 
vive the values and techniques of the 
medieval craft guilds. 


CONSTRUCTIVE COMPETITION 


As a matter of fact, “competition,” 
which the Sherman and the Clayton 
Acts endeavored so hard to turn into 
an American sacred codfish, is no more 
assured by those laws than by the con- 
trol of monopoly. The instructions of 
the Supreme Court, even when scrupu- 
lously carried out to the letter, do not 


preserve “competition” in the old 
sense which the framers of the laws had 
in mind. It has truly been said that 
there is more violation of the spirit of 
the anti-trust laws by small business 
than by large business, since more or 
less ruthless and destructive “competi- 
tion” is today practiced mainly by the 
“small fellows” in their desperation 
for business; and practiced to their 
own detriment. 

Cotperation among the larger com- 
panies is growing, definitely molded by 
anti-trust law conditions. Thus we 
find the Parker Pen Company and the 
W. A. Shaeffer Pen Company forming 
a holding company together, pooling 
their patents for fountain pen desk 
sets and licensing other manufacturers 
to make the goods. In this way a 
destructive competitive situation in 
this field is overcome. We also see in 
the Webb Export Trade Act the per- 
mitting of combinations for this pur- 
pose of selling to other countries, in a 
manner which would not be legal for 
domestic selling. Thus business, aided 
by a wise Supreme Court, has worked 
out quite constructively a technique 
which permits business to function 
without feeling the anti-trust law halter 
too tightly. 


EMPLOYEE Stock OWNERSHIP 


The second technique influeficed by 
anti-trust legislation, however indi- 
rectly, has been employee stock owner- 
ship. The example of the United 
States Steel Corporation was widely 
followed and has gradually induced a 
double reaction: first, the practical 
abolition of the labor-capital war- 
fare, and second, a relaxation of the 
common man’s hatred for large scale 
industrial organization. We are to- 
day a nation of corporation stock- 
holders, estimated by many at fifteen 
million, and we are no longer a nation 
of “corporation baiters.” The much- 
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mooted cycle of high wages, low prices, 
increased consumption, increased pros- 
perity and production is, in itself, a 
product of the new techniques of in- 
dustrial organization primarily stimu- 
lated into being by anti-trust agitation. 


PaTRoNAGH ELIMINATED 


The third technique is that of the 
rule of merit. It is not today realized 
by a great many people how personal 
and purely individualistic were the 
policies and tenures of office of the top 
executives of old-time business. Yet 
one can see in England today a graphic 
picture of what America was forty or 
fifty years ago: with founders and sons, 
and grandsons of founders, sitting in 
office by force of ownership, inherit- 
ance or favoritism—with actual merit 
only occasionally present. Merging, 
reorganization and consolidation in 
America has meant a most prophylac- 
tic alteration in policy and executive 
direction, in a majority (but, of course, 
not all) cases. In the past twenty 
years a surprisingly large number of 
“founders,” owners or inheritors have 
surrendered their businesses to others 
who have no personal desire to rule the 
organization, the top executive being 
engaged purely on a professional basis 
of capacity to function, usually from 
the ranks of the workers. Bankers do 
not toflay, as they once did, place 
their polo field comrades at the head 
of businesses they control; they have 
had too costly experiences with such 
favoritism. 


RESEARCH STIMULATED 


Fourth, an indirect but definite 
stimulation has occured to research. 
The earlier conception of the advan- 
tages of consolidation had been to re- 


duce costs and more easily to control or. 


monopolize the market. The anti- 
trust laws tending to foster competi- 
tion and prevent monopoly, the con- 
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solidation turned increasingly toward 
science and research to provide: a 
natural or technical monopoly (of 
patents, ideas or methods) to take the 
place of the commodity monopoly for 
which sanction had been refused. 

Tt is a fact, as recent research has 
shown,? that the consolidations have 
made greater advances in research 
than individual, “independent” com- 
panies. The resources of such larger 
companies are more adequate for 
research and their possibilities greater 
for profiting from their researches. 


HORIZONTAL VERSUS VERTICAL 
COMBINATIONS 


Fifth, the general changes of tech- 
nique which are observable are the 
forms which the new mergers and con- 
solidations take; all carefully conscious 
of the anti-trust laws. At the begin- 
ning of the merger period we had the 
fallacious idea of monopoly and control 
of price, which prompted horizontal 
mergers; mergers, that is to say, of a 
number of companies in the same field 
of business, the intent being to lessen 
competition. This proved a fallacy in 
a great many instances—so much so 
that at one time Justice Brandeis of the 
Supreme Court, prior to his occupancy 
of the bench, declared his belief that 
large scale consolidation was not an in- 
herently sound businessmethod. Har- 
izontal merging is not now greatly in the 
foreground because of considerable dis- 
illusion with it. Five weak companiés 
cannot when merged make one strong 
one, except in special circumstances. 

Then there arose the vertical con- 
solidation (the United States Steel 
Corporation being an outstanding ex- 
ample). This set up new standards of 
performance and new hopes of profit, 
and they have been realized in all cases 
where intelligently applied. The Gen- 

2 Morgers in Industry. National Industrial 
Conference Board, 1929. 
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eral Motors Corporation and Ford 
represent vertical consolidations, en- 
deavoring to control all operations from 
mine to consumer. The vertical con- 
solidation exists, undeniably, under the 
“rule of reason” of the Sherman Law. 
That it must keep from any semblance 
of monopoly is indicated by the failure 
of the projected huge three bilion 
dollar Ward Food Products Corpora- 
tion to obtain Government sanction. 
It appeared to threaten control of a 
dangerously high percentage of manu- 
factured breadstuffs. Yet some of the 
companies which were to have entered 
this merger are now in another large 
food merger, but with the difference 
that instead of being in a vertical con- 
solidation they are im an entirely new 
form—a circular consolidation. This 
type is selective, not of articles which 
form one homogeneous group, such as 
yeast, flour, bread, and so forth (as in 
the Ward case), but a group that is 
unrelated except as to channels of distri- 
bution. Thus, we have the General 
Food Products Company, which has 
assembled a dozen or more companies 
—gelatine, chocolate, breakfast food, 
coffee companies, and so forth—all sold 
through the grocery. In such a consoli- 
dation there is no active danger of mo- 
nopoly, and thus there are no anti-trust 
law action possibilities. For this legal 
reason of a clear track, with no legisla- 
tive danger signals, the circular form of 
consolidation has proceeded with amaz- 
ing rapidity in recent years, the driving 
force being the need for cutting dis- 
tribution costs, which can be done in 
this way. The proposed Ward Food 
Products Corporation made a gesture, 
in its charter, of devoting some of its 
profits to charity and welfare work, 
obviously a sop to public opinion, in 
view of its tendency to monopolize 
breadstuffs, and thus the danger of 
invoking the Sherman Law. This 
kind of paternalistic technique, in- 
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fluenced by anti-trust law dangers, is 
happily not by way of being encouraged. 
However wisely and graciously a 
Rockefeller may dispense his millions of 
corporation profits for human welfare, 
the new conception of business life in 
America, as influenced by the Sherman 
and the Clayton Acts, is not that of 
more, but less, paternalism. The self- 
reliant Ameriean conception of character 
calls for a diffusion of corporate income 
among many public stockholders. This 
calls for large, stable industrial organ- 
ization and a form of industrial organi- 
zation which recognizes the practical 
realities of anti-trust legislation, very 
unlikely to be changed for many years 
to come. 


Tue CONSULTATIVE PLAN 


It is natural that under the con- 
sultative plan, begun in Coolidge’s 
Administration and still operated— 
whereby plans for mergers are put up 
to the Department of Justice in 
advance of their actual formation— 
there is a continuing effect upon the 
technique of consolidations. If a pro- 
posed plan is submitted and the De- 
partment makes only minor criticisms, 
the plan is often changed to meet the 
criticisms. Cften rather radical changes 
are made; and in other cases, as 
in the propcsed Ward Food Products 
Corporation, there is sometimes an 
absolute refusal to sanction the plan, 
minor chang2s being of no avail. The 
Department of Justice anti-trust divi- 
sion thus has a very serious task in its 
care. It has recently asked for $75,000 
more appropriation, $208,000 being its 
present budget. Sixteen attorneys are 
on the staff, and with the increasing 
number of mergers the work is heavy. 
But the result is that business is prov- 
ing far more tractable and amenable to 
the technical conformations demanded 
than ever becore. There is no question 
but that the situation is not very clear 
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nor very sound, for strict logic would 
call for modernizing our anti-trust 
laws. Secretary of Labor Davis would 
like to re-create the textile and 
coal industries by this mears. As this 
is a function of Congress, however, 
whose economic intelligence business 
distrusts, there is an inerzia on the 
part of business men. They frankly 
believe that—as in the case of the 
tariff—Congress would more likely 
mess up than clean up the anti-trust 
situation! 


CONGRESSIONAL DISTRUST 


For these reasons no changes in the 
anti-trust laws as they stand may be 
expected soon, although reasonable 
modifications to improve their admin- 
istration, in a spirit of sound under- 
standing of the techniques cf business, 
are more or less constantly going on 
administratively and throigh court 
opinion. There are at present plenty 
of inconsistencies, such as firms operat- 
ing under permanent court decrees 
which enjoin them from doing what 
their competitors, unmolested, are 
constantly engaged in doing! Thus 
we have today the natural desire of the 
meat packers for modificet:on of the 
famous “packers consent decree” of 
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1920, permitting the packers to main- 
tain retail meat markets. There- is 
every reason to believe that the changes 
during these nine years both of public 
temper and knowledge of business 
technique now make such a move 
desirable in the interests of consumers. 
The packers of 1980 will certainly be 
quite different in their conception of 
public service, for we have learned 
much of the technique of distribution, 
and the packers’ old-time arrogance 
and backward conceptions of their 
responsibilities have been displaced by 
new conceptions, even new ownerships 
and controls. Whereas once retailers 
burned the large mail order company 
catalogs at public burnings in the pub- 
lic square, today they actually petition 
them to locate their retail branch store 
inthetown! This change is symptom- 
atic of our general change of attitude 
and commerical technique: fewer bris- 
tling antagonisms and prejudices, and a 
far better sense of our mutual inter- 
dependence for prosperity. It is all 
a matter of broader grasp of merchan- 
dising technique and business stand- 
ards; and, however crude, the Sherman 
Law and the Clayton Act have been 
powerful basic influences in their 
shaping. 


` Changing Investments and the Anti-Trust Laws 


By Epwarp W. CARTER 


Wharton School of Finance and Commerce, University of Pennsylvania, 
Philadelphia, Pennsylvania 


HERE can be little doubt of the 

fact that there is today in this 
country an unprecedentedly wide- 
spread distribution of stocks among all 
classes of people, and that there has 
developed a marked tendency in one 
direction with regard to this particular 
condition. However, the effects of this 
tendency and its relation to the specific 
problem of this paper can, at best, be 
but the personal estimate and opinion 
of the writer. Needless to say, on a 
matter so recent, the data are still 
incomplete. 

Is it true that types of investment are 
undergoing a revolutionary change? 
It is but a comparatively short time 
since considerations of investment were 
primarily along the lines of real estate. 
The largest proportion of the wealth of 
the nation was in real property. As 
long as the majority of our population 
lived in the country, they thought of 
investment in terms of the purchaseand 
sale of land. It was during this period 
that the anti-trust laws were enacted. 
Some idea of the extent of this change 
may be gained from the following 
table. 

From this table it may be seen that, 
although the value of real estate has 
greatly increased, the proportion of the 


value of real estate to the total wealth 
of the United States has just as steadily 
decreased. Real estate has become of 
relatively less impcrtance, and other 
forms of wealth of comparatively 
greater importance. 

A decline in real estate means g pro- 
portional increase in the value of some 
other factor. If we turn to figures of 
stocks, bonds and notes, for approxi- 
mately the same period, we may see the 
source of this increase. 








Year Capital Issues of Corporations 








(in thousands of dollars) 
1907 1,398,918 
1910. 1,518,272 
1912 2,258,587 
1920. 3,106,981 
1922. 3,423,948 
1927 5,970,297 


From data publsh2d by the United States 
Department of Commerce. 


Since 1907, the number of stock- 
holders in the United States has in- 
creased to the proportions of a gizable 
army. It would seem that many of 
those who formerly invested in real 
estate are now trading in stocks and 
bonds. At any rate, the trend in real 
estate has been downward, while the 











Total Wealth of 
Year United States 
(in mullions of dollars) 
1900........ 88,517 
1904...... 107,104 
1912. 188,300 
1922.. 0 = ww a $20,804 








Value of f th 
Taxable Real Property) Percent of the 
(in millions of dollars) To 

69,848 78.4 
83,801 77.5 
141,700 75 8 
229,406 1.5 








Based on data published by the United States Department of Commerce. 
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trend of investment in steck3 has been 
upward. 


Errect oF SHET IN PoruLation 


Another development, which had 
much to do with the two trends al- 
ready noted, is the increase of the 
urban, and the decline of the rural, 
population. During the same period 
that investment in real estate declined, 
the rural population also declined; that 
is, the increase in stock investment was 
taking place simultaneously -vith the 
movement of the population from rural 
to urban areas. 
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There are modern conveniences in 
stock distribution which bring the 
stock and bond market nearer to the 
rural population. Large brokerage 
houses have branch houses and agents 
in most of the smaller cities. Some 
establish direct connection through 
private wire to New York. Another 
factor is the rapidly extending field of 
activity known as branch banking, by 
which the credit and investment facili- 
ties of the largest banks are made 
available through their branch banks 
in the smaller cities and towns. There 
have been two tendencies at work at 


COMPARATIVE URBAN AND RURAL POPULATION OF THE UNTIED STATES 








Urban 


Number 


Percent of Total 


Rural 


Number Percent of Total 


rete eget enter | eer OO | nN 


54,304,603 


42,166,120 
80,380,483 
22,298,359 
14,858,167 





As people drifted to the city, they 
became more conscious of the stock 
market. They were brought into con- 
tact with groups already familiar with 
stocks. A glance at conditions :n the 
average city today shows graphically 
the educational process with regerd to 
stocks and the market that is unceas- 
ingly going on. The language cf the 
city, and of the city press, is the 
language of those accustomed to scocks 
and bonds. The distribution of stock 
advertising literature is carried on by 
every type of advertising scheme. 
Stock is sold in this manner on the 
street cars of Philadelphia. There the 
traction company offers to sell stock 
on the instalment basis. This, tien, 
has been the influence that has been 
exerted on increasingly large numbers 
of people. 


51,406,017 
49,806,146 
45,614,142 
40,649,355 
85,797,616 


Sees 
aoro 


the same time: the shift of population 
bringing more people nearer to the 
stock market; the branch brokerage 
houses and branch banks taking the 
market nearer to the rural popula- 
tion. 


Exrenpep Ownmrsaie THROUGH 
MERGERS 


Other influences have contributed 
to the wide distribution of stock owner- 
ship in the United States. The need 
for iarger capital, the desire to conduct 
national advertising campaigns, the 
savings of chain management and 
chain bookkeeping, have been among 
the inducements which have led corpo- 
rations to merge. Every day brings 
news of new mergers. A recent article 
advises that General Motors and the 
Radio Corporation, already great merg- 
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ers in themselves, will merge into one 
gigantic business. 

Chain stores furnish another ex- 
ample of the rapid growth of the 
merger movement. Such stores are 
particularly well established in the 
following fields: shoe stores, grocery 
stores, baking shops, restaurants, cigar 
stores, five and ten cent stores, depart- 
ment stores, theaters, motion picture 
production and hotels. 

The number of stockholders of large 
corporations has been a matter of fre- 
quent comment. It is significant that, 
of the many owners of the American 
Telephone and Telegraph Company, 
there is not one controlling more than 
one percent of the stock. The figures 
given below with regard to the three 
named corporations will illustrate this 
point graphically: 


Company 









holders 
United States Steel Corporation. ... | 167,000 
Pennsylvania Railroad Company... .| 185,000 


American Telephone and Telegraph 
Company.... ..... 





These three companies alone have 
three-quarters of a million owners. 
Many corporations were formerly 
owned by one man, or by a small group 
of men, who, in accord with the present 
trend toward consolidation, released 
the stock to large numbers of share- 
holders. Thus, Andrew Carnegie per- 
sonally owned the steel company 
which J. P. Morgan and Company 
bought and organized into the huge 
United States Steel Corporation of 
today. Corporations of this type 
whose stock is now generally owned 
are: the United States Steel Corpora- 
tion, the Great Northern Railroad, the 
Standard Oil Company, the New York 
Central Railroad, the General Electric 
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Company and the Union Pacific Rail- 
road. This list is meant to be illus- 
trative only, and is by no means 
exhaustive. 


DIFFUSION OF Stock OWNERSHIP 


‘One of the greatest factors in the 
diffusion of stock is the policy of many 
companies to sell to their employees, 
usually by some instalment plan of 
payment. A recent survey indicated 
that in twenty-two corporations there 
were $15,000 employees, owning 4,250,- 
000 shares of stock. The number of 
railroad and public utility stockholders 
was estimated to have doubled in the 
period 1918-1925, although these fig- 
ures included others in addition to 
employees. 

Some companies have not confined 
their stock sales campaigns to employ- 
ees, but have invited the general public 
to participate in the instalment stock 
purchases, as well. Ownership of stock 
by employees has been found to pro- 
mote coöperation between the mana- 
gers and the employees. A share in 
the profits through employee stock 
ownership is a kind of company insur- 
ance against labor troubles. A rapidly 
developing field of investment has 
realized the advantage of widespread 
public ownership of its stocks, and we 
have the intensive sales campaign of 
the public utilities. It has beén said 
that there are in the United States 
today eight million stockholders of 
public utility companies. 

The extent of popular participation 
in stock ownership is greater than is 
generally realized. It is estimated 
that there are seventeen million persons 
in this group.1 The acquisition of stock 

1 Recent Economic Changes, the Presidents 
Conference on Unemployment, vol. I, pp. xii. This 
estimate may seem high to some; however, the 
point is that the number of stockholders has 
greatly increased, and not precisely how many 
such stockholders there are. 


106 


by so large a number of people cannot 
be without considerable social and 
political consequences, and it is with 
the effect of the unprecedented number 
of people in this group on the enti- 
trust laws that this paper is chiefly con- 
cerned. 

What is the effect of such a diffusion 
of ownership on the anti-trust laws? 
The new army of stockholdecs is a siz- 
able constituency. It is true that 
these seventeen million persons have 
no direct voice in future anti-trust 
legislation. But they are a fastor to be 
reckoned with in any future ‘aw-mak- 
ing on this subject. They were not 
present when the anti-trust laws were 
enacted, but they will be on hand when 
they are revised. Furthermcre, they 
are growing in numbers at an amazing 
rate. It seems safe to say that the day 
of prohibitory trust legislation has 
passed. 


CURRENT PROPOSALS OF REYISION 


Proposals to amend the anti-trust 
laws, in order to bring them into 
harmony with the trend toward conso!- 
idation, come from a variety of sources. 
All proposals require an alteration of 
the substance of the anti-trust laws, ot 
else the procedure of enforcemant, or 
both. Some of the most recent in- 
clude; ; 

1. Godification. At the Institute of 
Politics at Williamstown last summer, 
Mr. B. M. Webster suggested that all 
the present anti-trust laws be gazhered 
into one coherent body of legislation 
and clarified. This proposal would 
unite, into a single law, the laws of 
1890, 1914, 1918, 1922, and such others 
as may be deemed advisable. As the 
number of laws of this type is increas- 
ing, it would be necessary to de this 
much, at least. Mr. Webster pointed 
out that the necessity for this was al- 
ready present. 

2. Regulation by Commission. In a 


THE Annas oF THE ÅMERICAN ACADEMY 


recent radio address,* Mr. Samuel Unter- 
myer urged that the theory of prohibit- 
ing combinations is now impractical 
and expensive. He proposed that the 
Federal Trade Commission be given 
broader powers to regulate and super- 
vise both foreign and interstate corpora- 
tions. This would require the repeal 
of the Sherman Act, and possibly other 
acts. Powers of prosecution would be 
transferred from the Department of 
Justice to the Commission. He sug- 
gested, in effect, that the regulation of 
business combinations be patterned 
after the regulation of railroads by the 
Interstate Commerce Commission. 

The American Bar Association is 
drafting a bill, although none appears 
to have been drawnupasyet. ItsCom- 
merce Committee has had meetings 
on the matter. The Chairman of this 
Committee suggests? that a law be 
constructed so as to:.(1) retain the 
present anti-trust laws; (2) authorize 
the Federal Trade Commission (and 
other existing administrative bodies) 
to rule on requests to combine; (8) 
suspend the criminal provisions of the 
Sherman Act from the time of request 
to the Trade Commission to the time 
of the final court decision; and (4) 
continue as unlawful all combinations 
at present considered unlawful. 

Another interesting suggestion is 
that of Mr. B. A. Javits in The New 
Republic, April 11, 1928. Mr. Javits, 
apparently speaking of the Petroleum 
Institute, urged that trusts be per- 
mitted, if in the public interest. He 
also stated that all profits above an 
eight percent return on the investment 
should be taxed fifty percent in return 
for this permission. He had some 
difficulty, however, in defining “public 
interest.” 

In a later issue of the same review, 
July 18, 1928, Mr. Copal Mintz, re- 
2See New York Times, September 22, 1929. 

3 See Mr. Butler’s article in this vol. 
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ferring to Mr. Javits’ proposal, made a 
more comprehensive suggestion. He 
advised, in effect, that a constructive 
law should: (1) compel wide distribu- 
tion of stock ownership—the larger the 
combination, the wider the distribu- 
tion; (2) set aside a substantial portion 
of stock for employees to participate in 
the monopoly control; (8) limit salary 
of officers of the company; (4) tax all 
profits above an eight percent return to 
the extent of one-half; and <5) make 
officers of the company personally 
liable for mismanagement. Neither of 
the last two articles contains any rec- 
ommendations as to a commission to 
carry out the plan, although they seem 
essential, and may be implied, at least 
in Mr. Mintz’s case. 

8. Regulation by an Industrial 
Court. A recent address‘ before the 
Pennsylvania Bar Association by Mr. 
Donovan proposed an “advisory” 
court instead of the administration by 
a commission as suggested ky Mr. 
Untermyer. Mr. Donovan proposed 
to: (1) retain the present anti-trust 
laws, with some modification; (2) es- 
tablish an Industrial Court, with 
judges, to “advise” as to the legality 
of proposed mergers in interstate com- 
merce; (3) confer immunity from 
criminal provisions of the Sherman Act 
by a favorable decision of this court; 
and (4) invest the court with power to 
form a plan of reorganization of mer- 
gers dissolved by the United States 
Supreme Court. 

4, Repeal. There are some who ad- 
vocate repeal of the anti-trust laws. 
Mr. Matthew Woll, Vice-President of 
the American Federation of Labor, is 
one of these. Labor was instrumental 
in passing the Sherman Act in 1890. 
Mr. Woll admits this, and frankly says 
that since labor has come under the 
equity power of the courts under that 
Act, it desires the Law repealed. Mr. 

4See Mr. Donovan’s article in this vol. 
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Woll suggests uniform and public ac- 
counting 5'28 a means of control. 

The above, then, constitutes a brief 
résumé of the current proposals on the 
revision of the anti-trust laws. The 
amount of space here allotted unfortu- 
nately dodS not permit a more ex- 
tended discussion of these views. Any 
readers wh? desire to pursue any -of 
these propSals further may do so 
by referring to the sources given 
above. j 

It is clear? therefore, that should any 
revision be ¢ttempted by Congress, the 
million stockholders would 
be sufficiently Well represented there to 
prevent any ill so drastic and prohibi- 
tory as the Sperman Act from becom- 
f course, such influence 

rthan direct. It is the 
ic opinion and of senti- 
Iding sections of the 


seventeen 








ing a law. 
is indirect rath 
influence of pub 
ment in stockh 
country. . x 
Popular control f corporations is an 
entirely different mẹtter. It has been 
said that twenty percf?t of the stock of 
a company will contronthe policy of the 
company. It has bee. pointed out 
that ordinary persons a3 Stockholders 
often hold non-voting stoð, nd that 
stockholders, in general, have fUMeans 
of organizing so many scattered uits. 
Finally, if a stockholder disapproves of 
@ company policy, it has been urged 
that he sell the stock and buy another, 
rather than vote the stock in dis- 
approval. It is unnecessary to ques- 
tion these assertions. Popular control 
of industry through stock ownership is 
one thing; the effect of this new army 
of stockholders on the anti-trust laws, is 
another. Whatever he sells, does not a 
stockholder really remain in the pic- 
ture? Is there not a purchaser, a new 
owner, to take the place of the old one 
in every sale? This being so, and the 
army of stockholders being on the 


5 Current History, October, 1926; see Mr. 
Woll’s article in this vol. 
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increase, must we not acknowledge 
their influence on legislation» 


PROPOSED LEGISLATION AND THE 
Presant Laws | 


If the advocates of eithe} repeal or 
modification of the anti-trust laws 
undertake to alter the g statutes, 
there are at least three of these which 
will require their considergiion The 
first is the Sherman Act of 1890. This 
Law prohibited monopolies and com- 
binations which restrain trade among 
the several states. Its enforcement 
was intended to rest chie y with the 
Department of Justice. ‘The Federal 
Trade Commission Act ¢r 1914 was 
aimed at unfair trade pr 
enforcement was en Seon 
mission. The Clayto ee 1914 
was, in part, an effort/t, put enforce- 
ment of the Anti- Law nto the 
hands of injured pers, by making it 
easier for them to fue combinations. 
Any new legislatign must deal with 
these three laws,’ at least, It must 
deal with the Prcbjem of whether it is 
still desirable t retain this tripartite 
enforcement, 4o revise this present 
method, or Jo substitute a better plan. 
It musi also decide the question 
~ whether it is better public policy to 
permit interstate combinations which 
restrain trade, and to regulate them as 
the Interstate Commerce Commission 
regulates the railroads, or to continue 
the prohibition which seems to be a 
farce in some businesses and an almost 
intolerable handicap in others. 

Revision of the anti-trust laws should 
differentiate between three types of 
businesses in order to establish rules 
suitable for each. The railroads are 






already a well-established group, and - 


the current notion that they present 
characteristics peculiarly their own 
seems well founded. A second group, 
unlike any other kind of business, con- 
sists of corporations of a public utility 
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type. Interstate corporations dealing 
in necessities like heat, light and power 
have inherent difficulties which seem to 
warrant separate regulation. There 
are about twenty-two thousand cor- 
porations in the third group. They 
are ordinary business corporations, not 
railroads or public utilities. The re- 
vision of the laws affecting these three 
groups should adjust its provisions to 
the different purposes for which these 
groups of merged businesses are to be 
regulated. In regard to railroads and 
public utilities, it has been frequently 
essential to sacrifice the competitive 
theory to public convenience. As 
ordinary business merges, it is becom- 
ing apparent that the cost of requiring 
competition in some businesses is al- 
ready creating the problem of whether 
or not it can be continued. No one 
would suggest that two railroad lines 
should be forced to compete in the 
manner that ordinary business com- 
petes. Should a business, merged to 
the point that the meat packing busi- 
ness has been, be forced to compete? 
Or, should we gain more if we permitted 
them to merge, and then regulate 
prices as we now regulate railroad 
fares? It is the changing investments 
that Lave made this problem acute. 
The rew methods of financing such 
companies on a large scale, through the 
issuance of new securities and stock 
dividends, are changing the character 
of the business. Must not the charac- 
ter of the regulation be altered in order 
to cope with this new situation? The 
present laws were designed for an in- 
dustrial period fast disappearing. 
Should they not pass into history with 
that period? ` 


Tue Lossy 


It is certain that any revision of the 
anti-trust laws will encounter the 
lobby. A business which telegraphs 
congressmen through its stockholders, 
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writes school books and supports col- 
lege courses, would hardly be expected 
to be inactive during a revision of legis- 
lation affecting it so vitally.’ The 
difficulty is not that a group is repre- 
sented by a lobby. The trouble is that 
a lobby, strong in Washington, may be 
influential entirely out of proportion to 
the opinion of the rest of the country. 
We must expect business to take an 
interest in legislation affecting it. It 
is regrettable that the ordinary citizen 
does not take a greater interest. One 
cannot imagine the kind of legisletion 
we should have if no one took any 
interest. All that can be desired is 
that such interests be where the public 
eye can view them, and not under the 
table or in a school book. Legislation 
has been subject to the lobby ever since 
the organization of government. Cer- 
tainly we do not expect to get along 
without it today. The tendency of 
corporations to inform their stock- 
holders of pending bills seems to be a 
growing one. Circular letters dealing 
with legislation are part of the stock- 
holders’ mail, and if the number of 
stockholders continues to grow, this 
may have genuine educationel value 
for all concerned. 


Sources OF APPROVAL 


It has been suggested—and with 
some degree of reason—that merging 
has already met with approvel from 
unexpected sources. In so far as it 
restrains commerce among the states, 
it is plainly unlawful except as to rail- 
roads. Many businesses are educating 
their stockholders through the mail as 
to the advisability of merging with 
rival or allied companies. As w2 have 
already seen, there are seventeen mil- 
lion of these stockholders. They repre- 
sent one source from which some ap- 
proval of mergers can be expected. 


"See Logan, E. B., “Lobbying,” Supplement 
to vol. 144 of The Annals, July, 1929, p. 31. 
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This new factor in our changing invest- 
ments, this growing army, will not only 
influence any proposed law, but will 
also influence the enforcement of the 
present one. 

Various acts of Congress have ap- 
proved combinations in certain busi- 
nesses—and for special reasons. The 
Webb Act of 1918 permits combina- 
tions in foreign trade. The Railway 
Act of 1920 permits railroad consolida- 
tion, with the approval of the Interstate 
Commerce Commission. The Agri- 
cultura] Law of 1922 allows combina- 
tions of farmers and dairymen in 
interstate commerce, subject to the 
regulation of the Department of Agri- 
culture if they unduly enhance 
prices. 

Organized labor has gone on record 
as strongly favoring a repeal of the 
anti-trust laws. It denounced the 
Sherman Act at the convention of the 
American Federation of Labor, at 
Portland, Oregon, in 1928. It was one 
of the strongest advocates of an anti- 
trust law in 1890. 

The Sipreme Court has approved 
codperative group action which does 
not restrain trade among the several 
states. In the Maple Flooring case,’ 
it approved an association in interstate 
commerce which met and exchanged 
information on output and prices. It 
was shown in this case that the associa- 
tion did rot take concerted action to 
fix prices. The case was a close one 
(three jus:ices dissenting), and there- 
fore does not remove the uncertainty 
as to future cases of this type. It may 
be taken as indicating the general 
change of opinion in the direction of a 
more intelligent attitude toward asso- 
ciations involved in the Sherman Act. 
That the court, labor and Congress 
should all show evidence of a more 
reasonable attitude toward combina- 
tions is indicative of how generally 

7268 U. S. 868 (1925). 
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accepted the fact has become that 
some change is required. 

In conclusion, the writer submits 
that due to the decrease in real estate 
ownership and the increase of invest- 
ments in stocks and bonds by all classes 
of people there exists a condition for 
which the Sherman Act is an inade- 
quate answer. These investment 
changes have brought new factors for 
consideration in the trust problem. 
The confidence of the investor has re- 
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placed the fear of monopoly. Pro- 
posals to alter the anti-trust laws 
recognize this. Various groups-—or- 
ganized labor, Congress and the courts 
—have indicated a more intelligent 
attitude toward the merger, a present- 
day economic asset. It remains to 
incorporate this new economic policy 
into legislation which will restrict 
mergers only so far as the public in- 
terest may require. 


‘The Effects of the Administration of the Anti-Trust 
Laws Upon Labor and Services 


By Wasare: P. Broopcoop 


Member, Executive Council and Comurission on Industrial Inquiry, National Civic 
Federation, M: waukee, Wisconsin 3 


HAVE been asked to deal with the 

effects of the administration of the 
anti-trust laws on labor and services. 
What part of the prosperity or profi- 
of the producer is passed on to labor, 
the distributor and the consumer? Is 
the division equitable or inequitable? 
What is the undercurrent—content œ 
discontent? 

I should hesitate—in fact, refuse—to 
express views or a conclusion on a suk- 
ject so vital to the prosperity of our 
nation if it were not for contacts that I 
have had during the past twelve years 
as a member of the Executive Council 
of the National Civic Federation, an 
organization created by Mark Hanna 
and Samuel Gompers to discuss and 
attempt to mediate conflicts between 
labor and capital, and during the past 
two years as a member of its Com- 
mission on Industrial Inquiry. 

It should be understood that the pic- 
ture I have attempted to paint and the 
conclusions drawn therefrom are not to 
be understood as those of the commit- 
tees on which I have served, and am 
serving. 

I shall consider the legal aspects 
only in so far as they have a bearing on 
the human aspects. No one will seri- 
ously question that governmeni is an 
art, not a science; that its true purpose 
is to reconcile individual liberty with an 
orderly progress of society; that the 
cause of most wars has been largely due 
to commercial rivalry; and that class or 
civil warfare has as its basis discontent 
growing out of economic and industriel 
disturbances. Therefore, if the ad- 
ministration of our anti-trust laws is 


not in the interest of labor and services, 
and not functioning for the general 
good, if our form of democracy is to 
prosper and continue, the defects in 
these laws and the administration 
thereof must be remedied. 


NATIONAL Crvic FEDERATION Inquiry 


At the twenty-seventh annual meet- 
ing of the National Civic Federation, 
held in December, 1927, Mr. Matthew 
Woll, then and now President of the 
Federation and Vice-President of the 
American I'ederetion of Labor, stated 
the problem facing business and labor 
due to the administration of the anti- 
trust laws, and closed his address as 
follows: 


The interpretation of the anti-trust laws, 
coupled with the growing equity power of 
our courts, presents problems and ultimate 
consequences that should demand the at- 
tention of all serious-minded and unbiased 
persons. These problems can no longer be 
lightly regarded, nor be dismissed by a 
prejudiced or partisan justification or 
condemnation. . 

It was unanimously decided to make 
a study of three related questions, the 
cause of much bitterness between the 
two great forces—capital and labor— 
these questions being: 

(1) Should our anti-combination and 
anti-monopoly policies be modified or 
abendoned to permit better industrial 
organization and more efficient pro- 
duction? 

(2) Is there need for the abolition or 
modification of the use of the injunction 
in industrial disputes? 

(3) Are promises required of work- 
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men, obligating them not to join a 
union (the “yellow dog” contracts), a 
proper part of modern work contracts? 

What are the scope, purpose and 
effects of the company unicn move- 
ment, and what is its relation to, and 
effect upon, standard trade unions? 

To carry out this study seventy rep- 
resentative men of business and of the 
legal profession, educators, scientists, 
manufacturers, chain store executives, 
trade association directors and labor 
leaders,. accepted membership on the 
Commission on Industrial Inquiry. 
From the personnel of this Commission 
there was appointed a Committee on 
Plan and Scope, the questions to be 
studied by three separate coramittees. 
It was sought to make these commit- 
tees representative of every view, as 
well as of organized business and labor. 
No report has been made by these 
committees to the Commission. 

As Chairman of the Committee on 
Study of Anti-Trust Legislaticn, I have 
attended numerous meetings and con- 
ferences at which the human, as well as 
the legal, aspects have been ciscussed. 
Due to the untiring and patriotic 
efforts of Arthur E. Foote, D=rector of 
Study, and to the analysis that he has 
made of the documents, papers and 
pamphlets filed with the Committee, 
including replies made in response to 
questionnaires from lawyers, bankers, 
economists, philosophers and trade as- 
sociations; due to the helpful codpera- 
tion of the late Dr. Jeremiah W. Jenks 
(one of America’s great economists); 
due to the knowledge and experience of 
other members of the Committee, in- 
cluding Rush Butler, Chairman of the 
Commerce Committee of the American 
Bar Association, J. Harvey Williams, of 
Buffalo, who is recognized as expressing 
the view of the smaller industrial units; 
and due to the contacts at meetings 
with the chairmen of the other divisions 
and with representatives of organized 
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labor, we have gained some under- 
standing, not only of the vital impor- 
tance, but of the complexity of the 
problem. 


EARLY CONCLUSION 


At the outset of the inquiry, broadly 
and briefly stated, the conclusion was 
reached that every price, no matier how 
reasonable, tf fizesd in combination, and 
every strike, no matter how peaceful, if it 
tnterfered with commodities in interstate 
commerce, is unlawful. In conse- 
quence of these and other similar deci- 
sions, in every industrial center of the 
United States leaders of organized labor 
and (or) business, separately, are fre- 
quently in secret conference discussing 
how industry may function without 
being in contempt of court due to in- 
junctions granted, pending, threatened 
or anticipated. 

If the injunctions now in force, and 
those which should be granted if 
sought, applicable to business and (or) 
labor, and punishments for the con- 
tempt thereof, were enforced, there 
would be no accommodations in the 
jails. The Federal Government would 
have to establish a chain store system 
of jail barracks. It is also quite evi- 
dent that the ruthless elements—fortu- 
nately they are not in control—both in 
business and labor, would welcome this 
condition. They want a fight to a 
finish. Their purpose is to discredit 
the courts in the eyes of the people. 
In consequence of these conditions 
organized labor, as well as organized 
business, is seriously threatened, for the 
ruthless minority element in both is 
seeking ascendency, and conditions 
may arise which would give it control | 
in the event business and (or) labor 
attempt to function under the anti- 
trust laws as now interpreted. These 
ruthless leaders would defy the courts 


` 1 renton Potteries case, 278 U. S. $92. 
1 Bedford Stone care, £74 U. 8. 87. 
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and would call upon them to go the 
limit in enforcing injunctions. 

To those who have not been im- 
mersed in a study of this subject, the 
gravity of the situation, as I have de- 
picted it, will be viewed as grossly and 
unwarrantably exaggerated. 

The great prosperity which the coun- 
try has enjoyed for the past six or 
seven years has been reflected (until 
very recently) not only in the stock 
market, but in the attitude of the De- 
partment of Justice. It is quite evi- 
dent from the data that have come to 
the attention of this Committee that 
the anti-trust laws, as interpreted by 
the Supreme Court of the United 
States, were generally considered by 
both business and labor organizations a 
dead letter, and, like the Blue Laws, 
would no longer be enforced. 

In the course of the study and in- 
vestigation undertaken by this Com- 
mittee, certain plans, business pro- 
grams and codes of ethics adopted 
by various industries, either through 
trade associations or trade institutes, 
were brought to our attention. It was 
represented that at least some of these 
plans and programs apparently had the 
sanction of the Department of Justice, 
and it appeared that some of the codes 
of ethics had been adopted at trade 
conferences held under the auspices of 
the Federal Trade Commission 

It was the view of many of the mem- 
bers of the Committee that if these 
plans, programs and codes of ethics 
were legally enforceable, and not in 
violation of the anti-trust laws, there 
was probably no urgent reason, from 
the standpoint of business, at least as 
applicable to the small industrial unit, 
for any amendments to the Anti-Trust 
Law. 

There was concretely presented, for 
the attention of the Department of 


Justice, the procedure as we understood , 


the facts to be in connection with the 
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plans and programs to which I have 
made referance, and also the codes of 
ethics adopied by various industries; 
and we sought to get an expression from 
the Attorney General of the present 
Administrat_on as to whether or not 
they violazed the provisions of the 
Anti-Trust Law. I interpret the ad- 
dress of Her. William D. Mitchell, the 
Attorney General of the United States, 
delivered az the annual meeting of the 
American Eer Association at Memphis, 
October 25 1929, as a pronouncement 
that the Arti-Trust Law will be en- 
forced as ic business and (or) labor 
organizatioas. In brief, he says: 


Our materiel prosperity has been so over- 
whelming, cur business institutions have 
been increasing in size and number with 
such leaps arc Lounds, I feel there has been a 
disposition hs-e and there to go too far and 
transgress the aw... . 

The Deper-ment’s program of law en- 
forcement dce: not make any exception of the 
anti-trust laus ... It will be the duty of the 
Attorney Gereral to enforce those laws, and 
we shall unde~wake to do this without prejudice 
and with fairness, but with firmness. 


There is mo question that the pro- 
nouncemen: of the Attorney General, 
who is bourd by his oath of office to 
administer and enforce the laws, is 
sound and wienswerable. 


POSITION or ORGANIZED L&80R 


In connexion with, and in contrast 
to, the prorcuncement by the Depart- 
ment of Juscice, we must consider an 
editorial which recently appeared in the 
newspapers owned by the Scripps- 
Howard Syrdicate. Itprobably reached 
fifteen millcn people. It is entitled, 
“Where is ike Ameridan Federation of 
Labor?” Some of the high spots 
follow: 


To anyone interested in the rights and 
welfare of the workers, the American Fed- 
eration of Lancr ... is a somewhat pa- 
thetic organizstion. It has to report: 
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(a) A labor awakening in the south, in 
which it has little share; and industrial war- 
fare in the south, which it has done little to 
mitigate. ‘ 

(b) Basic industries, such as steel, auto- 
mobiles, rubber, oil, in which labor has 
neither organization nor collective bar- 


gaining. 

(c) Other basic industries, such as coal 
and textiles, in which chaotic conditions 
drift from bad to worse, with the Federation 
having no constructive program to prevent 
increasing suffering in those trades. 

(d) Growth of the anti-labor injunction 
evil handcuffing the unions, and its help- 
lessness to protect the constitutional civil 
rights of the workers. . . . 

Certainly government and industry are 
jointly responsible when the Secretary of 
Labor must admit that “there are among us 
from ten to twenty million people who do not 
share as they should in the pros-vertty enjoyed 
by the rest of us.” Certainly government 
and industry are jointly responsible for the 
legal and physical terrorism which victim- 
izes workers and their unions. . . . 

If the American Federation of Labor can- 
not get justice for labor in Congress, in the 
courts, and in industry, who can? ... 

In conclusion, “The American Federation 
of Labor is accurately described as the aris- 
tocracy of labor. All ariszocracies are 
subject to dry rot.” 


Mr. Matthew Woll has sent me a 
copy of his article, which will appear 
with this symposium. If the anti- 
trust laws are enforced as against labor, 
the great labor group in the United 
States will endorse his conzlusion: 


Our workmen have become conspirators 
in a land of men who boast before the world 
their freedom. The Great Guaranties have 
been replaced with a court-made catalogue 
of “shalt nots” that go beyond the dreams 
of kings and transcend the power of 
emperors. ° 


The symposium of views given in the 
American Labor Legislaticn Review of 
September, 1928, clearly discloses what 
is set forth in great detail from all 


agencies throughout the United States © 
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in the reply to the questionnaire of the 
Civic Federation. The pronounce- 
ments on the anti-trust laws in this 
symposium are: 

From the standpoint of the League 
for Industrial Rights: “It is a bulwark 
of freedom.” 

From the standpoint of the New 
School for Social Research: “It is a 
menace to freedom.” 

From the standpoint of organized 
labor, the charge is made that there is 
“the double standard in applying the 
Sherman Act.” 

From the standpoint of the legal 
profession: “Make the laws more 
explicit.” 

From the standpoint of the legisla- 
tive expert: “The labor injunction—a 
red flag.” 

From the standpoint of the econo- 
mist: “The Sherman Act is a necessary 
evil.” 

Continental and British jurispru- 
dence approach the matter of combina- 
tion with the dominant idea that the 
whole public is to be safeguarded. 
American jurisprudence looks only to 
the consumer. Our anti-trust laws for- 
bid coöperation among competitors, 
regardless of the good results and the 
good purposes which may have inspired 
such coöperation. 


“ PROFITLESS PROSPERITY” 


The evidence before the Committee 
would seem to clearly indicate that 
during the past few years a great 
volume of business has been transacted 
in the United States, and that apart 
from the corporations of huge and 
dominating magnitude a majority of 
the average producing and distributing 
corporations have been conducted on a 
basis aptly described as “‘profitless 
prosperity.” 

J. Harvey Williams has most graphi- 
cally depicted this situation in articles 
in the Atlantio Monthly of March and 
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June, 1928. A trade association secre- 
tary of Chicago pithily and briefly 
described the situation as follows: 


One cannot now run business as in 1890— 
forty years ago—since the arrival of the 
wireless, automobiles, the radio, aerial 
transit, and so on; still the Government tells 
business it must be regulated and run as it 
was in the past. The answer is trusts, 
combinations, mergers, chain stores, and so 
forth, among which the ordinary citizen is 
ground as between millstones by the power- 
ful purchasing agencies and is forced to give 
up. Middle-sized merchants and home 
owners are what build a community and 
make a neighborhood, not rubber-stamp 
employees. 


Ex-Senator James Hamilton Lewis 
has been making addresses throughout 
the United States before bar and trade 
associations in which, in effect, he 
charges that business competition and 
national prosperity are receiving death 
blows in mad mergers of money and 
concentration of commerce; that the 
United States has fewer national indus- 
tries than we had before the war, and 
fewer banks. This means less money 
for small business and more money for 
merged monopoly. He warns, as I 
find many other publicists are doing, 
that if the people remain silent in the 
hopes of benefit because of the pretense 
that the fewer institutions the less the 
expense, and, therefore, the lower will 
be the cost of everything, they will 
awake to find themselves caught in the 
stockade; that, if they do not oppose 
this trend, they will bring upon this 
nation either an era of despotism of 
masters or an uprising of radicalism and 
communism that will destroy honest 
property, overturn just credit, terrorize 
true capital and frighten honest in- 
dustry from every undertaking, and 
bring upon the land a panic of terror 
and desolation. 

It is quite evident to me that, in spite 
of the apparent bountiful prosperity 
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throughout the United States, there is 
an undercurrent of discontent extend- 
ing not only to labor and the distribu- 
tor, but to the owners of the smaller 
industrial producing units. 

I would not want to be understood as 
saying that the survey that has been 
made by the Commi-tee is sufficiently 
complete or comprehensive on which to 
base a conclusion as to whether monop- 
olies or so-called trusts are passing an 
equitable proportion of the savings 
growing out of mass production to the 
consumer, in the form of lower prices or 
to the laborer in the form of higher 
wages; but I interpret the evidence 
before the Committee as justifying the 
conclusion that there is discontent and 
dissatisfaction, and that, therefore, the 
Harvey Williamses, the J. Hamilton 
Lewises and the: Scripps-Howards re- 
flect the views and voice the sentiments 
of millions of people in the United 
States in every section and from every 
group. 


CATALOGUE OF CONTENDING PARTIES 


If the anti-trust laws are enforced, as 
they should be enforced, so long as they 
are statutes, the contending parties in 
the field of production, in organized 
business and labor, and in the field of 
distribution, can justly be catalogued 
about as follows: 

(1) The conservative leaders*-pres- 
ent spokesmen of organized labor— 
who want to live within the law and 
who advise the unions with which they 
are affiliated to function under the laws 
as interpreted and applied by the Su- 
preme Court of the United States. 

(2) Those advocating the One Big 
Union to include all trades. To 
them, every dispute should mean a 
general strike, with leaders who glory in 
defying the courts and who would 
make the struggle between the em- 
ployer and the employee a war to the 
death. They scoff at and ridicule 
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those now guiding organizec labor as 
the “kept agents” of organized busi- 
ness. : 

(8) The executives of the average 
corporation trying to meet the compe- 
tition of many others in the same field, 
seeking to function within the law, and 
torn between conflicting emotions and 
diverse advice. Shall we discuss prices? 
If so, how and under what conditions? 
They are seeking to know what is con- 
demned and what commended, and are 
trying to ascertain what is the true 
interpretation to be given to the last 
decision of the Supreme Court of the 
United States. 

(4) Chairmen of the boards of cor- 
porations controlling the production of 
fifty percent, or a trifle more or less, of 
some basic commodity, commonly 
known as the “good trusts,” operating 
under some decision, holding that their 
restraint of trade is reasonable, or that 
they are entitled to a monopoly 
through ownership of valid patents. 

These men are not entirely happy. 
They must’keep their competitors sat- 
isfied, which means permitting them to 
fill their factories with profitable busi- 
ness. They live in the constant fear of 
a change in the policies of the Depart- 
ment of Justice, which may result in 
new proceedings and decisions, putting 
them in the class of “bad trusts.” 

(5) “In the field of distribution there 
has grown up in recent years a titanic 
struggle between the wholesaler, job- 
ber, commission merchant and retailer, 
on the one hand, and the chain store 
organizations, on the other. This 
battle of giants; to reach and hold the 
trade of the consumer, bids fair to be 
more intense and more bitter than that 
existing between the groups of organ- 
ized business and labor in the field of 
production. 

These staggering problems of indus- 
try, plus the enforcement of prohibi- 
tion, fall almost exclusively on the 
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courts. In consequence, on the heads 
of the Federal judiciary, in particular, 
is and will be heaped, largely in secret, 
the abuse of all these groups. 

The enforcement of the anti-trust 
laws should, and will, tend to clarify 
immediately what would otherwise be- 
come an intolerable situation; that en- 
forcement based only upon the “con- 
sumer’s philosophy” will be swept 
away. All interests should realize that 
it is most fortunate that the gravity of 
the situation is being brought to the 
attention of the public through the 
executives of organized labor; that they 
have done so in a masterly, conserva- 
tive and dignified manner; and that 
they are seeking to avoid sensational- 
ism or an appeal to the passions or the 
prejudice of any group. 

Thanks to our immigration laws, the 
interests of Jabor and of business are, 
and should be, treated as identical. 
There should be no double standard in 
the enforcement of the anti-trust laws. 
In consequence, the ruthless leaders in 
business will have to bow to the views 
of the conservative group, which is not 
only in the ascendency, but constitutes 
the great majority, and the ruthless 
leaders of labor will be unable to prove 
the charges against the present leaders 
of labor made in the Scripps-Howard 
editorial. 

We are fortunate in having as the 
Secretary of Commerce a worthy suc- 
cessor to President Hoover, equipped 
by experience and temperament to be 
of great assistance in bringing together 
the contending parties in industry in 
an effort to reach an agreement upon 
remedial legislation, which will cer- 


‘tainly, no matter how inadequate, tend 


to avoid in a great measure the conflict 
between these warring interests in 
industry. Our anti-trust laws must 
provide for the protection of all the 
people—producer, a distributor 
and consumer. 


` Some Reciprocal Effects of Our Anti-Trust Laws, 
with Special Reference to Australia 


By D. B. Copuanp 
Professor of Commerce, University of Melbourne 


and 


J. G. Norris 
Tutor in Law, Department of Commerce, University of Melbourne, Melbourne, Australia 


E shall confine the treatment of 

this subject to a discussion of the 
influence of American anti-trust legis- 
lation upon legislation in Australia 
since the establishment of the Com- 
monwealth (1901) and upon the recent 
methods adopted in some other coun- 
tries for controlling monopoly. It 
will be necessary to distinguish between 
the attitude of public opinion in the 
early period of anti-trust legislation, 
ending about 1918, and in the later 
period. In the early history of the 
Australian Commonwealth the exist- 
ence of combinations in certain indus- 
tries, notably sugar, shipping and coal, 
attracted public attention and the 
democratic nature of the Parliament 
of the Commonwealth led to an early 
attempt at prohibitive legislation. 
This was embodied in the Australian 
Industries Preservation Act, 1906-1910. 
Under the Commonwealth Constitu- 
tion, Parliament can pass legislation 
with respect to foreign and interstate 
trade, but not with respect to trade 
within a state. In the original Act, 
sections five and eight prohibited 
“any foreign corporation or trade or 
financial corporation” from entering 
into any contract in restraint of trade 
or controlling to the detriment of the 
public the supply or price of any 
service, merchandise or commodity 
“within the Commonwealth.” These 
sections were held by the High Court 
to be invalid in Huddart Parker & Co. 


Pty. Lid. v. Moorhead, because they 
did not fall within the provisions of the 
Constitution, which confine the legis- 
lative powers of the Commonwealth in 
this connection to foreign and inter- 
state trade. They were repealed in 
1909. A review of the development of 
trusts in Australia in 1914 showed that 
the majority of trade combinations 
did not extend beyond the limits of a 
state; consequently, the anti-trust 
legislation was limited in its applica- 
tion.? 


Tae CommerciaL Trust 


The Act itself prohibited any per- 
son from making a contract or engaging 
in a combination in relation to trade 
or commerce with other countries or 
among the states, if such action were in 
restraint of trade. An important fea- 
ture was the provision that if a de- 
fendant was a “commercial “trust,” 
this in itself was evidence of combina- 
tion. A commercial trust is defined in 
the Act as including « combination 


whether wholly or partly within or beyond 
Australia, of separate and independent per- 
sons (corporate or unincorporate), whose 
voting power or determinations are con- 
trolled or controllable by: 

(a) The creation of a trust as understood 
in equity, or a corporation, wherein the 
trustees or corporation hold the interests, 

18 C. L. R. 380 (1908). 


2 Wilkinson, The Trust Movement in Australia 
(Melbourne: Critchley Parker, 1914). 
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shares or stock of the constituent persons; 
or 

(b) An agreement; or 

(c) The creation of a board of manage- 
ment or its equivalent; or 

(d) Some similar means; 
and includes any division, part, constituent 
person or agent of a commercial trust. 

It is clear from the debates in 
Parliament that Australian legislation 
was very greatly influenced by the 
Sherman Act. Thus, Sir William 
Lyne, Minister for Trade and Customs, 
in moving the second reading of the 
Bill, made the following statement at 
the outset of his speech: 

This Bill aims at preventing monopolies. 
If such a measure had been enacted in the 
United States early in the history of that 
country, there would not be the huge mo- 
nopolies which exist there today. It is well, 
therefore, that we should deal with this 
matter at an early stage in our national 
life, because the Commonwealth is destined 
to make very rapid strides. If honorable 
members have taken the trouble to read 
the attempts which have recently been made 
to cope with certain monopolies in the 
United States, they must admit that it 
would be a sorry thing indeed if similar 
monopolies were created in Australia, 

He then proceeded to compare cer- 
tain provisions in the Bill with similar 
provisions in the Sherman Act, and 
further remarked that ‘ 
honoraltte members will see that there is 
very strong legislation in the United States 
and the clauses I have just read are adopted 
from that legislation.’ 


COMPARISON OF SHERMAN AND AUs- 
TRALIAN LAWS 


An important distinction was made 
by Mr. Isaac Isaacs, then Attorney 
General, between the Australian Act 
and the Sherman Act in the following 
words: 

Honorable members will see from these 
cases that the American law devotes itself 


3 Parliamentary Debates (Commonwealth), vol. 
81, pp. 248-47. 
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entirely to the question of whether there is a 
restraint of trade without regard to the 
fact that it is beneficial or injurious. 
This Bill will, I thmk, be seen to be framed 
with greater care to meet what I think to 
be the justice of the position, as, unless the 
restraint is to the detriment of the public 
or injurious to industries which ought to be 
preserved, there is no penalty at all. But 
if there is a restraint of trade to the detri- 
ment of the public, or if there is an intention 
to destroy Australian industries whose 
existence is shown to be beneficial to 
Australian producers, consumers and work- 
ers alike, there is a breach of the Act.‘ 

This point of view was emphasized 
in an important addition to the Act in 
1910, providing that it would be a 
defense to a proceeding for an offense 
under the Act that the alleged restraint 
of trade was not “to the detriment of 
the public” and was not “unreason- 
able.’’5 

The enthusiasm for the American 
legislation shown by the sponsors of the 
Bill and by the Labor Party was not 
shared by members of the Opposition. 
On this point, the following statement 
made by an opponent of the Bill dur- 
ing the debate is of interest: 


All we know with regard to the second 
part of the Bill is that it is based on the 
Sherman Act of the United States. To 
those who wish to see anti-trust legislation 
made effective, that fact does not convey 
very much comfort, because we know that 
the Sherman Act has absolutely failed to 
accomplish the object for which it was 
designed. When the Act was introduced 
into the United States in 1890 trusts and 
combinations were in their infancy. Now, 
after the Act has been in force for sixteen 
years, they are in full operation, and have 
become’a by-word throughout the civilized 


1 Ibid., p. $80. 

5 It must be understood that the opinions ex- 
pressed by Mr. Isaazs were based on the interpre- 
tation of the Sherman Act then current in the 
United States and subsequently rejected in the 
cases of Standard Oil Co. of New Jersey v. United 
States, 221 U.S. A. (1911), and Untted States v. 
American Tobacco Co., 221 U. S. A. 108 (1911). 
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world. All that we know at present is that 
the Act upon which this measure has been 
framed has proved a failure.’ 


Other British Dominions passed 
similar legislation at about the same 
time. In New Zealand, the Com- 
mercial Trusts Act (1910) was designed 
to repress monopolies. The Combines 
Investigation Act (chapter IX, 1910) 
of Canada made provision for an in- 
vestigation into the operation of mo- 
nopolies and for subsequent legal pro- 
ceedings against persons proved to be 
engaged in monopoly control. In the 
Union of South Africa, under the Post 
Office Administration and Shipping’ 
Combinations Discouragement Act 
(1911), the Governor General was em- 
powered to discriminate with respect 
to mail contracts and regulations 
regarding docks and railway freights 
against persons connected with ship- 
ping or other combinations deemed 
detrimental to South African trade or 
industries. The Australian legislation 
is, however, wider in its scope and was 
intended to be more definitely repres- 
sive than the legislation of the other 
Dominions mentioned. This may be 
due, in part, to the fact that in the 
early years of federation both Parlia- 
ment and the High Court were con- 
siderably influenced by American prec- 
edent in regard to Federal legislation 
and Federal powers. 


PROPOSED AMENDMENTS TO 
CONSTITUTION 


In the few cases which have gone to 
the courts under the Industries Pres- 
ervation Act, the chief obstacle to 
securing a conviction rested in the 
court’s interpretation of the degree to 
which a restraint of trade was against 
the public interests. On appeal, the 
higher courts invariably held that a 
restraint of trade of this nature had 


$ Parliamentary Debates (Commonwealth), vol. 
81, p. 489. 
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not been proved. Thus, in Adelaide 
S.S. Go. v. The King,’ it was held by 
the Full Court of the High Court of 
Australia 

that the egreement between the proprietors 
and the ship owners was not, on its face, 
made wit. intent to restrain trade and com- 
merce to the detriment of the public. 


To overcome these and other diff- 
culties in rendering the legislation 
effective. efforts were made, originally 
in 1911, and on three subsequent 
occasions in a modified form, to in- 
crease the powers of the Common- 
wealth by amending the Constitution. 
On the rst two occasions (1911 and 
1913), tae problem of monopoly oc- 
cupied an important place in the pro- 
posed amendment, but in 1919 and 
1926, though the amendments would 
have given the necessary powers they 
were not advocated primarily for this 
purpose. The amendment of 1911 
proposed the following addition to the 
Constitution: 


Where each House of Parliament, in the 
same session, has by resolution declared 
that the industry or business of producing, 
manufacturing or supplying goods, or of 
supplying any specified services, is the sub- 
ject of any monopoly, the Parliament shall 
have power to make laws for carrying on 
the industry or business by or under the 
control of the Commonwealth, and acquir- 
ing for that purpose on just terms any 
property used in connection with the 
industry or bus:ness on just terms. 


On this occasion, as on subsequent 
occasions, the increased powers were 
tefused at a referendum. The early 
experience of prosecutions under the 
Act was an important cause, and the 
tefusal of the people to grant increased 
powers to the Commonwealth was a 
significant indication of a reversal of 
public opinion regarding the efficacy 
of legislative contrcl of monopolies, 


715 C. L. R. 65 (1912). 
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It is no exaggeration to say that the 
Act remains largely a dead letter and 
is now claimed to be detrimental to 
the development of “rationalization” 
in at least one important Australian 
industry. As a result of a conference 
of overseas ship owners and representa- 
tives of the importing and exporting 
industries of Australia, the Australian 
Overseas Transport Association was 
formed, in 1928, for the purpose of 
effecting economies in overseas trans- 
port. The important question has 
now arisen whether an agreement made 
between shippers and ship owners is 
permissible under the Act. At the 
time the Act was passed it was popu- 
larly assumed that such an agreement 
would be detrimental to the public 
interests, and according to the state- 
ment of the Overseas Transport Asso- 
ciation it will be necessary to secure an 
amendment to the Act before an agree- 
ment can be effectual. 


SHERMAN Law INAPPLICABLE ABROAD 


In the United States a change in the 
method of controlling monopoly was 
made by the creation of the Federal 
Trade Commission, in 1914, and the 
passage of the Webb-Pomerene Act, 
in 1918, also indicated a significant 
change in the attitude of public opinion 
toward the problem of monopoly. 
Before proceeding to examine the 
effects of the Webb-Pomerene Act 
upon legislation in Australia and other 
countries it will be desirable to sum- 
marize the relation of the anti-trust 
legislation to the American export 
trade. In this connection, it is first 
essential to point out that the legisla- 
tion has no extraterritorial effect. 
That acts done‘in foreign countries do 
not fall within the scope of the Sherman 
Act was clearly established in 1909 in 
the case of American Banana Co. v. 
United Fruit Co2 This case was 

8 218 U.S, 847. 
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decided on the general rule that the 
character of an act as lawful or unlaw- 
ful must be decided wholly by the law 
of the country where it is done. It 
was, therefore, possible for a United 
States company to act in restraint of 
trade against a competitor in a foreign 
country, provided the act was done in 
that country. On the other hand, 
however, under the Sherman Act it was 
not permissible for an American com- 
pany to perform any act in the United 
States creating a restraint of trade 
abroad. This was established in 1918 
in the case of Untied States v. Pacific 
and Arctic, etc., Co.2 With regard to 
foreign companies operating in the 
United States, it was declared in 1911 
in the case of United States v. American 
Tobacco Co.,° and in other cases, that 
acts done by such companies in the 
United States fall within the scope of 
the legislation. 

These cases indicate that up to the 
passage of the Webb-Pomerene Act the 
anti-trust legislation operated with at 
least equal severity upon United 
States and foreign companies carrying 
on business in the United States. ‘The 
new legislation must be looked upon 
as an indication that the United States 
was being swept into the vortex of 
competition for the foreign markets of 
the world. That the export trade of 
the United States was destined to make 
great advances was evident to com- 
petent observers before the War. 
With the demand for War materials 
and foodstuffs this expansion came 
more rapidly than was anticipated. 
In some industries exporting semi- 
manufactured or finished goods the 
trade was in the hands of great amalga- 
mations, such as the United States 
Steel Corporation, the International 
Harvester Company and the National 
Cash Register Company. These com- 


* 228 U. S5. 87. 
10 221 U. S. 106. 


Recrerocan Errects or Our Anti-Trust Laws 


panies were able to compete effectively 
with foreign companies and did not 
require special exemption from the 
anti-trust legislation. It was with 
respect to competing companies de- 
sirous of increasing their sales in foreign 
markets that the anti-trust legislation 
was deemed to operate harshly. When 
these facts were emphasized by the 
newly established Federal Trade Com- 
mission their significance was readily 
appreciated by the public, and the 
Webb-Pomerene Act was the natural 
result. : 

To an outsider, however, the logie 
was not so irresistible. It mattered 
little that Germany had through the 
cartel movement practiced price dis- 
crimination in her export trade, that 
Great Britain was soon to make special 
provision for granting credit to ex- 
porters, or that primary producing 
countries like Australia sought to or- 
ganize special associations for handling 
export surpluses of protected goods. 
The American legislation was looked 
upon as granting special favors to 
United Slates exporters in a deliberate 
effort to capture foreign markets. 
This naturally strengthened the feeling 
of nationalism usually associated with 
the export trade, and was also one of the 
factors leading to the rapid increase in 
tariffs throughout the world after the 
War." The nationals of one country 
may claim that its legislation has 
proved an effective means of meeting 
foreign competition in outside markets. 
If this is so, its rivals will be only too 
ready to point to the special privileges 
enjoyed by the exporters of that coun- 
try. Is there any justification for such 
a point of view regarding the American 
export trade? In exempting exporters 
from certain provisions of the anti- 


u On this point see Cassel, “Recent Monopo- 
listic Tendencies in Industry and Trade,” 
International Eoonomts Conference Documents, 
p. 20. 


121 


trust legislation, the United States 
Government merely allows them the 
same rights as exporters in most 
countries receive from their own 
governments: 

The Webb Act was passed at a time 
when national sentiment had been 
deeply stirred by the War.' In almost 
every country there was a campaign in 
favor of high tariffs against imports 
and special encouragement of exports. 
Many countries not only allowed, but 
deliberately fostered, practices in the 
export trade far more aggressive than 
those which the authors of the Webb 
Act had in mind. At the same time, 
this Act was looked upon by foreigners 
as a definite attempt on the part of the 
United States to secure an unfair 
advantage in foreign trade. It occu- 
pied a prominent place in the propa- 
ganda for higher tariffs. We may 
quote from The Australian Tariff 
Handbook, published in 1919 for the 
definite object of securing an increase 


in the tariff: 


The “Webb Act” says, in effect, to the 
manufacturers of America, “You shall not 
on any account attempt to exploit American 
citizens by trust methods, but you are at 
perfect liberty to prey to the extent of your 
capacity on foreigners.” And in every 
manner possible it encourages the develop- 
ment of trusts and combines for that pur- 
pose. Overtly an Act to facilitate the 
development of America’s export trade, 
it is in reality an Act to promote the cap- 
ture by American manufacturers of the 
world’s markets by associated dumping. 
Few of our readers will be surprised to hear 
that the National Association of Manu- 
facturers—perhaps the most powerful in- 
dustrial body in the United States of Amer- 
ica—has taken the matter in hand, and is 
now actively organizing the various sections 
of American industry with a view to form- 
ing a mighty and connected group of 
exporting corporations.“ 

Such extravagant views were not 


uP. 16, 
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uncommon at the time, and they had 
considerable influence with govern- 
ments forced by public opinion to grent 
further protection to local industries. 
Thus, in Australia, the Minister for 
Trade and Customs, in introducing the 
1920 tariff which raised many duties, 
remarked: 


Quite recently the American Congress 
passed a law suspending all the anti-trust 
legislation so far as combination for export 
purposes is concerned, and enabling these 
great associations to exploit the foreign 
markets to any extent they desire in this 
particular direction." 

Inritumnce or Law uron Export 
TRADE 


After ten years’ experience of the 
Webb Law, there is little doubt that 
these fears of a deliberate exploitation 
of foreign markets by associations 
formed under the Law were ill-founded. 
The influence of the Law upon the 
development .of the export trade has 
been examined by Mr. William Notz 
in the American Economic Review, 
March, 1929. Though there were 
fifty-six associations representing eizht 
hundred different concerns, and the 
total value of exports for which such 
associations were responsible had in- 
creased from 189.7 million dollarsin 1924 
to three hundred million dollars in 1927, 
the exports represent approximately 
six per cent only of the total American 
export trade. As far as Australie is 
concerned, little public attention is 
now paid to the effect of the Webb 
Law. On the contrary, frequent reier- 
ence is made, in discussions on the 
tariff, to the alleged practice of the 
International Harvester Company of 
selling its goods on the Australian 
market at a lower price than obtains in 
New Zealand for the same goods. 
The reason given is that the existence in 

4 Parliamentary Debates (Commonwealth), 
vol. $1, p. 714. 
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Australia of a tariff on farm machinery 
and of a strong implement manufac- 
turing industry necessitates the lower 
price in this country. It is evident, 
therefore, that the competition of a 
company not requiring the facilities 
offered by the Webb Act is more impor- 
tant than the competition of the asso- 
ciations established under the Act. 
Whether this be so or not, the United 
States can fairly claim that its legisla- 
tion did not allow combination in the 
export trade to operate so freely as had 
long been the practice of some other 
countries. There was, moreover, a 
wider appreciation in other countries 
of the advantages of combination. 
Thus, we find the British Committee on 
Industry and Trade in its Final Report 
(Cmd. 8288), published in 1929, 
declaring: 


We are convinced that leading‘ manu- 
facturers and their representative organiza- 
tions in each of the more important export 
trades would do well to examine the position 
thoroughly and systematically with a view 
to determining whether any, and if so what 
form of, coJperative action for the purpose 
of marketing their goods in overseas mar- 
kets would be suitable to the circumstances 
of their trade.“ 


In Australia important develop- 
ments have taken place in recent years, 
in connection with the organization 
of the export trade in certain industries, 
notably sugar, butter and dried fruits. 
In each case it has been possible, 
either by legislative enactment or by 
agreement among the -exporters and 
producers, to arrange for the selling 
of the product on a protected domestic 
market at a higher price than is avail- 
able in the world markets. The 
higher local price is, therefore, to be 
regarded as a means of compensat- 
ing producers for “losses” incurred 
in marketing their export surplus 


4 Pp, 163-64. 
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abroad.“ This practice has proceeded 
much further than is possible under 
the Webb Act in the United States, 
but the passage of the McNary- 
Haugen Act may eventually lead to 
similar practices in the American 
export trade in primary products. 

Up to the present, therefore, the 
provisions of the Webb Act are part of 
the general process of combination in 
the export trade which has become a 
feature of commercial organization in 
practically all countries, even primary 
producing countries. But there is a 
feature of the American legislation 
which is in the direct line of modern 
thought upon the problem of combina- 
tion and its control. We refer to the 
clause of the Webb Act requiring 
every export association to file with 
the Federal Trade Commission a copy 
of its charter, by-laws and agreements, 
as well as the names of its officers and 
members, and to 


furnish to the Commission such information 
as the Commission may require as to its 
organization, business. conduct, practices, 
management, and relation to other associa- 
tions, corporations, partnerships and indi- 
viduals. 

These provisions for placing export 
associations under governmental su- 
pervision have been rightly referred to 
by Mr. Notz “as a forward step in 
placing international commercial rela- 
tions upon a higher plane.” While 
the general prohibitions against com- 
bination embodied in the Sherman and 
the Clayton Acts find little expression 
in the legislation of other countries, 
the provisions for inquiry and publicity 
at the hands of the Federal Trade 
Commission are being applied to an 
increasing degree. We quote again 
from the Final Report of the British 
Committee on Industry and Trade: 

15 For a summary statement of the costs of this 
control of the Australian export trade, see The 
Australian Tariff. An Economte Enquiry (Mel- 
bourne: University Press, 1929). 
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They [advocates of restraining legisla- 
tion] practically all agree in putting pub- 
licity in the forefront, and some of them 
limit their recommendation to the enforce- 
ment of publicity which they believe would 
be an effective deterrent. 


The Committee largely endorsed 
this view: 

We think that the Board of Trade should 
include among its general duties the watch- 
ing of the movement towards consolidation 
and agreement in industry, and the con- 
tinuous colleczion of data with regard to 
various forms of combination.” 


A similar view was expressed by the 
Report of the Liberal Industrial Inquiry 
of Great Britzin.'® In Australia tariff 
legislation has been greatly influenced 
by American practice and it is reason- 
able to suppose that certain provisions 
in the Tariff Board Act (1921) were in 
part inspired by the American practice 
of investigation and publicity. This 
Act empowers the Board to inquire 
into, and report upon, a complaint 
that a manvfacturer is taking unfair 
advantage o? the protection afforded 
him by charging unnecessarily high 
prices or acting in restraint of trade to 
the detriment of the public. The 
Tariff Board, in its last annual report, 
drew attenticn to its powers under this 
provision. Where a manufacturer is 
found on investigation to be taking 
undue advantage of the protection 
given by the tariff, the Board may 
recommend that the import duty be 
reduced or abolished. These provi- 
sions for investigating monopolistic 
development by the Tariff Board 
would seem to be now the most effec- 
tive method of controlling monopoly 
in Australia. 

CONCLUSIONS 

Our genera) conclusions are: 

(1) That in the early history of the 

1¢ P, 189. 


1 P, 192. 
18 While agreeing that “tie Trade Association 
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Commonwealth the anti-trust legisla- 
tion in Australia was modeled upon 
the Sherman Act to a greater extent 
than similar legislation in.other coun- 
tries. 

(2) That the legislation did not 
prove effective, first, because the 
Commonwealth had inadequate pow- 
ers, and secondly, because the courts 
gave a liberal interpretation of the 
degree to which restraint of trade could 
be practiced without falling within the 
ambit of the legislation. 

(8) That the general provisions for 
control of combinations exercised by 





developed on sound lines may play an important 
part in improving the efficiency of private enter- 
prise,” the Report proposes that such an associa- 
tion should be subject to special rules concerning 
publicity and the preparation of statistics. 
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the Federal Trade Commission are in 
keeping with recent legislation ‘in 
Europe and with modern thought on 
the problem of monopoly control. 

(4) That the Webb-Pomerene Act 
was at first accepted as a ground for 
additional tariff protection in some 
countries, but is no longer regarded 
as such. 

(5) That the repressive legislation 
of the United States is not now 
accepted abroad as an effective means 
of controlling monopoly. 

(6) On the other hand, the provisions 
for investigating combination by the 
Federal Trade Commission have been 
embodied in legislation in other coun- 
tries, but it is impossible to state 
whether American practice has greatly 
influenced other countries in this 
respect. 


A Contrast Between the Anti-Trust Laws of Foreign 
Countries and of the United States 


By Feux H. Levy 


Former Special Assistant to the United States Attorney General; Member, New York Bar, 
New York City 


HE extent and the importance, 

especially in the light of the recent 
important address delivered by the 
Attorney General of the United States 
before the American Bar Association, 
of the subject indicated by the title 
which has been selected for this paper, 
are such as to warrant a full treazise 
for its adequate presentation. It will, 
however, be here treated within the 
necessary limitations of a few pages. 
The result, it is hoped, will be sufficient 
to present an adequate basis or stert- 
ing-point for a more complete study of 
the subject by those sufficiently in- 
terested. 


Tue Existia SITUATION 


Throughout the period of nearly 
forty years, during which the Sherman 
Anti-Trust Law has been in existence, 
it has been the subject of widespread 
discussion and of a voluminous litera- 
ture. In the excellent book! written 
by the present Chief Justice of the 
United States when he was Kent Pro- 
fessor of Law at Yale University, he 
said that the Sherman Law “‘is one of 
the most important statutes ever 
passed in this country.” Similarly, 
Mr. Justice Clarke, a Justice of the 
Supreme Court, referring to a decision 
of that Court under the Sherman Law, 
said: 

This one case... illustrated the fact 
that the scope of the jurisdiction of the 
Supreme Court has become so fateful that 
the effects of many of its decisions upon the 
welfare of our country are as great as world 

1 Taft, William H. The Anti-Trust Act and 
the Supreme Court (Harper’s, 1914). 
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be the results c? decisive battles in a great 
war. 

In the light of the industrial devel- 
opments which have been taking place 
in this country during the past few 
years, and in the light of the state of 
excessive competition now existing in 
every truly competitive industry in this 
country—a condition which has been 
described as “profitless prosperity ”— 
the correctness of the utterances thus 
quoted is fully confirmed. 

During the past two decades at 
least the attertion of economists and 
of legal writes has been directed— 
unfortunately to a quite insufficient 


‘ extent—to the significant fact that, 


although the present system of anti- 
trust laws of the United States is con- 
cededly based on the common law of 
England, nevertheless that country and 
its two most progressive and forward- 
looking Dominions, Canada and Aus- 
tralia, have long since abandoned the 
ancient commen law principles which 
formerly governed the subject, yhile 
the United States has retained these 
principles in all their age-old rigor, and 
has even extended their scope. In the 
Danbury Hatter’s case,? the Supreme 
Court said that the Sherman Law “‘has 
a broader application than the prohibi- 
tion of restraints of trade unlawful at 
common law.” 

Accordingly, it will be the purpose of 
this paper to show that, notwithstand- 
ing the fact thet the basis of the anti- 
trust laws of this country, as well as of 
Great Britain, Australia and Canada, 
are precisely the same, namely, the 

2 Loewe v. Lawlor, 208 U. B. 247. 
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ancient common law of England, 


nevertheless, these latter countries ° 


have wholly abandoned these ancient 
principles, whereas the United States 
still retains them in substantially their 
pristine vigor. 


ORIGIN OF THE SHERMAN LAw 


Easily paramount in importance in 
the American system of anti-trust 
laws is the Sherman Law, which was 
enacted July 2, 1890. Of far less 
importance for the purposes of the 
present paper are its two supplements, 
the Clayton Law and the Federal 
Trade Commission Law, both enacted 
in 1914. 

In the present discussion, slight, if 
indeed any, attention will be given to 
these two supplementary Laws because 
the theme here undertaken can, it is 
believed, be adequately developed 
upon the basis of a consideration of the 
Sherman Law alone. 

The immediate occasion which 
brought about the passage of that Law, 
in 1890, was the existence of a number 
of vast aggregations of capital which 
had then monopolized, or threatened 
to monopolize, many important 
branches of industry in this country, 
and seemed likely to drive out of 
existence smaller, independent business 
concerns. - 

The principal and controlling pro- 
vision of the Sherman Law is its 
declaration that “every contract, com- 
bination in the form of trust or other- 
wise, or conspiracy, in restraint of 
trade or commerce” and every attempt 
to monopolize any part of such trade or 
commerce, is declared illegal and made 
the subject of penal provisions. 

The fact that the Sherman Law is 
based upon the ancient common law of 
England was asserted without contra- 
diction in the debates in the Senate, 
which resulted in the passage of that 
Law. Senator Sherman said: 
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It does not announce a new principle of 
law, but applies old and well recognized 
principles of the common law.? 

Senator Vest said: 

We have affirmed the old doctrine of the 
common law in regard to all interstate and 
international transactions, and have clothed 
the United States courts with authority to 
enforce that doctrine by injunction. We 
have put in, also, a grave penalty.‘ 

Examination of the record of the 
debates in Congress which, throughout 
a period of two years, preceded the 
enactment of the Sherman Law, shows 
that the sole and single subject under 
discussion was the repression and pre- 
vention of the great aggregations of 
capital known as trusts. At no time 
during these debates was any sugges- 
tion made thet the proposed law should 
be extended into the domain of private 
business which did not possess the 
qualities of a trust, and be made appli- 
cable to agreements among competitors 
in business in their effort to correct 
ruinous conditions of excessive com- 
petition. Space does not permit ex- 
pansion of this assertion, but the 
informed reader will readily apprehend 
its importance, in its relation to the 
difficulties so widely confronting trade 
associations in this country in their 
attempted correction of ruinous condi- 
tions of competition with which many 
of them are confronted. 

The conspicuously able and effective 
work performed by the present Presi- 
dent of the United States when he 
was Secretary of Commerce, in his 
effort to relieve this condition, makes 
pertinent, in support of the above 
assertion as to the purpose for which 
the Sherman Law was enacted, the 
following quotation from an address 
delivered by Mr. Hoover in 1922, 


3 Senate Debates, March 21, 1890. 21 Cong. 
Rec., 2456. 

* Senate Debates, April 8, 1890. 21 Cong. 
Rec., 3146. 
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while he was Secretary of Commerce. 
He said: 

At the time when the Sherman Act was 
passed the country was in the throes of 
growing consolidations of capital. These 
were consolidations of actual ownership, 
and the country was alive with complaints 
of attempts to crush competitors with un- 
fair practices and destructive competition. 
Large numbers of trade associations were 
then in existence, but were scarcely even 
discussed in this connection. 

In the early history of the Sherman 
Law the original purpose of that Law 
was maintained, and the prosecutions 
brought by the Government were 
directed entirely towards the disrup- 
tion of great aggregations of capital in 
the nature of trusts. It was only by 
gradual development that the scope of 
that Law was extended into the domain 
of business generally, by the institution 
of many proceedings by the Govern- 
ment against various kinds of cotpera- 
tive agreements entered into by com- 
petitors in business, not consolidated 
into aggregations of capital or trusts, 
whereby such competitors undertook 
to correct excessive conditions of 
competition which threatened their 
welfare and seemed even to imperil 
their future existence. 

In the large number of cases thus 
instituted by the Government, the 
Federal courts have uniformly held 
such agreements to be unlawful re- 
straints of trade and, therefore, in 
violation of the Sherman Law. 

In diametrical opposition to the 
principles which govern such situations 
in England, Australia and Canada, the 
courts of this country have declared 
such agreements unlawful by the strict 
and unabated application of the rigor- 
ous principles of the ancient common 
law. 

In Standard Sanitary Mfg. Co. v. 
U. S.,5 the Supreme Court, speaking of 

+ 226 U. 5. 20. 
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the provisions of the Sherman Law, 
said: 

Nor can they be evaded by good motives. 
The Law has its own measure of right and 
wrong, of what it permits or forbids, and 
the judgment o- the courts cannot be set up 
against it in a supposed accommodation of 
its policy with the good intention of the 
parties, and it may be, of some good re- 
sults. 


In Thomsen v. Cayser,’ the Court 
said: 

We have already seen that a combination 
is not excused because it was induced by 
good motives or produced good results. 


In the more recent and now cele- 
brated case o? U. S. v. Trenton Pot- 
teries Company, et al," the Supreme 
Court declared it to be a violation of 
the Sherman Law for a number of 
competing manufacturers to enter into 
an agreement fixing the sales prices of 
their products—an agreement thought 
necessary to correct a ruinous state of 
competition—even though the prices 
thus fixed were reasonable. It would 
be difficult to exaggerate the disturbing 
effect caused by this decision upon 
every branch əf competitive industry 
in the United States, particularly be- 
cause during the past few years there 
has existed an almost universal state of 
overproduction and excessive gpm- 
petition among manufacturers, a con- 
dition difficult of correction in the 
absence of concerted agreement. 

Many adjudicated cases could be 
added to those which have been cited, 
in order to show that the Sherman Law 
rigorously asserts and maintains the 
doctrine of ruthless competition and 
forbids the more sensible principle of 
coöperation. ° 

As will be shown below, a totally 
different princple prevails in Great 
Britain, Australia and Canada, It is 


8 243 U. S. 66. 
1278 U. S. 892. 
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proper to add that in Germany, France, 
Switzerland and other European coun- 
tries, a condition of even greater liberal- 
ity prevails than in England.® 

In England, Australia and Canada, 
codperative agreements designed for 
the welfare of an industry are regarded 
as lawful and are encouraged. In this 
country, the principle of competition 
based upon the ancient maxim that 
“competition is the life of trade,” has 
been emphasized and enforced solely 
upon the narrow and mistaken stand- 
point that the interests of consumers 
are alone to be considered, and that 
consequently all cotperative agree- 
ments affecting the important elements 
of production, territory and prices are 
deemed unlawful because of the likeli- 
hood that their effect will be to increase 
prices to consumers. In England, 
Australia and Canada, as will be later 
shown, the interests of the public as 
a whole constitute the standard by 
which the subject is governed. 

The difference thus shown to exist 
between the state of the law on this 
subject in this country and in the three 
countries named, is of the widest and 
most significant character. For, in 
cases where the welfare of an industry 
is threatened by ruinous competition or 
overproduction—no better illustration 
of such a situation can be given than in 
the“existing conditions in the oil in- 
dustry in this country—and coöpera- 
tive agreements are clearly indicated as 
being necessary to correct such condi- 
tions, such agreements are prohibited 
in this country by the Sherman Law, 
upon the theory that the results may 
be injurious to consumers; whereas in 
England, Australia and Canada, as the 
cases cited below will demonstrate, 
such agreements are declared lawful 


®See Trust Laws and Unfair Competition. 
Dept. of Commerce (1915); Report on Cotpera- 
tion in American Export Trade. Fed. Trade 
Com. (1916). 
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whenever they are necessary for the 
preservation or welfare of the industry 
affected. This latter doctrine, by 
express declaration of the courts of 
those countries, is based upon a con- 
sideration of the welfare of the public 
as.a whole, including in that designa- 
tion not merely consumers, but also 
manufacturers, distributors and labor. 


STATE or TRE Law IÑ FOREIGN 
CountTRIES 


England 


The first substantial departure made 
by the Courts of England from the 
ancient principle of the common law 
was in the Mogul Steamship case.’ 
This was an action brought by a ship- 
ping company against a number of 
other shipping companies for damages 
for a conspiracy to prevent the plain- 
tiff from conducting the tea-carrying 
trade between China and England. 
In the interest of brevity, the purposes 
of the combination are here stated in 
the words used by Sir Frederick Pol- 
lock, Professor of Jurisprudence at 
Cambridge University, to be 


to grant a rebate to persons employing ex- 
elusively the ships of the conference whilst 
refusing it to anyone who employs a non- 
conference ship, and in case any non- 
conference steamer should attempt to load 
cargoes at Hankow, then to send as many 
conference ships as may be needed to under- 
bid the independent steamer without any 
regard to profit.}° 


The combination thus assailed was 
declared lawful by the courts of Eng- 
land. In the opinion rendered by 
Lord Coleridge, he said: 


Further, they allege, and I think upon the 
evidence before me, truly allege, that they 


* Mogul SS. Co. v. McGregor Gow & Co. 
L. R. 21 Q. B. 544 (1888); L. R. 23 Q. B. 598 
(1889); A. C. 25 (1892). 

19 Law Quart. Reo. (1890). 
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could not do this at a profit, and that they 
would therefore probably cease to do it at 
all, unless they can practically monopolize 
the carrying trade of tea during the China 
tea harvest. It is the large profit they 
make by keeping up the rate of tea frei'ghts 
which enables them to give a regular line of 
communication during the other months of 
the year. They contend, therefore, that 
what they did by the rules of the conference 
was not purely selfish, though, of course, 
self-interest guided them, but that there 
were real and large public benefits accruing 
to the inhabitants of China and England 
from the course which they pursued. I 
think there is ground for this contention 
and it should be kept in mind." 


This case is here cited because of its 
striking contrast to the views held by 
our courts, as shown in the citations 
made above from the Standard Sani- 
tary Manufacturing Company case 
and Thomsen v. Cayser; and as there- 
fore fully establishing the proposition 
that the English courts have wholly 
abandoned the ancient common law 
doctrine, whereas our courts continue 
to adhere to it. 

A much more striking illustration of 
the different situation existing in Eng- 
land from that which exists in this 
country, and in respects much more 
applicable to existing and urgent con- 
ditions prevailing in this country, as in 
the oil industry and many other im- 
portant industries, is to be found in the 
recent English case of Ware v. Motor 
Trade Association, et al. In that case 
the plaintiff sought an injunction 
against the defendant Association, on 
the ground that the Association had 
threatened to put the plaintiff’s name 
on a stop list, the declared purpose of 
which was to prevent all dealers in 
motor cars and motor accessories in 
Great Britain from dealing with the 
plaintiff, the necessary result of which 
would have been to put the plamtiff 


UL. R. 21 Q. B. 548 
2 $ K. B. 40 (1921); 19 A. L. R. 893. 
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out of businezs. Such action had been 
decided upon by the Association for the 
reason that the plaintiff, who was not 
even a member of the Association, had 
offered for sa.e a motor car at a price 
greater than Lhat fixed in the price list 
published br the Association. The 
plaintiff charged that this action on the 
part of the Association constituted an 
unlawful restzaint of trade. Under the 
Sherman Law, there is not the sligk test 
doubt that such would have been the 
decision of our courts. The Court of 
Appeal of England, however, by the 
unanimous decision of its three mem- 
bers, upheld Lhe action of the Associa- 
tion and denied the injunction prayed 
for by the plaintiff. Each of the three 
judges wrote opinions to the effect 
stated, the substance being that, if the 
welfare of th= motor industry required 
codpeérative agreements as to prices and 
other like subjects, it was lawful for 
such agreements to be made. In the 
opinion written by Lerd Justice Atkin, 
he said: 


The Association consists of members who 
are engaged in the production and distribu- 
tion of motor cars and their accessories. 
It is, in their opinion, in the interests of 
their trade that their members’ goods 
should be disiributed at their members’ 
fixed prices, ro more and no less. That 
this is a lawful object, I have no gloubt. 
Manufacturers of goods in the motor trade 
are by no mea=s the only class who adopt a 
similar policy. To insure their object they 
refuse to sell to anyone who refuses to sell 
at the fixed or list prices. In order to se- 
cure that their goods do not come into the 
hands of a recalcitrant seller, they refuse to 
sell their goods to anyone who supplies such 
a seller; and in order that the names of 
such sellers may be known to those con- 
cerned, they publish thtir names in the 
trade journals in what is called the stop 
list, which ireludes an intimation that, 
until further notice, those named in the 
list are not to be supplied with the goods in 
question. If the object be lawful, I find it 
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difficult to see why any of the above means 
of carrying out the object should be un- 
lawful. If I were called upon to decide 
whether the measures taken by the Asso- 
ciation were reasonable for the desired pur- 
pose, I should myself, I think, find them to 
be both reasonable and indeed, necessary, 
for I do not know how the object could 
otherwise be obtained. . . . However, it is 
sufficient for me that the Association and 
its members consider the course taken to be 
desirable in their trade interests. 


In the opinion written by Bankes, 
L. J., he said: 


The professed object of the Association 
is to maintain the price of all articles en- 
tered and published in the current pro- 
tected list of the Association, or the price of 
which is protected by grant from the Asso- 
ciation. The means by which this object 
is sought to be attained is by stopping the 
supply of any proprietary priced article, 
not only to any person whether a member 
of the Association or not who sells such an 
article above or below the protected price, 
but also by stopping the supply of such 
articles to any person who supplies such 
articles to an offending person, 


After discussing the legal aspects of 
the case, he proceeds: 


Accepting this view of the law, I cannot 
come to any other conclusion upon the evi- 
dence in this case except that what the 
defendants did, and what is complained of 
in the present action, was done by them 
bona “fide in protection of their trade in- 
terests. Under these circumstances neither 
such coercion or threats as were used, nor 
the action by the defendants in combina- 
tion, render their action, in my opinion, 
unlawful or actionable. 


Having in mind the countless prose- 
cutions brought by the Government in 
this country under the Sherman Law 
against cobperative agreements made 
by trade associations or by members of 
an Industry, as in the Trenton Pot- 
teries case, agreements by no means so 
drastic as in the English case just cited, 
the wide,contrast between the state of 
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the law in England upon this subject 
and the state of the law in this country 
could not be more conspicuously dis- 
played. 

Obviously, the English courts pro- 
ceeded upon the basis of a considera- 
tion of the public welfare taken as a 
whole, as against the principle which 
governs in this country, namely, pro- 
tection of consumers against higher 
prices. 

When it is considered that con- 
sumers are, to a practically complete 
extent, also producers, distributors or 
workers, it is impossible to understand 
upon what logical basis the prevailing 
principle in this country can be main- 
tained in seeking to subserve the in- 
terests of consumers only, even though 
in so doing a much greater end more 
important advantage to the Common- 
wealth is disregarded, namely, the - 
welfare or the preservation of indus- 
tries, whose existence and welfare are 
indisputably necessary for the best 
interests of the Commonwealth as a 
whole and, therefore, of consumers 
also. 


Australia 


In the foregoing discussion, with 
respect to the state of the law upon this 
subject which prevails in England, it is 
to be borne in mind that there is no 
specific statute in England relating to 
this subject and that, therefore, the 
decisions above cited are based upon 
the modernized view of the ancient 
common law principles, which the 
courts of England have adopted. 

In Australia, however, there is a 
specific statute, the very title of which 
is significant, namely, the Australian 
Industries Preservation Act. The title 
is significant as indicating that the 
purpose of that statute is the prohibi- 
tion of acts in restraint of trade only 
when they threaten the existence of 
Australian industries; and not, as in the 
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case of our Sherman Law, when such 
acts possess the possibility of causing 
increased prices to consumers. It 
thus appears that the declared purpose 
of the Australian law is exactly the 
same as was the stated purpose of 
Congress in enacting the Sherman 
Law, which purpose was afterwards 
enlarged by the decisions of our courts. 

The Australian statute contains the 
express statements that actions claimed 
to be in restraint of trade shall be 
declared to be restraints of trade only 
when they are “to the detriment of the 
public,” or when such acts are com- 
mitted 


with intent to destroy cr injure by means of 
unfair competition any Australian indus- 
try, the preservation of which is advanta- 
geous to the Commonwealth, having dus 
regard to the interests cf producers, workers 
and consumers. 


The mere reading of this quoted 
language is sufficient to demonstrate 
the wide contrast between the legal 
situation existing in Australia as com- 
pared with that which exists in our 
country. 

Full and complete demonstration of 
the economic widsom of the Australian 
statute is to be found in the illuminat- 
ing opinions rendered by the Privy 
Council of Great Britain in the now 
celebrated Australian Colliers case.“ 
That suit was brought by the Attorney 
General of Australia against forty 
defendants to recover pecuniary penal- 
ties for alleged breaches of the Aus- 
tralian Industries Preservation Act, 
and also for an injunction. The de- 
fendants consisted of a number of 
companies owning or working various 
coal mines in New South Wales, and 
also of four shipping companies. 


18 Ttalics supplied. 

M Attorney General of Australia v. Adelatae SS. 
Co, A. C 781 (1918); Law Jour. (1914), Privy 
Council, 84. 
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Briefly statec, the charges were that 
the coal operators had united in an 
agreement fixing the quantity of the 
output from their respective mines, 
and had thereupon entered into a con- 
tract with the shipping companies 
agreeing to sell their entire output to 
them at fixed prices, end likewise pro- 
viding the prices at which such shipping 
companies should themselves sell the 
coal to dealers. 

The Privy Council of England, upon 
an appeal taken from a decision of the 
Australian ecurt, dismissed the At- 
torney General’s suit and upheld the 
legality of the agreements mentioned. 

In the opinion written by Lord 
Parker, he said: 

It was also strongly urged in the term 
“detriment tc the public,” the public 
means the consuming public, and that the 
legislature was not contemplating the in- 
terest of any pesons engaged in the produc- 
tion or distrizution of articles of con- 
sumption, 

Their Lords-ips do not take this view, 
but the matter -s really of little importance, 
for in considering the interests of con- 
sumers it is impossible to disregard the in- 
terests of those who are engaged in pro- 
duction and distribution. It can never be 
in the interests of consumers that an article 
of consumptior. should cease to be produced 
and distributed; as it certainly would be 
unless those ezgaged in its production or 
distribution obtained a fair remunefation 
for the capits. employed and the labor 
expended. 


Lord Parker then proceeded to show 
the conditions which had existed in the 
coal industry in Australia which, as a 
result of ruinous competition, threat- 
ened the ruin of the entire industry. 
He then pointed out that those en- 
gaged in the industry hed entered into 
agreements fixing the output of coal 
from each mine and fixing the prices of 
sale through zach successive stage from 
the coal operators to the retail dealer, 
a situation wich unquestionably would 
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have been declared unlawful under our 
Sherman Law. He then proceeded: 


Tt can never, in their Lordships’ opinion, 
be of real benefit to the consumers of coal 
that colliery proprietors should carry on 
their business at a loss, or that any profit 
they make should depend on the miners’ 
wages being reduced to a minimum. 
Where these conditions prevail, the less 
remunerative collieries will be closed down, 
there will be great loss of capital, miners 
will be thrown out of employment, less 
coal will be produced and prices will con- 
sequently rise until it becomes possible to 
re-open the closed collieries or open other 
seams. The consumers of coal will lose in 
the long run if the colliery proprietors do 
not make fair profits or the miners do not 
receive fair wages. There is in this respect 
a solidarity of interest between all members 
of the public. The Crown, therefore, can- 
not, in their Lordships’ opinion, rely on the 
mere intention to raise prices as proving an 
intention to injure the public. To prove an 
intention to injure the public by raising 
prices, the intention to charge excessive or 
unreasonable prices must be apparent. 


The striking contrast between this 
language and the uniform course of the 
decisions in this country is too obvious 
to require comment. 

The cited case seems to rest upon 
sound principles of political economy, 
in that it takes into account the in- 


o klan terests and welfare of the Common- 


wealth as a whole, without overlooking 
the interests of consumers, because the 
concluding part of the quotation from 
Lord Parker’s opinion shows that a 
different result would have been 
reached if “excessive or unreasonable 
prices” had been charged in the situa- 
tion which was under consideration. 
There is thus presented a symmetri- 
cal and systematic system of judicial 
interpretation whereby a condition, 
such as existed in the cited case, is 
adjudicated upon the basis of the wel- 
fare of the entire Commonwealth, 
viewed from the standpoint of the 
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supreme need of maintaining the 
prosperity of the industries of such 
Commonwealth, and at the same time 
with proper watchfulness of the welfare 
of the consumers by seeing to it that 
the prices which result from such a 
situation are not excessive or unreason- 
able. Attention is again called to the 
sharp and striking contrast between 
thé cited case and the Trenton Pot- 
teriescase. This contrast is so marked 
and glaring as to require no comment, 
beyond the assertion that it seems to 
call loudly for a suitable amendment of 
the Sherman Law so as to assimilate it 
to the sound economic principles which 
underlie the Australian statute. 


Canada 


Like Australia, Canada also has a 
specific statute with relation to this 
subject, namely, a law known as the 
“Combines Investigation Act.” In 
defining what shall be deemed to con- 
stitute unlawful restraints of trade, the 
Canadian law, in language similar to 
the Australian law, declares them un- 
lawful when they 


have operated or are likely to operate to 
the detriment or against the interest of the 
public, whether consumers, producers or 
others. 


It will thus be seen that in Canada, 
just as in England and Australia, the 
protection of the law is given to the 
Commonwealth as a whole and not 
merely to consumers, as in this coun- 
try. 
The fact that the Canadian law is 
thus interpreted is shown in the pro- 
ceedings brought against the Winnipeg 
Retail Coal Dealers Association. It 
was shown in that case that the mem- 
bers of the Association had entered into 
an agreement for the purpose of main- 
taining the retail prices of coal, in 
order to prevent ruinous competition 
which existed in their industry. A 
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dealer had sold coal at less than the 
price fixed by the Association, which 
then took steps to prevent the dealer 
from obtaining further supplies of coal. 

As a result of the investigation made 
in pursuance of the Canadian law, the 
agreement made by the Association 
was declared lawful upon the following 
grounds: 

Having regard to these abuses, which 
have been a real menace to the coal trade 
and a loss to producers for many years, one 
can scarcely find fault with the efforts of the 
Association, or others, to suppress such 
activities. The small gain to those who 
happened to buy at the reduced price is 
more than offset by the probable failure to 
obtain well prepared coal and the absence 
of these dealers carrying their fair share of 
the burden of necessary reserve supplies 
together with the injury they inflict upon 
bona fide dealers with large investments. 
. . » Upon these grounds I have come to 
the conclusion that, in its activities in en- 
deavoring to limit or prevent this unfair 
competition, it has not operated to the 
detriment of, or against the best interests 
of, the public. 


As indicating the wide applicability 
of the Canadian statute to prevent 
definitely injurious consequences to the 
public, space permits only a brief 
reference to the decision made under 
the Canadian law in respect of a com- 
plaint made against the Proprietary 
Articles Trade Association. Stated 
briefly, the charge against that Asso- 
ciation was that its members had 
agreed together to control the sales 
prices of all their products so as to pre- 
vent predatory price-cutting by their 
customers. This is a situation very 
familiar in this country in connection 
with the price-cutting of trademarked 
articles. The result of the govern- 
mental investigation in that case was 
the finding that the Association had 
gone far beyond the mere prevention of 
price-cutting and had sought to es- 
tablish a domination over the entire 
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industry affected. Accordingly, the 
agreements made by the members of 
the Associat.on were declared unlawful. 

The following extract, from the re- 
port of the Canadian Government 
Investigator, indicates, at one and the 
same time, the greater liberality of the 
Canadian lew as compared with our 
own law and the careful delineation of 
the limitation of that liberality, by 
declaring the agreements of the Asso- 
ciation to ke unlawful, because they 
had gone too far. It reads: 


From the viewpoint of the trade, the 
Proprietary Articles Trade Association is 
an attempt, promoted by wholesale and 
retail distributors, to retstablish the whole- 
saler as the channel between manufacturer 
and retailer, or at least to enable him to 
hold his own -n the trade, and at the same 
time to protect the smaller retailer from the 
price-cutting methods of his new and larger 
competitors. In so far as such price-cut- 
ting does not result from savings in operat- 
ing expenses, but represents selling below 
cost for mee advertising purposes, it 
would seem to be unfair to the manu- 
facturer as well as to competitors. If all 
price-cutting were of this type, and if this 
were the onl: type of price-cutting to be 
restrained by the Proprietary Articles 
Trade Association, there would be less 
oceasion for public concern. But the 
remedy applied by the Proprietary Articles 
Trade Associstion has the effect, unfortu- 
nately, of preventing not only préda 
price-cutting, but any reductions in price, 
regardless of the substantial variations 
which have been shown to exist in the 
operating cosis and rates of stock-turn of 
different stores and different types of 
stores. ... The Proprietary Articles 
Trade Associztion has been organized in 
answer to a real and vexatious problem in 
drug merchandising, but it goes far beyond 
the cause for legitimate complaint. 


Neither the declared purpose of this 
paper, nor the necessary limitations of 
space, permits more than the briefest 
reference to the administrative pro- 
visions contained in the Canadian 
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Combines Investigation Act; but these 
provisions seem to have proven so 
effective in actual practice, that the 
following summary explanation is here 
given. 7 : 

After defining, in the manner above 
stated, what acts constitute an unlaw- 
ful restraint of trade, the Canadian 
Act provides for the appointment of an 
official known as the “Registrar of the 
Combines Investigation Act.” It then 
provides that the general supervision 
of proceedings under the Act shall be 
under the supervision of the Minister 
of Labor, who is given authority to 
establish offices at various places in 
Canada for the discharge of the duties of 
the Registrar, and of any commis- 
sioners appointed by the Minister to 
assist the Registrar. The Registrar is 
empowered to receive applications, 
which must be signed by six persons, 
asking that the Registrar investigate a 
particular alleged combine or restraint 
of trade charged by such persons to be 
existing, and to bring to the attention 
of the Minister every such application. 
Upon receiving such application, 
“whenever the Registrar shall have 
reason to believe that a combine exists 
or is being formed, or whenever so 
directed by the Minister,” the Regis- 
trar shall make an inquiry, both as to 


eemfrcis-and law with respect to the 


charges so made. The Registrar must 
then report to the Minister the result 
of his investigation, and the Minister 
then decides whether further inquiry 
shall be made. The Registrar is given 
the power to require full disclosures 
from any person or corporation against 
whom such charges are made, and for 
that purpose “shall have power to in- 
vestigate the business, and to enter and 
examine the premises, books, papers 
and records” of any person or corpora- 
tion against whom such charge is made. 
The Minister is given power to employ 
expert and technical assistants to aid 
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in the conduct of any investigation. 
The proceedings before the Registrar 
and every commissioner must be con- 
ducted in private, but the Minister 
may order that any portion of the 
proceedings shall be conducted in 
public. 

The Registrar and the commissioners 
must report to the Minister the result 
of every investigation. Whenever 
such investigation, or the judgment of 
certain named courts of law, shows 


to the satisfaction of the Governor in 
Council that, with regard to any article of 
commerce, there exists any combine to 
promote unduly the advantage of manu- 
facturers or dealers at the expense of the 
public, and if it appears to the Governor in 
Council that such disadvantage to the pub- 
lic is facilitated by the duties of custom 
imposed on the article, or on any like arti- 
cle, the Governor in Council may direct 
either that such article be admitted into 
Canada free of duty, or that the duty 
thereon be reduced to such amount or rate 
as will, in the opinion of the Governor in 
Council, give the public the benefit of 
reasonable competition. 


Further provision is made that, if 
any letters patent are made the basis 
of such a combine or restraint of trade, 
such letters patent shall be subject to 
revocation by a proper order of the 
appropriate court. 

In addition io the foregoing reme- 
dial provisions, the Canadian Act pro- 
vides that whenever, in the opinion 
of the Minister of Labor, an offense has 
been committed against the said Act, 
the Minister may remit the subject to 
the proper law officers of the Canadian 
Government for prosecution, with pro- 
vision to the effect that if there shall be 
delay in the beginning of such prosecu- 
tion, any person may apply to the 
Solicitor General of Canada that pro- 
ceedings be begun upon the relation of 
such person. Such proceedings shall 
be brought by indictment in order to 
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invoke the penal provisions of the 
Canadian Act, namely, a fine not ex- 
ceeding ten thousand dollars, or im- 
prisonment not exceeding two years, 
with respect to an individual, and a 
fine not exceeding twenty-five thousand 
dollars, with respect to a corporation. 
Further provision is made for pro- 
ceedings against directors or officers of 
corporations, if it be found that they 
personally participated in the alleged 
wrongful acts of such corporation. 

In addition to the foregoing, the 
Canadian Act contains carefully 
worked out provisions governing the 
administrative procedure—provisions 
which, judging from actual experience 
in Canadian cases, seem to have re- 
sulted in full success. 


Tue FALLACY OF THE AMBRICAN 
System 


In a report recently made by a com- 
mittee of an important industriel as- 
sociation in this country, the following 
was said: 


With an industrial productive capacity 
in certain lines far greater than America’s 
present consumptive requirement, and with 
the ruinous competition which such a situa- 
tion invites, has the time not come when 
industry should probably consider seriously 
the altering of the Sherman and the Clayton 
Acts, with the idea of more elasticity with 
respect to intelligent codperation between, 
and possible combinations of, comparable 
but competitively destructive enterprises? 
Continental and British jurisprudence ap- 
proaches the matter of combination with 
the dominant idea that the whole public is 
to be safeguarded; American jurisprudence 
looks only to the consumer. . 


This statement forcibly presents the 
sound logic and wisdom of the proce- 
dure which prevails, as has been shown 
above, in England, Australia and 
Canada, and presents a striking com- 
mentary upon the illogical basis of the 
American system. 
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Upon the basis of the statement just 
quoted and upon the basis of state- 
ments of high authority which will 
later be mentioned, it seems clear that 
the result of the rigorous principles 
maintained by the Sherman Law has 
been to exert a repressive and injurious 
effect upon the welfare of trade and 
commerce in this country. Our courts 
have, during the period of at least 
twenty years past, so extended the 
scope and the power of the Sherman 
Law that it is no longer limited to its 
original purpose of disrupting and pre- 
venting trusts and monopolies, but has 
in countless instances been directed 
against the practice, upon the part of 
plain business units which do not pos- 
sess the power of becoming monopolies, 
of employing methods of coöperation 
among themselves for the purpose of 
averting ruinous competition and the 
demoralization of the particular in- 
dustries affected. 

Unlike the judicial principles which 
prevail in Great Britain, Australia and 
Canada, our anti-trust laws forbid 
coöperation among competitors, re- 
gardless of the good results and of the 
good purposes which may characterize 
such coöperation. 

As has been shown, this stern inter- 
pretation of the Sherman Law con- 


stitutes a marked extension ef -biss 


original purposes, and is based upon 
the proposition that competition, and 
not coöperation, is calculated to pro- 
mote the welfare of our country. With 
relentless rigor, our courts have en- 
forced the principle of competition, 
even when it is carried to the extent of 
ruinous or cut-throat competition in 
respect of prices, production or terri- 
tory. In the jurisprudence of no other 
country does such a principle prevail. 
In our country, it is based on the 
mistaken theory that competition, 
although relentless and mutually de- 
structive, is commendable and desira- 
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ble, merely because it tends to lower 
the prices of commodities to con- 
sumers. Upon the basis of the de- 
cisions above quoted, showing the 
procedure which prevails in England, 
Australia and Canada, it seems en- 
tirely proper to characterize the Amer- 
ican system as unsound and false, 
because it fails to take into account the 
welfare of those who are engaged in 
production and distribution—that is 
to say, the manufacturers and the 
merchants of this country, as well as 
labor—but keeps in view solely and 
wrongfully the supposed benefit to 
consumers alone. Obviously, this doc- 
trine is based on the ancient dogma 
that “competition is the life of trade,” 
as against the more sane and modern 
maxim that “coöperation is the life of 
trade.” 

Passing by the contention that the 
Sherman Law does, in fact, prevent 
high prices to consumers, disproof of 
which may adequately be found in the 
high scale of prices which has prevailed 
during the past few years, it would 
seem to be a logical refutation of the 
correctness of the American system 
that the safeguarding of low prices is 
by no means the sole factor, or even 
the principal factor, in protecting the 
public welfare; for it is equally, if not 


miea inportant that manufacturers 


and distributors on the one hand, and 
labor, on the other hand, should be 
able to earn an adequate return on 
their investment of capital and for 
their expenditure of work. It is in 
this particular respect that our anti- 
trust laws are wholly at variance with 
the laws of all other countries. Dur- 
‘ing the past few years, there has been 
an abundant volume of business trans- 
acted in this country; but, apart from 
the great, and in a certain sense, self- 
sufficient corporations of dominating 
magnitude, the great bulk of the manu- 
facturing and distributing business 
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of this country has been conducted 
without adequate profits. 

It is scarcely open to dispute that 
the principal and controlling cause of 
this condition is to be found in the 
existing prohibition of the Sherman 
Law against sane and sensible agree- 
ments of codperation among competi- 


‘tors, designed to prevent the ruinous 


and excessive competition which has 
been existing among the plain business 
units of this country. 


A SUGGESTED REMEDY 


As long ago as 1908, the present 
Chief Justice of the United States, 
Wiliam Howard Taft, while conduct- 
ing his successful campaign for the 
Presidency, said: 


I am inclined to the opinion that the 
time is near at hand for an amendment of 
the Anti-Trust Law, defining in greater 
detail defaults against it and its aim, and 
making clearer the distinction between law- 
ful agreements, reasonably restraining trade, 
and those which are pernicious in effect. 


In a report made by the Committee 
on Commerce to the American Bar 
Association in September, 1927, that 
Committee said concerning the Sher- 
man Law: 


If the Sherman Law were adapted to 
conditions existing at the time of its enact- 
ment, it is believed by your Committee 
that, even though it embodies a sound rule 
of law, it is not in all respects economically 
sound as presently interpreted. ... A 
rule of conduct applicable to the simple 
conditions of English business as conducted 
hundreds of years ago, in a territory no 
larger than the State of Arkansas, may be 
impracticable when applied under the com- 
plexity of conditions now existing in the 
United States, a territory embracing an 
area sixty times as large as England. 

Not only is the Sherman Law econom- 
ically unsound, but its application to in- 
dividual cases is uncertain. . . 

It is the view of your Committee that the 
country has outgrown the Sherman Law. 


A Contrast BETWEEN THE Anti-Trust Laws 


. .. In England and in the British Col- 
onies, the rule against restraints seems to be 
that only those are unlawful which are 
injurious to the public, including producer, 
consumer and laborer. 

In support of this last statement, 
the Committee then cites the Aus- 
tralian Colliers case, from which quo- 
tations were made above. 
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The remedy for the existing situation 
seems, accordingly, to be the modifica- 
tion of our American system along the 
lines of that which prevails in England, 
Australia and Canada, with the addi- 
tional procedural provisions which 
seem to have worked so successfully in 
the Canadian Combines Investigation 
Act. 


The Need for a Commerce Court’ 


By Wurm J. Donovan 


Former Assistant to the United States Attorney General; Member, New York Bar, 
New York City 


PROPOSE to discuss the thesis, 

that there should be established a 
Federal agency with power to inquire 
into, consider and ‘determine in ad- 
vance the legality of industrial con- 
solidations or trade agreements affect- 
ing competition. 

For the purpose of this discussion it 
is assumed that the Sherman Anti- 
Trust Act is sound in principle, that it 
represents a political and social theory 
as well as an economic theory and that 
it is a philosophy of human relationship 
and has for its object to conserve the 
public interest by protecting it from 
economic exploitation. 

Criticism of the Sherman Act comes 
today from two sources: first, those 
who insist that it should be repealed 


. because it constitutes an undue limita- 


tion upon industry and a shackle upon 
the development of business, that it 
gives no definite rule by which business 
men may be guided and that this re- 
sults in confusion and uncertainty; sec- 
ond, those who assert that the anti- 

laws are not properly enforced, 
and who, as proof of their assertion, 
cite the continued growth of industrial 
combinations. 

We are concerned here with the sec- 
ond type of criticism. 

The enforcement provisions of the 
Sherman Act were based upon the as- 
sumption that monopolies could be 
prevented and illegal trade agreements 
thwarted by ‘a system of repressive 
legislation. It was believed that the 
effective method was to be found in the 


1 An address delivered at the meeting of the 
Pennsylvania Bar Association at Bedford 
Springs, Pennyslvania, June 28, 1929. 


use of the machinery of the criminal 
law. We believed that all we needed 
to do was to pursue the conventional 
method of a public prosecutor, who, 
acting upon complaint, would submit 
the case to the determination of a court. 
But the Sherman Act itself, in fact, 
was not so much a criminal statute as 
the definition of a common law policy. 
The thirty-five years of its existence 
ought to show that the effective ap- 
proach for carrying it into effect is 
through some preventive method that 
would arrest the evil before it could 
work harm. 


PROPOSED ADMINISTRATIVE 
REMEDIES 


There has been recognition of this 
fact, and attempts have been made 
from time to time to provide a remedy. 

On March 25, 1908, President Roose- 
velt urged certain administrative reme- 
dies in the enforcement of the anti-trust 
laws. He stated in his message that 
his suggestion was only tentative and 
his views would apply equally to any 
other measure which would achieve the 
desired end. He said: 


The substantive part of the Anti-Trust 
Law should remain as at present; that is, 
every contract in restraint of trade or com- 
merce among the several states or with 
foreign nations should continue to be de- 
clared illegal; provided, however, that some 
proper governmental authority (such as 
the Commissioner of Corporations acting 
under the Secretary of Commerce and La- 
bor) be allowed to pass on any such con- 
tracts. Probably the best method of pro- 
viding for this would be to enact that any 
contract subject to the prohibition con- 
tained in the Anti-Trust Law, into which 
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it was desired to enter, might be filed with 
the Bureau of Corporations or other appro- 
priate executive body. This would provide 
publicity. Within, say, sixty days of the 
filing—which period could be extended by 
order of the Department whenever for any 
reason it did not give the Department suffi- 
cient time for a thorough examination— 
the executive department having power 
might forbid the contract, which would 
then become subject to the provisions of 
the Anti-Trust Law, if at all in restraint of 
trade. If no such prohibition was issued, 
the contract would then only be liable to 
attack on the ground that it constituted 
an unreasonable restraint of trade. When- 
ever the period of filing had passed without 
any such prohibition, the contracts or com- 
binations could be disapproved or forbidden 
only after notice and hearing with a reason- 
able provision for summary review on ap- 
peal by the courts. 


In his message of January 7, 1910, 
President Taft recommended the enact- 
ment by Congress of a general law for 
the formation of corporations engaged 
in interstate commerce, protecting 
them from undue influence by the 
states and regulating their activities so 
as to prevent abuses. He said that he 
could find no other method which 
would offer Federal protection on the 
one hand, and close Federal supervision 
on the other, of these great organiza- 
tions that are “in fact Federal because 
they are as wide as the country and en- 
tirely unlimited by state lines.” On 
December 5, 1911, in pressing again for 
a statute which would permit the 
formation of capital into Federal corpo- 
rations, he pointed out that the courts 
are not provided with the administra- 
tive machinery to make the necessary 
inquiries preparatory to reorganization 
under dissolution decrees. At that 
lime he suggested that if there were a 
Federal incorporation act, a company 
organized under that act, while not be- 
ing exempt from prosecution under the 
Anti-Trust Law for subsequent illegal 
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conduct, would have a great security 
against prosecution by the publicity 
of its procedure and the opportunity 
for frequent consultation with the 
bureau or commission in charge of the 
incorporation. 

On July 26, 1911, in the Taft Ad- 
ministration, a resclution was passed 
by the Senate authorizing the Senate 
Committee on Interstate Commerce to 
report to the Senate what changes were 
necessary or desirable in the laws relat- 
ing to the control of those engaged in 
interstate commerce. Under this reso- 
lution exhaustive hearings were held 
covering every phase of the subject. 
This committee then submitted a re- 
port which discussed the desirability of 
legislation supplementary to the Sher- 
man Act, and in dealing with the sub- 
ject of a proposed trade commission 
declared 


that through the intervention of such a 
body of men the legislative policy with re- 
spect to combinations and monopolies could 
be made vastly more effectual than through 
the courts alone, which in most cases will 
take no cognizance of violations of the law 
for months or years after they occur, and 
the difficulty of awarding reparation for 
the wrong is almost insurmountable. 


However, no bill was reported and 


no additional action was taken on the 5 
part of the Senate under President 


Taft’s Administration. 


PROPOSED [INTERSTATE TRADE 
COMMISSION 


On January 20, 1914, President Wil- 
son addressed the Congress. He said: 


The business of the country awaits also, 
has long awaited and has suffered because 
it could not obtain further and more ex- 
plicit legislative definition of the policy aud 
meaning of the existing Anti-Trust Law. 
Nothing hampers business like uncer- 
tainty. Nothing daunts or discourages it 
like the necessity to take chances, to run 
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the risk of falling under the condemnation 
of the law before it can make sure just what 
the law is. Surely we are sufficiently 
familiar with the actual processes and meth- 
ods of monopoly and of the many hurtful 
restraints of trade to make definition pos- 
sible, at any rate up to the limits of what 
experience has disclosed. These practices, 
being now abundantly disclosed, can be 
explicitly and item by item forbidden by 
statute in such terms as will practically 
eliminate uncertainty, the law itself and 
the penalty being made equally plain. 
And the business men of the country desire 
something more than that the menace of 
legal process in these matters be made ex- 
plicit and intelligible. They desire the 
advice, the definite guidance and informa- 
tion which can be supplied by an adminis- 
trative body, an interstate trade commis- 
sion. The opinion of the country would 
instantly approve of such a commission. 
It would not wish to see it empowered to 
make terms with monopoly or in any sort to 
assume control of business, as if the Govern- 
ment made itself responsible. It demands 
such a commission only as an indispensable 
instrument of information and publicity, as 
a clearing-house for the facts by which both 
the public mind and the managers of great 
business undertakings should be guided, 
and as an instrumentality for doing justice 
to business where the processes of the 
courts or the natural forces of correction 
outside the courts are inadequate to adjust 
the remedy to the wrong in a way that will 


ad. aest all the equities and circumstances of 
e case. Producing industries, for ex- 


ample, which have passed the point up to 
which combination may be consistent with 
the public interest and the freedom of 
trade, can not always be dissected into 
their component units as readily as railroad 
companies or similar organizations can be. 
Their dissolution by ordinary legal process 
may oftentimes involve financial conse- 
quences likely to overwhelm the security 
market and bring upon it breakdown and 
confusion. There ought to be an adminis- 
trative commission capable of directing and 
shaping such corrective processes, not only 
in aid of the courts but also by independent 


suggestion, if necessary. 


‘of competition. 
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The Senate acted upon the sugges- 
tions of President Wilson, but in the 
course of the discussion two divergent 
views developed as to the theory upon 
which such a commission should be 
based. One group believed that 


monopolistic industry is the ultimate result 
of economic evolution and that it should be 
so recognized and declared to be vested 
with a public interest and as such regulated 
by a commission. This contemplates even 
the regulation of prices. 


Another group believed that “pri- 
vate monopoly is intolerable, unscien- 
tific and abnormal,’ and therefore 
ought to be prevented. But even this 
group was divided. 

The view underlying the Federal 
Trade Commission Act and the Clay- 
ton Act as finally passed was that 
which held private monopoly to be 
undesirable but which disregarded the 
plea for giving advice in advance and 
was directed only to the need of obtain- 
ing better enforcement of the anti-trust 
laws. It was not intended that the 
Sherman Act should be affected. - The 
new legislation was intended merely to 
supplement that Act. Whatever might 
be said as to the desirability of the new 
legislation, there still remained the vast 
field of uncertainty between the definite 
act of the business man in entering into 
a combine or a trade agreement and the 
act of the Attorney General in institut- 
ing proceedings. No agency had been 
set up to meet the difficulty or uncer- 
tainty that would be presented in that 
field. 

The Commission established under 
the Act. was given the power to 
condemn a certain course of action 
if it amounted to an unfair method 
It was not given 
the power to examine in advance 
a proposal of consolidation or trade 


agreement, 
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CHECKING ILLEGAL COMBINATIONS AT 
THER INCEPTION 


Turning from the field of legislation 
to that of administration, it appears 
that from time to time in the adminis- 
tration of the Sherman Anti-Trust Act, 
various Attorney Generals have, in 
specific instances, expressed an opinion 
as to a proposed course of action. But 
these instances have been sporadic and 
comparatively few in number. They 
did not represent a definite policy of 
meeting industrial problems at their 
inception. 

In the last Administration, however, 
there was adopted a definite and de- 
liberate policy of attempting to meet 
at the threshhold the legality of pro- 
posals that might come within the 
prohibitions of the Sherman Act. This 
policy was adopted after careful study 
of the history of the enforcement of the 
Sherman Act during the years of its 
existence. It was felt that the funda- 
mental principle underlying that Law 
was to prevent the organization and 
functioning of those concerns that 
violated the Law. That being so, it 
was considered that the effective and 
intelligent way to deal with the prob- 
lem was not to wait until those concerns 
had become part of cur industrial life, 
but to meet them at their inception, 
and to determine whether or not their 
existence would be a violation of the 
competitive principle. It was recog- 
nized that inherently there should be 
no hostility between legitimate busi- 
ness and government, and by the 
method adopted it was hoped that the 
honest business man would be able to 
avoid conflict with the law. At the 
same time the public interest would be 
preserved by assuring that illegal com- 
binations would be dealt with at once. 

It was realized, also, that an entirely 
` new element had come into the finan- 
cing of these consolidations. Formerly 
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the marketing of stocks and bonds was 
limited to a relatively small group, but 
during the War the Government by its 
direct appeal to the individual gave a 
great stimulus to the tapping of new 
sources of capital in the hands of the 
citizen of small income. That citizen 
learned that a piece of paper might be 
an article of value. His experience 
with the Government led him to try 
other sources of investment. The re- 
sult was that there was created a great 
reservoir of capital for the development 
of industrial enterprises. Ownership 
of industries thus became distributed 
among an unorganized and unrelated 
group of investors, who had no knowl- 
edge of the business and no effective 
methods of control. This being the 
fact, a new responsibility was placed 
upon those who would enforce the anti- 
trust laws. Any action that affected 
the financial structure of a given cor- 
poration would involve not only those 
who might have conspired to violate 
the Law, but, in addition, thousands of 
innocent holders of certificates who 
had made the purchase with hard 
earned savings. 


INVESTIGATION OF ALL PROPOSED 
COMBINATIONS 


It was felt that in order to have an 


effective administration of the Shertasiteas..3im 


Act there should be an intelligent ap- 
preciation of the practical problems 
that would be dealt with. It was not 
sufficient to work in a legalistic labora- 
tory. It might make it easier for a 
Government official if he would decide 
that industry must be met in the court 
room and not in the department, but 
that method did not aid the honest 
business man who was arfxious to know 
where he stood, nor did it fully protect 
the public. It was, therefore, deter- 
mined to examine into all proposals of 
mergers, consolidations and all activi- 
ties of trade associations., It was felt 
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that this would provide a real means of 
preserving the public interest by ascer- 
taining facts in the beginning and as- 
suring that illegal combinations should 
be dealt with before they could work 
harm. 

The method adopted was a simple 
one. Every day the financial news 
would be systematically analyzed. As 
soon as knowledge was obtained of a 
proposed merger that might come 
within the provisions of the Sherman 
Act an inquiry would be started. 
Those concerned would be asked to 
submit their plan and investigation 
would be made into the financial 
structure, the purpose, the economic 
background and the necessary effect 
upon competition, if the merger should 
come into being. If upon the ascer- 
tainment of these facts it was deter- 
mined that a prosecution was neces- 
sary, those concerned were so advised. 
If it was found that there would be no 
violation of the Law, the proposers 
were so advised, the data placed in the 
files and from time to time inquiry 
made as to the working and the opera- 
tion of the plan. This was not done 
for the purpose of giving governmental 
approval or sanction to any enterprise. 
Those interested were simply advised 
that the Government found no present 


i... for the institution of proceedings. 


The warning was expressly given that, 
in the event that later developments 
should disclose violation of the Law, 
the Department of Justice reserved the 
right to institute such proceedings ‘as 
might be necessary. There was no 
reckless bringing of suits, but effort 
was ‘made to bring to issue those ques- 
tions which were doubtful in order that 
decisions of the Supreme Court might 
serve as lighthouses in the uncertain 
sea of business. 

For a period of four years that policy 
was carried out. It is interesting to 
note the result, 


Tue ANNALS OF THH ÅMERICAN ACADEMY 


CONSTRUCTIVE RASULTS 


On the constructive side it is believed 
that the method pursued not only af- 
forded an opportunity for the honest 
industrialist to be sure of his step, but 
also that the close and immediate 
scrutiny of proposals acted as a deter- 
rent to those who sought to evade the 
Law. Approximately two hundred and 
twenty-five proposals were examined 
during this four-year period, in addi- 
tion to the number of suits instituted. 
On the disciplinary side, or active 
prosecution of suits, it may be of some 
interest to recite certain figures. 
Eighty-four suits were started during 
the seven and one-half years of the 
Coolidge Administration and one hun- 
dred and four cases were terminated. 
Of the cases terminated, fifteen were 
decided by the Supreme Court of the 
United States. This record compares 
favorably. with the records of previous 
Administrations. 

The experience of the last Adminis- 
tration is referred to only for the pur- 
pose of illustrating that the pursuit 
of a constructive method of dealing 
with those problems is not inconsistent 
with strict enforcement of disciplinary 
measures. ; 

But in the adoption of means to meet 
these problems in advance it is not 
contended that the Department of 
Justice is the best place in which this 
can be done, and for these reasons. 
The assumption of these duties has no 
authority in law. It is justified only 
by the necessity of obtaining better 
enforcement. The Department is not 
organized to meet the difficult economic 
and financial questions that are pre- 
sented. One man charged with that 
duty, where of necessity the work is 
done without publicity, is subjected to 
suspicion and criticism. No one man 
should be vested with so much power. ` 
Furthermore, his opinion, having no 
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sanction in law, is no protection to the 
proposers of a particular plan. 

The conclusion, then, is that the ex- 
perience of the Department during the 
past few years denotes that it is neces- 
sary to set up additional machinery in 
order to make more effective the ad- 
ministration of the Law. What should 
that agency be and what should be its 
powers? i 


FOREIGN LEGISLATION 


In dealing with the problem it is 
helpful to consider the steps being 
taken in other countries to meet their 
problem. An examination of the legis- 
lation in all these countries indicates 
that there is a growing recognition of 
the fact that it is only through adminis- 
trative regulations that the two princi- 
plesexpressed in the debatesin Congress 
at the time of the enactment of the 
Clayton Act and the Federal Trade 
Commission Act may be embodied in 
one, that is to say, may be embodied in 
an agency that will give industry an 
opportunity of greater certainty in 
what it shall do and the public greater 
protection in preventing what shall not 
be done. 

Germany furnishes a striking ex- 
` ample. It now has a law entitled 
“Decree Against Abuse of Economic 
Power.”- This decree, in substance, 
recognizes the legality of cartels but re- 
quires that they must not operate in 
such a way as to be prejudicial to the 
publie welfare. Under this decree a 
Cartel Court has been established. If 
a proposed agreement or a certain 
method of enforcing it is considered to 
imperil the public welfare, application 
may be made to the Cartel Court to 
declare the proposed agreement void, 
or the cartel may be prohibited from 
carrying into effect any of the objec- 
tionable features of it. The Cartel 
Court may order that the agreement be 
entirely or partially canceled, or that 
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the method of carrying it out be 
changed. Itis expected that decisions 
of this court will constitute a code of 
industrial law for the future guidance 
of cartels. It.is the establishment of 
this court in the German law which 
merits attention in considering addi- 
tional legislation to meet the defects in 
the administration of the Sherman Act. 


Tue PROPOSED ĪNDU8TRUAL Court 


It would seem feasible to set up in 
our Federal Government some kind of 
machinery that would carry out in a 
more effective manner the experiment 
of the last four years. 

With this in mind the following sug- 
gestions are made: 

1. That an Industrial Court should 
be established. 

2. That for the purposes indicated 
this court should have jurisdiction of 
all interstate trade and commerce ex- 
cepting public utilities. 

8. That parties proposing to enter 
into a contract or combination should 
have the right to submit their plan to 
the court for determination as to 
whether the proposed action would be 
a violation of the anti-trust laws. 
Upon the approval by this court any 
acts done in accordance with that ap- 
proval should be deemed lawful, pro- 


vided, however, that should the seee=——.= 


quent acts of the parties go beyond, or 
deviate from, the plan submitted and 
approved by the court, such approval 
so given should in no way operate to 
give effect to, or immunity from, prose- 
cution for such acts. 

4, That the Attorney General should 
have the right to appear in opposition 
to such a plan, if he so desires, on the 
ground that its consummation would 
violate the anti-trust laws. 

5. That such approval should be 
final unless within a designated time 
the Attorney General should request a 
rehearing. 
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6. That likewise the Attorney Gen- 
eral should have the right to submit to 
the court any proposal or state of facts 
which had been submitted to him for an 
expression of his views as to its legality 
and concerning which he was doubtful. 

7. That upon the dissolution of a 
corporation by decree of a court, the 
plan of reorganization be assigned to 
the Industrial Court for the formula- 
tion of a plan of construction and re- 
organization. 

Objection may be made to the es- 
tablishment of this court on the ground 
that such a court could have no juris- 
diction of any proceeding which was 
not a case or controversy within the 
meaning of section three, article two, of 
the Constitution, that the proposals to 
be submitted to the Industrial Court 
would not constitute cases or contro- 
versies in the sense of that section and 
that the action of the Court would be 
merely an advisory proceeding in aid 
of executive action. An answer to 
this contention will be found in the case 
of Ex Parte Bakelite, recently decided 
in the October, 1928, term of the 
Supreme Court. That case involved 
the question whether Congress might 
authorize the Court of Customs Ap- 
peals to pass upon questions of law in- 
volved in a finding of the Tariff Com- 


wto which it proposed to report to 


the President. It appeared that the 
President might refuse to take affirma- 
tive action in accordance with a finding 
by the Commission approved by the 
Court of Customs Appeals. It was 
contended that as the decision of the 
court might be without affirmative 
force, the question could not properly 
be submitted to the court. The Su- 
preme Court, ‘in deciding that the 
Court of Appeals is a legislative and not 
a constitutional court, said: 

Legislative courts also may be created 
as special tribunals to examine and deter- 
mine various matters, arising between the 
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government and others, which from their 
nature do not require judicial determination 
and yet are susceptible of it. The mode of 
determining matters of this class is com- 
pletely within congressional control. Con- 
gress may reserve to itself the power to 
decide, may delegate that power to execu- 
tive officials, or may commit it to judicial 
tribunals. Conspicuous among such mat- 
ters are claims against the United States. 
These may arise in many ways and may be 
for money, lands or other things,’ They all 
admit of legislative or executive determina- 


tion, and yet from their nature are sus- 


ceptible of determination by the courts; 
but no court can have cognizance of them 
except as Congress makes specific provision 
therefor. . While what has been said of 
the creation and special function of the 
court (of claims) definitely reflects its 
status as a legislative court, there is pro- 
priety in mentioning the fact that Congress 
always has treated it as having that status. 
From the outset Congress has required it to 
give merely advisory decisions on many 
matters. Under the act creating it all of 
its decisions were to be of that nature. 
Afterwards some were to have effect as 
binding judgments, but others were still to 
be merely advisory. This is true at the 
present time. A duty to gise decisions 
which are advisory only, and so without force 
as judicial judgments,.may be laid on a legis- 
lative court, but not on a constitutional court 

established under Article IIT. k 


CONCLUSION 


In this paper there has been no in- 
tention to suggest amendments to the 
Clayton Act, nor has there been an 
attempt to propose revision of the 
Federal Trade Commission Act. Ex- 
perience under the working of both of 
these Acts has demonstrated that there 
should be some revision, but such re- 
vision is apart from the principle em- 
bodied in the idea of the Industrial 
Court. 

There has been no effort here to 
work out in detail the procedure, 
limitations or jurisdiction of the pro- /' 
posed Industrial Court. Undoubtedly 


Tuam NEED ror A COMMERCE COURT 


it would be advisable if its action could 
be final, with the reservation of certain 
doubtful questions of law to the Su- 
preme Court. But whether final or 
not, it could serve a real purpose as an 
intermediate place before the Govern- 
ment would be committed to proceed 
under the Sherman Act. In no way 
would it emasculate the Sherman Act, 
and yet it would provide a test which 
the honest business man could regard 
with confidence when he had in view 
the acquisition of the property of a 
competitor. This court would consti- 
tute a tribunal in which in a concrete 
case definite application of the rule of 
public policy could be made. The 
confusion which now exists in the 
minds of cautious business men and 
which may often result in preventing 
the adoption of constructive measures 
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in the public interest would be avoided. 
At the same time this court could be 
used as an immediate deterrent to those 
who would attempt to exploit the pub- 
lic by evasion of the Law. 

The problems presented in our pres- 
ent industrial age call for some such 
method. Legislative investigation for 
the past fifteen years indicates its 
necessity. Experience in the enforce- 
ment of the Law has demonstrated its 
advisability. 

Experiments in other countries have 
indicated that repressive measures 
alone are not sufficient. Wisdom dic- 
tates that, before we are driven to 
broader governmental control or partic- 
ipation in business, it is desirable that 
by furnishing guidance and advice the 
initiative and the resourcefulness of our 
industrial life shall be preserved. 


Advisory Councils to Government 


By Naruan B. Wriiams 
_ Former Associate Counsel, National Association of Manufacturers, Washington, District of Columbia 


OTH business and professional 
men, laymen and legislators, ex- 
ecutives and entrepreneurs, often 
privately profess both distress and dis- 
turbance as to what they apprehend 
has happened or is going to happen to 
the relation of government to business. 
So-called anti-trust laws are discussed 
much as is the weather, but as Mark 
Twain once remarked, “Nobody seems 
to do anything about it.” 


PROBLEM OF THE LHGISLATOR 


Legislators, while vociferously voic- 
ing their determination to cause to 
be invoked the law, every now and 
then take out from the application of 
these laws varying groups: railroads, 
publie utilities, farmers, laborers, and 
so forth; while the courts are called 
upon to revise decrees against packers 
and these find support for their plea 
from erstwhile opponents. Meanwhile, 
the merger movement under strong 
economic urge goes striding forward 
and the stock market gets frenzied 
support from twenty million small 


wa. —speaulator-investors who are deter- 


mined to own a few shares in our great 
industries, confident in the destiny of 
our great business enterprises. Like- 
wise the advance of scientific attain- 
ment, and the growth of new economic 
conception that high earnings for the 
individual are in accord with the 
possibilities of wider markets and 
lower costs, daily presents a new 
picture in which legal prohibitions 
take a constantly diminishing part. 
The American legislator understands 
no better than other legislators the new 
technical sciences with which he has 
to deal, and he is puzzled and un- 


comfortable in passing laws he does 
not understand to remedy conditions 
he cannot explain. 

Government is political. Quite likely 
it must, and always should, so remain. 
Mass government will probably be a 
full test for its capacities. Modern 
mass production, mass distribution, 
mass credit and mass enterprise are, 
generally, and must remain, without 
the scope of government, except as to 
most general rules and specific kinds of 
malevolence. But the political theory 
comprehends and asserts that only 
ordinary intelligence and average equip- 
ment are necessary for one to make a 
success in administering the affairs of 
government. President Jackson, in his 
first message to Congress, wrote: 


The duties of all public offices are, or at 
least admit of being, made so plain that 
men of intelligence may readily qualify 
themselves for their performance. 


GOVERNMENT AND BUSINESS 
Co6PERATION 


Modern government and modern 
business call for a higher degree of 
knowledge for successful functioning 
than in the simple times of Jackson. 
They call for the assembly of facts, for 
the experience and keen judgment of 
many experienced and thoughtful per- 
sons, for far-flung technical knowledge, 
not only of home conditions but of 
distant peoples and other governments 
as well. They call for perspicacity, 
for vision and for the full realization 
that neither business nor government 
may continue to grow and prosper on 
principles or methods not to the 
advantage of the whole body of 
individuals who compose the nation 
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and have ever in mind their continued 
advancement under the best possible 
conditions. 

Such a prospect calls for the mobili- 
zation as an aid to, and an integral part 
of, government, helpful alike to govern- 
ment and the business activities of the 
citizen, of sufficient groups which will 
enable government to make use of their 
stock of knowledge and scientific and 
business wisdom. Literally thousands 
of men in their business groups have 
had, and are daily accumulating, experi- 
ence in self-government and concerning 
their relations with government itself. 
How and in what manner government 
and our industrial civilization may 
be so integrated as to give proper 
direction and force to this new condi- 
tion in American life is an executive 
and administrative problem. It has 
little or no concern with politics or 
politicians. 

Government and business are essen- 
tially one. Governmental activities 
may not be carried forward without 
revenue and this revenue is supplied by 
the business activities of the citizen. 

What I suggest is not new in theory, 
nor substantially new in practical 
application. The Department of Corn- 
merce, under the administration of Mr. 
Hoover, has had vast experience in the 
past eight years, in its conferences and 
contacts, in its committees of sim- 
plification and present census advisory 
bodies, in the development of uniform 
thought and opinion upon many com- 
mercial and industrial problems. 

What I propose is an agency whereby 
business opinion may be ascertained 
and applied to the problems of admin- 
istration and to be so developed and 
integrated that it may be instantly 
swung into action in support of that 
efficient executive administration to 
which the business of the country looks 
forward with present justified hope- 
fulness. 
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Purrost or Counciis 


Tt would seem tha: such results may 
be most successfully accomplished by 
the establishment of advisory councils 
made up partly of officers of the 
Government and partly of persons 
selected from private life, which coun- 
cils would have for their objective the 
determination to consider and supply 
advice regarding the manner in which 
problems coming before administrative 
services for action sould be met. 

As pointed out by Dr. Willoughby in 
his volume on Principles of Public 
Administration, there is a need for the 
creation in each of the great fields of 
governmental activities of a council 
that would embrace, on the one hand, 
the heads or representatives of the 
Government services working in that 
field and, on the other, representatives 
of the private organizations, the mem- 
bers of which are directly interested 
in that field of endeavor. 

In the establishment of such a 
council, I think it must be recognized 
that the well organized industry asso- 
ciation, the creation of a group of 
business men engaged in the same 
common line of endeavor, is the only 
effective contact through which the 
constituent members of each such 
group may be reached. For this 
reason, in setting up such an adViSdry 
council, I would restrict its industrial 
representation to those from national 
organizations directly related to a 
particular industry. 

It would not be contemplated that 
any such council should in any way 
supersede respective industry associa- 
tions in the handling of the detail of 
their individual problems, but be the 
liaison agency between business and 
government, developing and trans- 
mitting the knowledge and views of 
each to the other. 

The presentation of facts, arguments 
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and opinions is primarily the respon- 
sibility and duty of that association 
or industry directly affected. But 
when a governmental policy is to be 
undertaken or legislation enacted which 
in principle affects all industry, that 
is something else again, and would 
present a situation concerning which 
it might be reasonably expected that 
a review by a number of such duly 
established bodies would be advisable. 


CONCRETE APPLICATIONS 


From the multitude of problems 
which occur to which such advisory 
councils might be expected to give 
useful attention, we select the following 
as characteristic. 

The activities of the Federal Govern- 
ment are so far-flung, its expenditures 
so huge, that only by the most careful 
balancing of funds can economies be 
effected or unwise expenditures be 
forestalled. Our bill for taxes is writ- 
ten by the sum of our governmental 
expenditures. The Bureau of the Bud- 
get attempts to control and cotrdinate 
these, but it needs the aid of outside 
effort. It could use qualified and 
studious business opinion. Suppose 
such an advisory council as suggested 
should set up a qualified staff to study 
government operations and expendi- 
tures, and that the results of such 
study, after being reviewed by such 
council, should periodically’ be laid 
before the Bureau of the Budget and 
the committees of Congress dealing 
with appropriations. These recom- 
mendations would undoubtedly have 
a beneficial effect. Such work could 
most certainly save the taxpayer 
millions of dollars in further economies, 
but it alsd could head off many unwise 
proposals and be of incalculable public 
service. Undoubtedly the Bureau of 
the Budget would welcome such as- 
sistance, nor would such an effort be 
highly expensive. Since such work 
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would be done in the interest of all 
taxpayers, it should be participated in 
by as wide a base of’ industries as 
could possibly be assembled, not only 
for the purpose of distributing the 
expense but in order to secure as many . 
interests and viewpoints upon par- 
ticular problems as possible. 

Another example is our need for the 
consideration of demanded attention 
to the conservation of our oil resources. 
Such a council should include oil 
producers, consumers and Government 
agencies having to do with this re- 
source, but legally recognized and re- 
spected. Hundreds of other instances 
will readily occur to the reader, such as 
those relating to crops and the market- 
ing thereof, merchant marine, water 
power, stream development, forestry 
policies and numerous others. 

A not inconsiderable result would be 
the gradual integration of business 
organizations as to field and scope 
and their official recognition in the 
public scheme of things, as well as the 
mobilization of business experience, 
initiative and judgment, thereby giving 
recognition to outstanding individual 
and associated service. 


DEALING WITH THE LOBBY 


Then there is the oft recurring prob- 
lem of the “Lobby.” Let an act be 
passed authorizing the setting up of 
advisory councils to government, as 
above outlined, by the several execu- 
tive departments, bureaus, divisions 
or agencies, as may be convinced of 
their necessity or usefulness, member- 
ship therein to be restricted as indi- 
cated. Thus, én association by the 
establishment of such a council would 
receive in effect a certificate of con- 
venience and necessity and recognition 
of its authority as the spokesman of the 
industry. All others, while not denied 
the constitutional right of petition, 
would be thus forced to disclose the 
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identity of their interest and would 
presumptively be in the outer fringes 
of stable, efficient and well ordered 
governmental development. 

Thus, automatically would be ac- 
complished that much desired division 
between the considered and author- 
ized presentation of group opinion upon 
pending or proposed legislation and 


those who trade on the credulous by the 
assertion of the power of their per- 
sonalinfluence. Government, whether 
in legislative or executive division, 
would be improved as well as dignified. 

The idea and principle here set 
forth are of equal application to state 
and municipal affairs as to those of the 


‘ nation. 


Regulated Monopoly versus Enforced Competition 


The German Experiment 


By Freperick F. Buacaiy and Miriam E. OATMAN 
Institute for Government Research, Brookings Institution, Washington, District of Columbia 


HE method of dealing with trusts 
and combines which has been 
adopted by Germany affords a striking 
contrast to the method employed in the 
United States. Our assumption that 
monopoly is evil in itself, and that 
“‘trust-busting” is consequently a cru- 
sade for social and economic-righteous- 
ness, is not shared in Germany. Her 
laws and ordinances express very. 
clearly a quite different doctrine, 
namely, that the evil so often asso- 
ciated with trusts lies not in monopoly 
or large organization per se, but in the 
use of great economic power to secure 
private advantage at the cost of public 
welfare. Not “anti-trust laws,” there- 
fore, are found in her statute books, 
but laws controlling and regulating 
trusts, monopolies and cartels, with a 
view to making them serve the general 
good. 
It is true that the German Reich has 
a much freer hand in such matters than 
has the United States. The Con- 
stitution of 1919 gives to the Reich 
legtslative power over the production, 
manufacture, distribution and price 
regulation of economic goods for the 
general economy, commerce, the bank- 
ing system, the exchange system, 
traffic in foodstuffs and luxuries, as 
well as objects of everyday necessity, 
industry, mining, insurance, railways 
and main highways. 
It further provides: 


The Reich can take over by law as public 
property, without prejudice to compensa- 
tion and with suitable application of the 


1 Art. 7. 
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provisions which hold for expropriation, 
private economic enterprises suitable for 
socialization. It can engage itself, the 
states or the communes in the administra- 
tion of economic enterprises and associa- 
tions, or it may secure for itself in other 
ways a controlling influence upon them. 

In case of urgent need, the Reich can also 
unite by law economic enterprises and as- 
sociations on a basis of self-administration, 
for socio-economic purposes, with the ob- 
ject of securing the codperation of all pro- 
ductive elements of the population, of 
giving a share in the administration to em- 
ployers and employees, and of regulating 
the production, manufacture, distribution, 
consumption, price-fixing, importation and 
exportation of economic goods, according 
to the fundamental precise of social 
economy. 


It is obvious that with such powers 
the Reich is m a position to control or 
handle economic enterprises in almost 
any way that seems advisable, under a 
given set of circumstances. 

The question at once arises: What 
have been its most important problems 
in this field and what methods has it 
employed for their solution? This 
paper will indicate very briefly some 
of the outstanding problems and 
methods.? 


Tar Ratways 


The organization of the national 
railways was an extremely important 
problem, not only intrinsically, but 


3 Art. 156. 

3 For fuller discussion, see Blachly and Oat- 
man, The Government and Administration of 
Germany, ch. XVI; and Quigley and Clark, 
Republican Germany, Bk. IL. 
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because the earnings of the railways 
must provide a considerable portion of 
the funds for reparation payments. 
Although the Dawes plan is responsible 
for certain features of the organization 
as finally achieved, yet the general 
structure is in keeping with Germany’s 
methods of economic control. 

In accordance with the Dawes plan, 
the existing German railways were 
transferred to a company known as the 
German National Railway Company, 
the legal status of which is fixed by the 
National Railway Law and a supple- 
mental statute The general legal 
relationships of the ordinary trading 
corporation are not applicable to this 
company, since it “is a corporation of 
a special kind, partly of a civil-legal 
and partly of a public-legal nature.’ 

In its quality as a private enterprise 
the company operates strictly under 
the terms of the concession agreement 
and the laws, for a definite limited 
period, until 1964. The Reich vir- 
tually loses the right of control over 
the railroads for this period. The 
private nature of the company is shown 
by the fact that the national budget 
law is not applicable to the National 
Railway Company. Its receipts and 
expenditures do not appear in the 
budget, nor are its accounts under the 
control of the budget law, but of a 
special law. 

The quasi-public character of this 
company, however, is shown by the 
following facts: 

1. The Reich guarantees the pay- 
ment of the dividends on the preferred 
shares of the Railway Company. One- 
fourth of the proceeds of the sale of 
these shares of preferred stock becomes 
the property of the Reich, and by far 
the greater part of these preferred 


‘See Reichsgesetzblatt, 1924, pt. Il, p>. 272, 
281 

5 Hue de Grais, Handbuch der Verfassung und 
Verwaltung, 23rd ed. (1926), p. 668 
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shares was purchased by the Reich or 


other public services. 

2. One-half of the members of the 
administrative council are appointed 
by the German national cabinet. The 
cabinet has general suvervisory power, 
the right of consent in respect to specific 
matters and a certain right of co- 
operation. 

8. The property of the national rail- 
ways belongs to the Reich, including 
the equipmen: and real estate acquired 
in the future; and upon the termination 
of the concession the entire right of 
operation, as well as other rights and 
obligations, will revert to the state. 

4. The status of officers, employees 
and workers connected with the na- 
tional railway system, although gov- 
erned by a ssecial law, approximates 
that of national officers. 


Tur Post, TELEGRAPH, TELEPHONE 
AnD RADIO 


The post, telegraph, telephone and 
radio systems of Germany are handled 
as a Government monopoly. They 
form an independent business under- 
taking under the name of “The Ger- 
man Nationel Post.” All property of 
this enterprise is handled separately 
from the remaining property of the 
Reich, as the special property of the 
German National Post. This special 
property is Hable only for the obliga- 
tions of the National Post and may not 
be made liable for other national con- 
tracts and obligations. 

The National Post Minister is the 
chief direct administrative authority 
in the postal administration. He is 
also chairman of the administrative 
council, whch consists of thirty-one 
members appointed by the National 


®Out of 881 millions of marks of preferred 
shares issued tp to June 1, 1927, 88.5 percent 
were taken up by the Reich or other publie 
services Heport' of the Commissioner of the 
German Railways, June 1, 1927. 
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President. Seven members are pro- 
posed respectively by the Reichstag 
and the Reichsrat, and one member 
by the National Minister of Finance. 
Seven members are proposed by the 
Post Minister, in conference with the 
Minister of Finance and the Reichsrat, 
from among the personnel of the 
German National Post. The remain- 
ing members are to possess special 
knowledge and expertness in regard to 
economics and traffic. The states have 
a right to send representatives to the 
sittings of the adininistrative council, 
but these do not have the right to vote. 
They do, however, have the right to 
make proposals and inquiries and to 
cause a decision to be made in respect 
to them. It will thus be seen that the 
national interests, the interests of the 
states and the views of expert opinion 
are represented in the council. 

The administrative council passes 
upon the most important questions 
relating to the postal administration. 
The cabinet decides, upon the proposal 
of the Post Minister, whether the 
carrying out of a resolution of the 
administrative council is justified in 
the interests of the Reich. 

The entire expenditures of the 
German National Post, as well as the 
interest and the amortization of the 
dehts, are to be covered by income, and 
no additional sums are to be granted 
out of the National Treasury. Credits 
can only be used for strengthening the 
business property, and interest and 
amortization must be guaranteed from 
operating income. 

From this brief examination of the 
communication system of the Reich, 
it is evident that from the viewpoint of 
organization afd administration the 
National Post is an integral part of the 
national administrative system. From 
a financial viewpoint it is conducted 
as a separate undertaking, paying its 
own way and responsible for its own 
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assets and liabilities. It is, however, 
under national accounting control, and 
its financial administration is partly 
subject to the control of the Minister of 
Finance. 

Although the organization of the 
postal administration corresponds quite 
closely to the organization of an ordi- 
nary corporation with a president and 
a board of directors, there are several 
differences. The officer who stands 
at the head is at the same time a mem- 
ber of the chief national administrative 
authority, the cabinet. As such, his 
plans are to a greater or less extent 
controlled by the other members of the 
cabinet, and he is further responsible 
to the Reickstag. Again, the ad- 
ministrative council, instead of being 
composed of stockholders, as in an 
ordinary corporation, is chosen in such 
a way as to represent the viewpoint of 
the cabinet, the Reichstag and the 
states, as well es the economic interests 
of the public. 


Tue Coat Union 


A law for the regulation of coal 
economy was passed by Germany on 
March 28, 1919, and the cabinet 
issued the executory provisions on 
August 21, 1919. This law applies to 
hard coal, soft coal, pressed coal and 
coke secured from coal. 

According to this law, the coal pro- 
ducing areas are divided into eleven 
districts, partly on a geographical and 
partly on a geological basis. The 
operators of the coal mines of each 
district are required to form them- 
selves into a coal syndicate. The 
National Coal Union may also require 
every owner of an independent coal 
establishment, pressed coal manu- 
factory or similar enterprise, to join a . 
district syndicate. Each coal syndi- 
cate has a supervisory council, which is 
composed partly of workers and partly 
of employers. 
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The various coal and coal gas syndi- 
cates, and the German states which as 
owners of the coal mines belong to 
syndicates, are united in a central 
association called the Reichskohlenver- 
band, or the National Coal Union. 
The National Coal Council is the most 
important administrative authority of 
this organization. It consists of sixty 
members, representing states, mines, 
gas plants, technical mining employees, 
coal dealers, coal using industries, 
workers, representatives of railways, 
shipping and other interested groups. 

The National Coal Council directs 
the entire fuel economy, under the 
supervision of the Reich. The con- 
tracts of the National Coal Union and 
of the syndicates are not valid without 
its consent. It outlines the general 
policies in respect to fuel economy, 
especially for the elimination of non- 
economic competition and for the 
protection of the consumers. 

The National Coal Union oversees 
the execution of the general lines of 
policy laid down by the National Coal 
Council, issues executory measures for 
this purpose, supervises the obligations 
placed upon the syndicates, limits the 
sales of individual syndicates, estab- 
lishes the general principles of price 
reductions, passes on questions of 
import and export and otherwise 
develops large general policies. 

The coal syndicates supervise the 
execution of the general lines of policy 
and of all the orders and decisions of 
the National Coal Council and the 
National Coal Union, regulate the 
demand, use, production or non- 
production of fuels by their members, 
sell the fuel given over to them, estab- 
lish general conditions of delivery and 
supervise the execution of these con- 
ditions. They may make sugges- 
tions and proposals to the National 
Coal Union, especially in regard to 
prices. 
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The whole matter of economic policy 
in regard to fuel is under the super- 
vision of the Reich, through the Na- 
tional Minister of Economics. He can 
demand information from all members 
of the above described organization. 
He is authorized to participate, either 
in person or through commissioners or 
representatives, in all discussions of 
the National Coal Council, the expert 
committees of the Coal Union and the 
syndicates or their organs. Various 
kinds of action are subject to his 
consent. 


Tae Porasn INDUSTRY 


Because of the importance of potash 
in the economic and industrial life of 
Germany, the organization and control 
of the potash industry have been 
carefully worked out.” All potash 
producers, including mine operators 
and manufaccurers of potash and 
potash produc:s, are required to form 
themselves into syndicates. The syn- 
dicates are represented in a central 
organization called the National Pot- 
ash Council, which also contains rep- 
resentatives of employees, the Ger- 
man states, agricultural consumers of 
potash and other specially interested 
groups. The National Potash Council, 
under the supervision of the Reich, 
conducts the potash industry as gev- 
erned by law, in accordance with the 
principles of public economy. It ap- 
proves the corporation charter of the 
potash syndicate, controls the business 
of the potash office and lays down 
general principles of potash economy. 
Upon the proposal of the potash 
examining office or the potash appeal 
office, it may order the payment of 
compensation and the ‘closing down 


1 See law of July 19, 1919, and executory or- 
dinances, Retchsgesetzblait, 1919, pp. 661, 6638; 
ibid., 1921, pp. 824, 1812; ibid., 1928, pt. IL p. 
229; ibid., 1924, pt II, pp. 44, 165; ibid.. 1925, 
pt. I, p. 1159. 
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of particular manufactories. Upon 
reasoned proposals of the potash syndi- 
cate, it has the right to establish the 
sale price for domestic purchasers. 
It can make price reductions for large 
purchases, for cash payment or for 
those furthering potash sales. It 
makes provision for the securing of an 
average wage for workers and em- 
ployees of the potash industry. 

The potash examining office is a 
special agency which establishes the 
relationship of the share of individual 
producers and manufacturers to the 
entire sale. It oversees the execution 
of provisions regarding prices, price 
reductions, freight adjustments, classi- 
fications, average wage, and the like, 
laid down by the National Potash 
Council. Against the provisions en- 
acted and the decisions made by the 
potash examining office, an appeal 
lies to the potash appeal office, 
within a month after the decision is 
made. 

The potash salary inspection office is 
charged with the execution of the pro- 
visions laid down by the National 
Potash Council for the guaranteeing 
of the average wage of workers and the 
salary of employees. 

Not only must the members of the 
potash syndicate give the products 
produced or manufactured by them to 
the syndicate for disposal, but the 
syndicate is exclusively authorized to 
sell these potash salts and combina- 
tions. The importation of potash 
salts, products and combinations from 
abroad belongs exclusively to` the 
syndicate. The syndicate regulates 
the sales upon the ground of skare 
quotas, which are filled according to 
the capacity ànd the condition of the 
potash producer, and his ability to 
make deliveries. 

The Reich maintains supervision 
over the potash industry through the 
National Minister of Economics. 
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Tus [RON INDUSTRY 

The iron industry is managed by a 
self-administering body, created by 
national ordinance and possessing & 
legal personality, called the Iron In- 
dustrial Union. It does not possess 
so many characteristics of a quasi- 
public nature as some of the other 
authorities which we have examined, 
but since it is created by law, is gov- 
erned according to the principles of 
law and is supervised by the Reich 
under the law, it may be considered 
as one of these self-administering 
bodies. 

The Iron Industrial Union consists 
of representatives of producers, dealers 
and consumers. It has the following 
organs: the full assembly, the working 
committees and the manager. The full 
assembly consists of seventy members, 
thirty-four representing producers, 
twelve representing dealers and twenty- 
four representing consumers. In these 
groups employers and workers are 
to be represented in like numbers. 
The assembly appoints working com- 
mittees as various needs arise. Cer- 
tain of these committees are required 
by law. The manager is elected by 
the full assembly, upon the proposal 
of the producing employers. One or 
more persons may be chosen as his 
representative. The manager and his 
representatives are the legal represent- 
atives of the Iron Industrial Union. 

The full assembly of the Iron In- 
dustrial Union directs the iron in- 
dustry, including both export and 


‘import, according to the principles of 


general economic interest, under the 
supervision of the Reich. The work- 
ing committees manage affairs in- 
volving technical and expert questions, 
and make certain decisions, within the 
limits established by the full assembly. 
The manager carries out the general 
policies, the decisions of the full as- 
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sembly and those of the working 
committees. 

All domestic plants producing the 
iron products enumerated in the law, 
except scrap iron, are required to place 
a portion of their products at the 
disposal of the Iron Industrial Union, 
for the purpose of meeting pressing 
domestic needs, before wholly or par- 
tially meeting their other obligations to 
deliver. The National Minister of 
Economics, after an understanding 
with the Union, fixes the quantity of 
each of these products. 

The Iron Industrial Union regulates 
the price and selling conditions of the 
iron products listed in the law as for 
domestic sale. The National Minister 
of Economics can provide that the 
domestic price must be established 
uniformly for the national territory, 
and that this price may. also be valid 
for the sale to the manufacturer of 
exported products. He has other im- 
portant regulatory powers. It is ob- 
vious that over and above the Iron 
Industrial Union stands the Reich as a 
supervisory authority. 


ELECTRICITY 


A law of December 31, 1919, pro- 
vided for the socialization of the 
electrical industry, the districting of 
the national territory into electrical 
districts and the taking over of private 
electrical enterprises by the Reich, 
the states and the communes. This 
law has not been enforced as a whole, 
although very great progress has been 
made in socialization.» Through the 
taking over of some electrical enter- 
prises, the combining of others and the 
purchasing of a controlling interest in 
others, the states, cities and the Na- 
tional Government in Germany today 
control nearly eighty percent of the 
production of electricity and about 
fifty percent of the distribution. This 
control is particularly noticeable in 
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respect to the creation of very large 
central power and distributing enter- 
prises. These snormous power plants, 
with high voltaze distributing systems, 
act as a central codrdineting agency for 
very wide areas, and link up smaller 
undertakings in a main system. The 
extent of this state control is seen by 
the fact that of the 1,370 electrical 
concerns which supply the public, six 
hundred and thirty, with a current 
production of 4.8 milliard k.w.h., are 
entirely public. Moreover, the public 
has a controlling interest in 147 mixed 
enterprises, that is, enterprises in which 
both the public and private individuals 
hold stock. Seventy-six percent of the 
electrical current produced (excepting 
that which is producec by individual 
concerns for their own use) is produced 
by works that are either public or semi- 
public (mixed economic enterprises).® 


OTHEF ENTERPRISES 


The above described enterprises are 
merely the most striking examples of 
many which might be listed here, did 
not the limitations of space forbid. 
Governmental control over trusts and 
monopolies is by no means confined, 
however, to participation or super- 
vision after the fashions depicted in the 
foregoing pages. An ordinance of 
1923,° “against the abuse of situations 
of economic power,” gives to the 
National Government a very definite 
control over all such organizations. 

This ordinance establishes a Cartel 
Court in connection with the National 
Economic Court. It requires that all 
contracts and agreements as to the 
management of production or market- 
ing, the application of conditions 
governing trads or methods of fixing 
or maintaining prices, must be in 


8 Deutsches Reich, Wirtschaft und Statistik, 
Yth year (1927), p. 497. 

*Ordmance of November 2, 1928. Reichs- 
cesetzblatt, 1923, pt. I, p. 1067. 


156 


written form. The National Minister 
of Economics, if he considers that a 
contract or agreement of such nature is 
economically injurious or opposed to 
the general welfare, may ask the Cartel 
Court to invalidate it in whole or in 
part, or to prohibit a specific method of 
carrying it into effect; or he may 
announce that parties to such arrange- 
ment may withdraw without notice, or 
may order that no arrangements for 
carrying out the contract shall become 
effective until he has been informed of 
them. , 

The whole economie situation, or the 
general welfare, is to be considered as 
endangered particularly when (in a 
way not justified by national economy) 
production or sale is limited, prices are 
increased or held high, extra charge is 
made for hazard, or economic freedom 
is unfairly injured by impediments to 
buying or selling or by the establishing 
of discriminatory rates or conditions. 
If the Cartel Court shall declare void 
a part of a contract or agreement, it 
must decide whether, and to what 
extent, the invalidity of this part 
involves the invalidity of other parts. 

Any party to a contract or agreement 
of the type under consideration may 
withdraw from it, if there are important 
reasons for such action. Unfair re- 
striction of the economic freedom of 
action of the person withdrawing, 
especially in respect to production, 
sale or price-fixing, is always to be 
considered an important reason. If 
other parties to the contract object to 
the withdrawal, they may ask the 
Cartel Court to decide whether it was 
justified. 

It will be seen that the Cartel Court 
is far more than a judicial body, in the 
strict sense. The duties laid upon it 
involve the determination of public 
economic policy to a considerable ex- 
tent: and its control over private enter- 
prises is not entirely legal, but dis- 
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cretionary. As its permission is a 
necessary preliminary, the discretion 
of the Cartel Court is called upon 
whenever securities are to be issued 
or debts or obligations are to be in- 
curred, on the basis of the contracts 
and agreements affected by the ordi- 
nance. The permission must be re- 
fused “if the measures involve a danger 
to the whole economic situation or the 
general welfare, or if the economic 
freedom of action of those affected by 
it would be unfairly restricted.”!° 

An even more striking example of 
discretionary power is found in the 
following provision: 


Tf conditions governing trade, or methods 
of price-fixing by business enterprises or 
associations thereof (trusts, associations on 
a basis of common interest, syndicates, 
cartels, conventions and other group or- 
ganizations) are liable, by taking advantage 
of situations of economic power, to injure 
the whole economic situation or the general 
welfare ... the Cartel Court, on the 
motion of the National Minister of Eco- 
nomics, can state generally, that the preju- 
dicial portions of all contracts which have 
been concluded under the objectionable 
conditions can be withdrawn. If it is 
demonstrated that the contract would have 
been concluded even without the objec- 
tionable conditions, the decision of the 
Cartel Court reaches only to the with- 
drawal of the objectionable conditions gov- 
erning trade, or of the price agreements 
made on the basis of the objectionable 
method of fixing prices." 


The National Minister of Economics 
may request the opinion of the Cartel 
Court upon specific questions affecting 
the administration of the ordinance 


10 Ordinance cited, Sec. 9. 

u bid., Sec. 10. The actual decision of suits 
on such questions as to whether, or to what 
extent, withdrawals from contracts are permissi- 
ble, or whether given contracts are invalid in 
whole or in part, under the general conditions 
outlined by the Cartel Court, is left in the hands 
of the orcinary civil tribunals. 
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under consideration, and may require 
the Court to hear representatives of 
the highest economic associations con- 
cerned, before the opinion is rendered. 

The Cartel Court may impose certain 
penalties, including a fine, the maxi- 
mum of which is unlimited, for the 
violation of specific provisions; and 
‘fine and imprisonment for the attempt 
to injure in ari economic way a person 
who exercises his right of withdrawal 
under the ordinance. 

The Cartel Court has been in opera- 
tion only a few years, but its decisions 
have shown no tendency to antagonize 
or destroy economic associations. 


The German Government had no inten- 
tion of entering . . . on an anti-trust cam- 
paign: it desired above all to regularize the 
position of cartels, guide the course of 
industrial organization, while legally con- 
ceding the principle of combination, and 
use the instruments already in existence 
for the improvement of the economic posi- 
tion of Germany.” 


CONCLUSIONS 


Despite the considerable variety of 
methods employed by Germany in 
dealing with trusts and corporations, 
a fairly consistent public policy is 
displayed. This policy may be des- 
ignated as the encouragement of 
regulated monopoly. The advantages 
of large scale production are to be 
obtained, and abuses on the part of the 
great corporations and trusts are to be 
prevented, by a policy which not 
merely permits, but occasionally even 
demands, association that involves 
monopoly, yet secures continuous 
supervision, effective regulation and 
powerful control, in the interests of the 
public. This policy is designed to 
steer between Scylla and Charybdis 
by avoiding, so far as is humanly 
possible, both the inevitable wastes of 


12 Quigley and Clark, Republican Germany, 
p. 233. 
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competition and the potential abuses of 
uncontrolled monopoly. 

An admirable realism appears in the 
selection of the enterprises which are 
taken over in whole or in part into 
public ownership. By and large, these 
enterprises are such as would be called 
in this country public utilities; although 
public participation in business is not 
confined to this type, but includes such 

‘diverse enterprises as aluminum and 
ship-building. 

Throughout the administration and 
practical application of the general 
policy which has been described, much 
flexibility and great ingenuity are 

‘displayed. Thus, the railways are 
owned by the Reich, but operated after 
the fashion of a private enterprise, yet 
with certain public participation and 
control; the electrical production and 
distributing industry is largely owned 
by the Reich, the member states and 
various municipalities, although as yet 
public ownership has not been com- 
pletely worked out; the post office, the 
telephone, telegraph and radio systems 
are entirely owned by the Reich, but 
are administered as a business enter- 
prise with a separate budget; the water- 
ways are controlled by the Reich, but 
their ownership, like that of the elec- 
trical industry, is partially public, par- 
tially private and partially “mixed.” 
The so-called “mixed economic en- 
terprise” is one of the most interest- 
ing forms of control. Any or all of the 
units of government, from the Reich 
to a city, private individuals and 
economic or business associations, may 
own the stock of an enterprise in any 
proportion. In this case public control- 
may be exercised wholly through stock 
ownership, or special ‘ordinances or 
laws may provide for further control. 
Such great flexibility and variety -of 
method of control are due in part to the 
fact that the Constitution gives the 
Reich almost unlimited powers for 
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handling the entire economic situation, 
and that the powers of the states do not 
stand in the way. Other causes lie in 
the history of Germany’s economic and 
industrial development, and partic- 
ularly in the post-War situation, which 
necessitated points of view and meth- 
ods of organization that would in- 
tegrate the interests of business enter- 
prises with the needs of the German 
people and of the state. 
_ The reasons for regulation through 
compulsory self-administration are 
more far-reaching in economic signifi- 
cance than the reasons advanced for 
public utility regulation and owner- 
ship, which are identical with those 
advanced elsewhere. They may be 


said to be: The need to guard the. 


interests of the nation as a whole in 
respect to the use of man power; 
the need to adjust the relationships 
between employers and employees 
through a joint participation in policy; 
the need to eliminate the difficulties of 
overproduction and cut-throat com- 
petition, the exploitation of natural 
resources and the expense of cross 
freight rates; the need to guard the 
interests of consumers through a joint 
control of industry; and, finally, the 
need to prevent injurious foreign 
competition and to provide for a better 
organization for capturing foreign 
markets. 

This method of control would seem 
to have very great advantages for large 
raw product industries such as coal, 
iron, potash, oil, lumber, and the like, 
where the elements of conservation of 
the natural product, as well as of 
human energy, are of vital importance, 
and where unregulated competition is 
injurious slike to workers, producers 
and consumers. It is doubtful, how- 
ever, whether the constitutional system 
of the United States would permit any 
such adequate control as that found in 
Germany. 
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The method of stock ownership by 
the Government, as a way of elimi- 
nating the evils that may result from 
uncontrolled combination and monop- 
oly, presents many possibilities. In- 
stead of trying to control externally, 
as is done in the United States through 
the operation of the anti-trust laws 
and the work of the Federal Trade 
Commission, the attempt is made to 
control through the direction of the 
company within the board of directors. 
Will such control do away with the 
necessity of the continuous fight that is 
waged by other governments against 
various businesses, in a vain attempt to 
enforce competition? Does it tend to 
protect the interests of the public 
better than they are protected by the 
system of external control? The an- 
swer to such questions may depend 
upon two main factors: the extent of the 
control over the directorate by virtue 
of stock ownership, and the ability and 
honesty of the persons selected by the 
Government to act as directors. It 
must always be remembered, more- 
over, that external control through law 
and ordinance can be employed if other 
methods are not satisfactory. 

The operations of some of the great 
German cartels in the world market 
are highly significant, in that they 
make the state itself a factor in pro- 
duction and distribution, purchase and 
exchange, throughout the world. Not 
merely control by the Reich or other 
public unit brings this. about, but 
actual share-holding. The relation be- 
tween foreign policy in general and 
economic policy thus becomes in- 
creasingly close, with possible future 
results which cannot be predicted, but 
which must be of the very greatest 
importance. - 

From the standpoint of economic 
theory, the most interesting feature of 
the German policy is its complete 
abandonment of the attempt to enforce 
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competition, and its recognition of the 
principle of coöperation. Although 
the Cartel Law protects the individual 
business man from the unfair methods 
which monopolies so often employ to 
force out the small entrepreneur, it 
recognizes and permits monopoly or- 
ganization, always under public con- 
trol. In certain cases all individual 
enterprises are compelled by law to 
enter syndicates. The principle of 
competition has disappeared from pub- 
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lic economic policy. Germany has 
quite definitely decided that unre- 
stricted laissez faire is impossible in the 
modern economic world; that large 
scale produccion is necessary and 
systematic zoöperation beneficial, 
under proper conditions; and that a 
well coördinated, efficient, truly social- 
economic system can result only from 
a very large amount of state partici- 
pation in industry at strategic points, 
and state control all along the line. 
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Public ua emcee of Monopoly in the 


Uti 


ty Industries 


By Cuartzs S. HYNEMAN 
School of Citizenship and Public Affairs, Syracuse University, Syracuse, New York 


T is not the purpose of this brief 
article to discuss the soundness of 
the theory that industries which bear a 
peculiar relation to the public interest 
render more satisfactory service to 
their patrons if protected by the Gov- 
ernment from competition. Nor is 
this the place to consider whether the 
present regulatory practices of the 
American states give the patron of the 
utility that assurance of value in return 
for price which is supposed to result 
when different groups are competing for 
amarket. The intent of the following 
pages is to point out, in a general way, 
and with occasional illustrations what 
steps are taken and what things are 
done by the American states to’create 
and foster monopolistic conditions in 
an industry which the courts hold to be 
“affected with a public interest.” 

The granting of exclusive franchises 
by the state legislature, however usual 
in the past, is no longer a common prac- 
tice. The rôle of the local or municipal 
franchise in the creation and the fur- 

‘therance of public service monopolies 
has been the subject of frequent and 
incisive scrutiny. No attention will be 
given here to these means of curtailing 
competition between utilities. The 
present article will concern itself with 
the devices by which the state public 
service commissions foster monopoly 
and with the statutes which direct the 
commissions toward that end. 


APPROVAL OF INCORPORATION 


The voice of the public service com- 
mission, as to whether there shall be 
competition or monopoly in the public 
service, is first heard when a person or 


corporation undertakes to venture into 
a quasi-public activity. In a few 
states—Maine, Vermont and Pennsyl- 
vania, for example—the approval of 
the public service commission must be 
obtained before any public service 
corporation can be formed. Before 
the articles cf incorporation are sub- 
mitted to the secretary of state in Ver- 
mont, the Public Service Commission 
must “determine whether the estab- 
lishment and maintenance of such 
corporation will promote the general 
good of the state.” In order to deter- 
mine whether the existence of an addi- 
tional utility corporation will “promote 
the general good of the state,” it is, of 
course, proper to inquire whether the 
proposed corporation would enter into 
competition with an existing operator, 
and whether any competition which 
would result would serve the public 
interest. 


CERTIFICATE OF CONVENIENCE AND 
Nacessrry 


A more familiar form of control, 
exercised at the very origin of competi- 
tion, is the power of the commission to 
grant or refuse a certificate of con- . 
venience anc necessity. It is a very 
common provision in state statutes 
that, until the public utility regulatory 
body gives its approval, no person or 
corporation may “begin the construc- 
tion” of its plant, system or route; be- 
gin to “operate”; “transact any busi- 
ness”; or “exercise any franchise or 
right under any provision of the law.” 
In determining whether or not to give 
its approval to the new public service 
project, the commission must find 
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whether it will serve the “public con- 
venience and necessity.” An accurate 
statement of just what utility enter- 
prises must obtain the certificate of 
convenience and necessity in the vari- 
ous states could be made only after a 
careful study. It may be said, how- 
ever, that in one state or another, 
certificates must be obtained by opera- 
tors of steam and electric railways, 
sleeping cars, baggage and express serv- 
ices, motor common carriage, carriage 
by water, public water supply service, 
pipe lines, air transportation services, 
radio broadcasting, toll bridges, 
wharves, elevators, warehouses, stock- 
yards, telegraphs, telephones, electric 
light and power, gas, steam heating, 
refrigeration and sewage disposal. In 
no one state is the certificate required 
for all of these enterprises, and in some 
states it is required for only a few. 
Nevertheless, in most of the industrial 
states—New Jersey, Pennsylvania and 
‘Illinois are good examples—the certifi- 
cate is required of a wide range of 
utilities. 

In deciding whether or not the in- 
stituting of a new service would-serve 
the public convenience and necessity, 
no factor is more frequently the deter- 
minant than the question of whether 
the existing utility ought to be sub- 
jected to competition. Indeed, this 
would seem to be the major, if not the 
sole, consideration in some states which 
require no certificate for entrance into 
areas where there is no established serv- 
ice, but which do require a certificate in 
case the new enterprise should compete 
with an existing utility. 

It is, of course, no easy task for the 
commission to decide whether the pub- 
lic interest will be best served by the 
additional facilities offered by the pro- 
posed new utility, or whether the public 
will profit more from the presence of an 
industry enjoying the financial stability 
which results from a protected monop- 


oly. Few rules have been laid down 
and perhaps none of these is of universal 
application. The California Railroad 
Commission, early in its history, an- 
nounced that utilities furnishing power 
and light in that state would not be 
subjected to competition if they were 
furnishing satisfactory service at rea- 
sonable rates. When the existing com- 
pany proved unwilling or unable to 
satisfy this requirement, competing 
companies would be admitted.! This 
rule has been followed by a number of 
other states when dealing with electric 
companies.” 

Other state commissions, however, 
have indicated that they will attempt 
to obtain an improvement in the serv- 
ice and rate schedule of the established 
electric company before admitting a 
competitor. Atleast twocommissions, 
those of Missouri and Maine, have 
gone much further than this. A Mis- 
souri case will illustrate. A petition 
was before the regulatory commission 
of that state, asking for the grant of a 
certificate of convenience and necessity 
to permit the applicants to construct 
and operate an electric light and power 
plant and distributing system in a city 
which was already being supplied with 
electric service. The existing service 
wasnotoriously bad. The Public Serv- 
ice Commission had, on at least two 
previous occasions, ordered improve- 
ments in plant and operating practices, 
but without securing any considerable 
improvement. Popular opinion in the 
city, as indicated by the vote in a spe- 
cial election, was strongly in favor of 
permitting the petitioners to construct 
plant and wires in competition with the 
established company. The Commis- 

1 Pacific Gas & Electrio Co v. Great Western 
Power Co., 1 Calif R. R. Com. Reps. 203 (1912). 

2 Probably primarily in the western states. — 
For support of the California Commission by an 
eastern state, see Re Thompson (Vermont), P. U. 


R. (1916) E, 28%. Citations to P. U. R. refer to 
Public Utihties Reports. 
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sion, convinced that the public interest 
required the admission of the new com- 
pany, still sought to avoid a duplication 
of equipment and the ineconomies of 
competition. A certificate was granted 
to the petitioners, but only on condi- 
tion that they 


purchase the plant and equipment of the 
existing company at such price as can be 
agreed upon by the parties, or, on failure to 
agree, at such price as shall be fixed by the 
Commission. Therefore, the applicant will 
be required to file a written offer with the 
Commission and with the Greenfield Light 


and Power Company [the existing com-. 


pany] on or before the effective date cf the 
order herein offering to take over and pay 
for the property and equipment of the com- 
pany used and useful in rendering service at 
Greenfield at the fair physical value thereof 
as a plant in operation to be fixed by the 
Commission. If within five days after 
receipt of such offer the Greenfield Light 


and Power Company shall file its written ` 


acceptance of such offer with the Commis- 
sion and the applicant herein, the Commis- 
sion will direct its engineers to inventory 
and appraise such property, and the 
Commission will thereupon fix the fair 
physical value thereof to be peu by the 
applicant.? 


The Commission did not state what 


it would do in case the existing com-. 


pany should refuse to sell. 

In the case of telephones, where the 
inconveniences of separate systems are, 
no doubt, greater than in the case of 
light and power, it is sufficient in per- 
haps no state for the one seeking a 
certificate to show that the existing 


3 Re Ward, P U. R. (1922) D, 727, 788-34. 
For a similar decision by the Maine Commission 
see Re Turner Light & Power Co, P. U. R. (1916) 
A, 418. After stating that “if practicable” an 
effort ought to be made to compel the established 
electric company to improve its service or lower 
its rates before permitting another company to 
offer competition, the Maine Commission issued 
a certificate to the applicants, subject to the con- 
dition that they purchase certain property from 
the established utility. 
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service is unsatisfactory or too costly. 
It must be shown, also, that the estab- 
lished company is incapable of improv- 
ing its service. If an electric company 
would retain exclusive control of its 
territory it must, according to the Cali- 
fornia Commission, be always on good 
behavior. A telephone company, how- 
ever, may rest on its oars, secure in the 
knowledge that before a competitor is 
allowed to enter, the commission will 
attempt to compel an improvement in 
its own service.’ 

There has been much less uniformity 
among the states, and much less con- 
sistency on the part of individual com- 
missions, when considering applications 
to enter into competitive transporta- 
tion service. New York furnishes an 
excellent example. In 1907, the regu- 
latory commission refused a certificate 
of convenience and necessity for the 
operation of an inter-urban electric 
railway, offering as its reason for so do- 
ing ‘that the cities and rural area in 
question were adequately served by 
existing steam carriers. On review of 
the action of the Commission, the 
Appellate Division of the state Su- 
preme Court reversed the order and 
instructed the Commission to issue a 
certificate. The Court saw in the net- 
work of rails, which was already in use, 
evidence that it was the policy of the 
state to permit electric lines to parallel 
steam lines, even though the latter 
were furnishing adequate service.’ The 
advent of the motor bus, however, 
found the New York courts ready to 
accept a different view of the relation of 
competition to public convenience and 
necessity. The present attitude of 
Commission and judiciary is expressed 
in a recent Commission opinion: 


‘See, for example, Waynes County Mutual 
Telephone Co. v. Commercial Telephone & Tele- 
graph Co. (Illinois), P. U. R. (1915) E, 678. 

5 In re Rochester, C., E., Traction Co., 118 App 
Div. 521, 102 N. Y. S. 1112 (1907). 
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The courts and this Commission have 
consistently held that a certificate will not 
be granted [to a motor bus company] where 
the route competes with an existing trans- 
portation service and that existing trans- 
portation service furnishes adequate means 
of transportation.’ 


Where an application for a certificate 
of convenience and necessity is op- 
posed, on the ground that the proposed 
operations would result in competition 
injurious to the service furnished by an 
established utility, the commission is 
presented with a very complicated 
question of fact. The extent to which 
an industry, not yet in operation, will 
detract patrons from an established 
business, is not subject to easy or accu- 
rate measurement. Nor is it a simple 
matter, once the extent of the competi- 
tion is estimated, to determine whether 
the loss of patrons by the existing 
utility will so reduce its income as to 
prove subversive of the public interest. 
In very few cases, indeed, does it ap- 
pear that the public service commission 
makes any effort, through its own staff, 
to uncover the data indicating the 
nature and the extent of the competi- 
tion which would result from the grant- 
ing of the certificate. It is the custom, 
rather, to depend on the counsel for the 
contending parties to disclose the evi- 
dence upon which the order of the com- 
mission will depend. In some cases 
the attorneys submit in testimony and 
in exhibits very comprehensive statisti- 
eal analyses.’ An examination of 
briefs, exhibits and minutes of testi- 
mony filed with a great number of cases 
decided by the New York Public Serv- 
ice Commission indicates, however, that 
the counsel all too often attempts to es- 
tablish its petition or opposition by 
offering in testimony the opinion of 


5 Re Cooper, Rep. N. Y. P. S. Com. (1827) I, 
458, 456. ; 

1 See, for example, Re A. R. G. Bus Co. (Cali- 
fornia), P. U R. (1919) E, 282. 


parties interested in the operation or 
service of the contending utilities. Not 
infrequently these opinions are in such 
conflict that the order of the Com- 
mission represents little more than 
guess. 

The foregoing pages have been con- 
cerned with the maintenance of ex- 
clusive or monopolistic control over 
service in a particular area, or over a 
specified route. The public service 
commission, in determining whether or 
not to issue a certificate of convenience 
and necessity, has also in many cases 
to decide whether it will encourage the 
creation of a large unified system serv- 
ing many localities, or whether it will 
give preference to small concerns, each 
dominant in its own limited territory. 
This choice between policies is perhaps 
most often forced upon the commission 
when it is faced by two applicants for a 
certificate to enter a territory not al- 
ready preémpted by.a utility. If only 
one of the two petitioners is to receive 
a certificate, the commission will ordi- 
narily grant it to the one of the appli- 
cants thought to promise the better 
service tothe public. Asaconsequence 
the large corporation, with its more 
specialized equipment and its greater 
reserves, usually receives the commis- 
sion’s approval. This is especially 
true of the telephone industry, since the 
large system can furnish connections 
with other localities which are not pos- 
sible to the small and independent 
company.® ° 


CONTROL OVER CAPITALIZATION 


Public service commissions occasion- 
ally use their conirol over utility 
capitalization as a means of limiting 
competition between «public service 
companies. In most of the states, the 


_ statutes which give the commission its 


8 For an illustrative case see Re Coles County 
Telephone and Telegraph Co. (Ilinois), P. U. R. 
(1918) A, 558. 
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authority over security issues list the 
purposes for which securities may be 
issued. Prevention of competition is 
rarely, if ever, included in the list. 
These provisions are usually inter- 
preted to require the commission to ap- 
prove any issue made in proper form 
which is for one of the ptrrposes enu- 
merated in the statute. Where this is 
true, it is vety hard to see how author- 
ity to make an issue can be refused on 
the ground that the proceeds are to be 
devoted to a project which ought to be 
discouraged because it would unduly 
compete with another utility. Thus, 
the Indiana Public Service Commis- 
sion, after refusing a certificate of 
convenience and necessity for the estab- 
lishment of a telephone exchange on 
the ground that it would compete with 
an existing system, was none the less 
forced to approve the issuance of securi- 
ties by which the company expected to 
realize the capital to establish that very 
exchange.® On a later occasion, the 
-Indiana Commission did refuse to ap- 
prove an issue by a lighting company, 


offering as its reason that the proceeds - 


were for an undesirable duplication of 
the system of a competing company. 
This interpretation of the Commis- 
sion’s authority was rejected by the 
Supreme Court of the state when it ap- 
proved a mandamus instructing the 
Commission to authorize the issue. 
The Court stated that it was not the 
duty of the regulatory body to inquire 
whether the income from the issue was 
to be invested in a way to best serve the 
public good. The statute intended 
merely for the Commission to inquire 
whether the proposal for the issue was 
presented in proper form, and whether 
the money was.to be invested for one of 


° Re Farmer's and Merchant 3 CoBperative Tele- 
phone Co. (Indiana), P. U. R. (1915) B, 55. See 
also Re Peoples’ Telephons Co. (Nebraska), P. U. 
R. (1915) D, 160; and In re Mahoning County 
Light Co. (Ohio), P. U. R. (1915) A, 74. 
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the purposes enumerated in the stat- 
ute.?° f 
In a few of the states, the discretion 
of the commission to refuse to permit 
the issuance of securities is not so 
strictly limited. Some statutes—for 
instance, those of New Jersey and North 
Dakota—merely state that no securi- 
ties may be issued without the approval 
of the public service commission, no 
indication being given as to what are 
proper grounds for: refusal. The Ala- 
bama Commission is to give its ap- 
proval to an issue only if it finds that 
the purpose for which the money is to 
be spent is “‘compatible with the public 
interest,” u 

In the states where the authority 
of the commission over capitalization 
is granted in very broad terms, or has 
been loosely construed, there has been 
some evidence that this power will be 
used to curb what the commission 
believes to be undesirable competition. 
This is illustrated by at least one order 
of the Michigan Public Utilities Com- 
mission. Two competing motor bus 
opérators having applied to the Com- 
mission for approval of articles of 
incorporation and for permission to is- 


sue securities, this body inquired very 


carefully into the business conduct of 
the applicants, and learned that they 
were engaged in bitter competition. 
After describing these competitive 
practices of the two operators in its 


10 Publio Service Commission of Indiana v. 
State ex rel. Merchants’ Heat & Light Co., 184 Ind. 
278, 111 N. E. 10 (1916). Fora similar interpre- 
tation of the New York statute, see People ex rel. 
Long Acre Electric Light & Power Co. v. Public 
Service Commission, 187 App. Div. 810, 122 N. Y 
S 641 (1910) 

u The constitutionality of this very general 
provision was by the state Supreme 
Court in Alabama Public Service Commission v. 
Mobile Gas Co., 218 Ala. 50, 104 So. 588 (1925). 
A similar grant of authority in the New Hamp- 
shire statute seems to have been interpreted.to 
allow very little discretion to the Commission. 
Re Concord Gas Light Co, P U. R. (1621) C, 169 
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written opinion, the Commission ex- 
pressed regret that it did not have 
power to dispose of the less desirable 
of the two by denying it a certificate 
of convenience and necessity. It 
achieved the same end, however, by 
allowing only one of the applicants 
to make a capital issue, the rejection 
of the other petition being put on the 
ground that, under the present con- 
ditions of operation, the securities 
would represent a very questionable 
investment to purchasers. The New 
Jersey Board of Public Utility Com- 
missioners has been even more frank 
in using its control over capitalization 
to foster monopolistic conditions. It 
should be noted that this is done not 
so much on the ground that consumers 
receive better service when one opera- 
tor dominates the field, as on the ground 
that the probable earnings of the com- 
pany would not assure to the investors 
the return which they had anticipated. 
An illustration can be found in a com- 
- paratively recent case, in which the 
Board refused to authorize the issue 
from which an electric concern in- 
tended to finance a lighting and power 
project in an area already occupied by 
another company. In the course of 
the opinion, it was said: 

The question to be determined by the 
Board is whether the approval of the “pur- 
pose” of such stock issue by the applicant 
will result in a supply of electrical energy 
under the best conditions and at the lowest 
rates which will assure a continuity of serv- 
ice... 

It is the duty of this Board to pass not 
only upon the legality of a financial proposi- 
tion advanced but upon the merits of the 


subject matter itself from the standpoint of ‘ 


a wise public policy, having for its object 
the safeguarding of the public against ill- 
considered and reckless financial ventures, 
the securities of which might entail loss on 
the public investing therein. 

11 Re Himburg, P. U. R. (1922) C, 440. 

1 Re Community Power & Light Co., P. U. R. 
(1926) A, 586, 543. 


CONSOLIDATION, MERGER AND SALE 


Probably no regulatory power of the 
public service commission has received 
less attention from writers than the 
authority to supervise the transfer and 
the combination of public utility 
property.“ The primary objectives 
of public utility regulation, the as- 
surance of satisfactory service at fair 
rates and the protection of the investor, 
doubtless seem to a great many people 
too far removed to be causes for 
concern as to the identity and the 
corporate structure of the owning inter- 
ests. Consequently, it is not surprising 
to learn that the legislative enact- 
ments of the forty-eight states reveal 
no common attitude concerning the 
desirability of concentration of control 
over utilities. whether competing in 
the same or serving widely separated 
territories. 

In some of the states—Oregon, 
Florida and Vermont are examples— 
all utilities other than railroads are 
virtually free to purchase, sell and 
combine as they see fit.% Motor 
buses, subject to regulation as to rates 
and service in nearly every state, are 
in many states entirely uncontrolled 
as to consolidation, merger and sale. 
Some legislatures are willing for scat- 
tered holdings to be collected under one 
management, but forbid the combina- 
tion of competing utilities. This is 
true of railroads in a great number of 
states, and of telephones and telegraphs 
in Pennsylvania. Still other states 
take quite a different position. Thus, 
the Indiana and the Alabama statutes 

M A recent article by W. M. Wherry, entitled 
“Principles Applicable to Consolidation and 
Merger of Public Utilities,’ appeared in New 
York Univ. Law Rev., 6: 148 (1929). 

WBut see Re Union County Telephone Co. 
(Oregon), P. U. R. (1920) C, 1002. 

18 Constitution of Pennsylvania, Article XVI, 
Section 12, and Cochranton Telephone Co v. 
oo Telephone Co., 268 Pa. 506, 107 Atl. 28 
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encourage the consolidation of any 
railroads which could be operated as a 
single system.” 

Still other legislative enactments— 
end, if we omit railroads from con- 
sideration, a number of states are 
included in this category—make no 
pronouncement of policy, but give the 
regulatory commissions a free hand to 
formulate and carry out their own 
ideas as to transfer and codrdination 
of utility property. Perhaps in no 
other phase of regulatory activity is the 
grant of power to the commission made 
in such unqualified fashion as one finds 
in some of the provisions conferring 
control over consolidation, merger and 
sale. In view of the care with which 
the statutes enumerate the purposes 
for which securities may be issued, one 
wonders at the lack of assurances that 
the commission will not go beyond the 
proper bounds of publie authority in 
regulating ownership and control. 

Apparently very few commission 
orders concerning consolidation, merger 
and sale have gone to the courts for 
review. Accordingly, one must de- 
pend almost altogether upon the opin- 
ions of the commissions themselves for 
interpretations as to the extent of 
administrative authority under these 
broad and unqualified grants of power. 
The conviction that competition for 
the same patronage means the very 
defeat of satisfactory public service is 
expressed in a number of opinions, the 
following being representative: 


This Department has, at all times, en- 
couraged the consolidation of all utilities 
rendering the same kind of servicé and serv- 
ing the same city, town or community in 
this state, and we believe that consolidation 
should be effected wherever possible. . . . 

There is no power vested in this Depart- 
ment, nor any other state department, 
whereby it could by order or otherwise 
direct a consolidation, however much it 
might desire to do so. Lacking the power 
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to order, all we can do is to recommend; and 


_we do respectfully recommend that the 


city commissioners and the companies en- 
ter upon negotiations with a view to ac- 
complishing this desired result.17 


Like the Washington Department 
in the above quotation, a number of 
commissions have pointed out that 
they possess no authority to order a 
consolidation of competing properties, 
a source of regret to at least one com- 
mission.1® But, while the commissions 
may not order the sale or consolidation 
of utilities, they may lend their influ- 
ence, and perhaps a bit of pressure, to 
induce an arrangement which would 
terminate subversive competitive prac- 
tices.'® Perhaps the strongest evi 
dence that the regulatory authorities 
are convinced of the desirability of 
monopoly control over service in any 
locality lies in the fact that there are 
in the published cases so few instances 
in which a commission has disapproved 
of the consolidation of competing 
companies. 

It is not so easy a matter to convince 
the public service commission that it 
should approve a sale, consolidation or 
merger when the purpose is to unite 
non-competing properties into one 
large system. As the statutes now 
read, there is very little specification 
as to what factors should determine 
the order of the commission’s allowing 
or refusing to allow the petition to 
purchase, merge or consolidate. The 
Maryland Commission for a time re- 
fused to approve of any transfers of 

"The Washington Department of Public 
Works, in City of Spokane v. Washington Water 
Power Co, P. U. R. (1921) D, 762, 772, 773. 

18 The Nebraska Commission m Blackledge v. 
Farmers’ Independent Telephone Co., P. U. R 
(1919) D, 211, 224. The Commission expressed 
the opinion that it would not be unconstitutional 
for the legislature ta confer upon the Public Serv- 


ice Commission authority to order consolidations 
19 See the Ilinois case of Rockton Electric Co v. 


. South Beloit Water, Gas & Electric Co., discussed 


below and cited in note 20. 
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utility plants or systems, except upon 
affirmative evidence showing that the 
public, as well as the applicants, would 
realize positive benefit from the change 
of ownership or management. This 
policy finally went to the courts for 
review in 1928. In refusing one electric 
company permission to purchase four 
other electric utilities, the Commission 
stated that the reasons advanced by 
the petitioner as justifying the ap- 
proval of their project did not 


seem sufficient, in the view of the Commis- 
sion, to justify it in granting the privileges 
sought in the application. It cannot see 
wherein the public will be benefited in the 
slightest degree. . . . The only considera- 
tion seems to be one of financial investment, 
the only persons to be really benefited being 
the seller and the purchaser. This Com- 
mission can see no advantage whatever to 
the public in the proposed transaction and 
the application is, therefore, denied.2° 


This order, refusing approval of the 
proposed purchase and sale, was im- 
mediately taken to the courts for re- 
view. It was argued that the intent 
of the statute was that the Commission 
should always give its approval to 
applications for purchase and sale, 
unless it should appear that the transfer 
of ownership would prove detrimental 
to the public interest. There was 
nothing in the statute to guide the 
court. There was no provision that 
the Commission should give reasons 
for its order approving or refusing 
approval of the project of the appli- 
cants. The law merely stated that 
no sale of utility property should be 
made “without the written consent 
of the Commission.” The court, with- 


20 Re Electric Public Utihties Co, P. U. R. 
(1927) E, 609, 616, The California and Penn- 
sylvanin Commissions appear to have acted upon 
the same understanding of their duties in Re 
Greer (California), P. U. R. (1922) B, 49, and Re 
Lawrence Hydro-Electric Co. (Pennsylvania), P. 
U R. (1927) C, 78. 


out giving ary particular attention to 
the constitutionality of the statute, 
decided that the Commission had ex- 
ceeded its authority in withholding its 
approval for lack of proof that the 
public would benefit from the proposed 
transaction. The exact reason for so 
deciding was not given by the court, 
but it announced the opinion that 
permission to a transfer could be re- 
fused by the Commission only on a 
finding that the trarsaction would be 
detrimental to the public. The effect 
of this decision remains to be seen. 
The New York Public Service Com- 
mission has announced that it will 
ignore the cecision of the Maryland 
court and will continue to refuse its 
approval to consolidations of utility 
properties, except on affirmative evi- 
dence that tke public will benefit by the 
proposed change. The Maine Com- 
mission, in a decision and opinion of 
June, 1929, intimates that it will follow 
the New York, rather than the Mary- 
land, rule.” 

For the most part, the commissions 
seem to be cuite ready to give consent 
to the sale and the merging of non- 
competing utilities. An illustration 
of this willingness to acquiesce in the 
concentration of control in the hands 
of a few large corporations is found in 
some recent words of the New Jersey 
Board of Public Utility Commis- 
sioners: : 


The merger of smaller electric light and 
gas companies into larger units appears to 
be in accordance with the trend of the 
times and shculd resulz in more economical 
operation ani consequent benefit to the 
public. Furthermore the interconnection 
of the group of properties as proposed is a 


1 Electric Public Utilkties Co. v. Wrest, 140 
Atl. 840 (1928 °. 

2 Re Consoledated Gas Co of New York (New 
York), P. U. E. (1928) E, 19, 85; and Ra East- 
port Water Co. (Maine), P. U. R. (1929) E, 136, 
157—58. 
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logical step in the development of any 
super-power system.” 

On the other hand, there have been 
a number of cases in which the com- 
missions were convinced that the public 
stood to lose in service or rates if the 
proposal for a combination of non- 
competing properties should be per- 
mitted. Two cases will illustrate. 
The Indiana Public Service Commis- 
sion was faced by the application of a 
group of bankers and lawyers to pur- 
chase three small telephone systems. 
While the three properties were neigh- 
boring and would lend themselves to 
unification, there was ample proof in 
the evidence before the Commission 
that the applicants were interested 
purely in the exploitation of the prop- 
erty and not in supplying a service. 
In refusing to allow the purchase, the 
Indiana Commission, noted for speak- 
ing in clear and forceful language, 
announced a policy of telephone con- 
trol which would extend much beyond 
the immediate application before them. 

The real owners of the properties will not 
be the executive officers, or the people of the 
community, but will be the holders of the 
securities, perhaps many of whom reside in 
distant states, and who will neither know nor 
care as to the quality of service rendered so 
long as the interest on their investments is 
promptly paid.... 

The history of the telephone industry 
does not disclose that the consolidation of 
plants widely scattered when brought 
under one unified management renders the 
service any cheaper or more efficient. . . . 

It may be that we have reached a place 
in the telephone history of the country 
when the small telephone systems must pass 
out of the picture, and that there should be 
substituted therefor large telephone corpora- 


tions oe eE nk the small companies, 


and operating ugh subsidiary com- 
panies, but this Commission is not yet 
ready to embrace this theory. If such 
consolidation is required by the. needs of 

3 Re Jersey Coniral Power & Light Co., P. U. R. 
(1926) D, 699, 701. 
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any particular community, it must be done 
by experienced operators, on a reasonable 
value and sound financial basis.” 


The Pennsyivania Commission an- 
nounced a not dissimilar policy in re- 
spect to efforts to buy up and to con- 
solidate scattered water companies. 
After assuring the applicants that it 
was not inimical to the current trend 
toward centralized control, the Com- 
mission went on to say: 


But in this instance, however, the Com- 
mission, is strongly of the opinion that 
there is absence of economic reason, under 
such conditions as are presented in these 
applications, for the merging into one com- 
pany of widely separated, and physically 
uncoordinated water utilities in various 
parts of the state. There is material differ- 
ence between water companies and other 
public utilities. For instance, it is obvious 
that it is not only advisable but absolutely 
necessary for the development of the elec- 
tric industry and the service of the public to 
effectuate consolidations of electrice com- 
panies when the circumstances are such as 
will result in betterment of service or reduc- 
tion of rates. In the case of other utilities, 
similar conditions favorably affect consoli- 
dation. But the Commission fails to see, 
at least under such facts and circumstances 
as are presented in these applications, how 
it is possible to codrdinate public service, or 
effect any substantial economic advantages, 
in tying together widely separated ‘water 
companies which cannot possibly have any- 
physical interconnection, and which have 
little or no corporate, financial or com- 
munity relationship. The supply and 
service of water is, in the experience of 
communities large and small, a peculiarly 
localized function and necessity, and condi- 
tions of ownership, management, finances 
and service vary to a degree which is not 
nearly so marked among other public 
utilities. 

,™ Re Associated Telephone Co., P. U. R. (1927) 
C, 577, 584, 585, 586. ` 

% Re Pennsylvania Water Service Co., P. U. R. 
(1927) E, 656, 664-65. For a comprehensive 
statement of the attitude of the Maine Public .- 
Utilities, Commission toward consolidation of 
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. CONTROL Over Urmrry SERVICE 


The authority of the public service 
commission to require utilities to fur- 
nish adequate and convenient service 
ordinarily includes the power to pass 
upon the advisability of extensions of 
lines or system into new territory. 

It is quite common to find in statutes 
that a utility may not extend its service 
into an area which it had not pzevi- 
ously elected to serve, except with the 
‘consent of the public service commis- 
sion. This consent or approval, if 
given, usually takes the form of a 
certificate of convenience and neces- 
sity, more properly considered, in an 
earlier section of this article. In Wis- 
consin, however, the control of the 
Commission over extensions of tele- 
phone lines is more inclusive than that 
ordinarily contemplated in the power 
to issue or refuse a certificate of 
convenience and necessity. The legis- 
lature of that state, through the 
enactment of an anti-duplication law, 
announced very definitely a state policy 
against competition between tele- 
phones. The Railroad Commission 
was given very thoroughgoing control 
over extensions of lines and the tapping 
of districts not previously served. 
In the exercise of its duty to prevent 
competition, the Wisconsin Commis- 
sion is often called upon to hear the 
pettiest of controversies between tele- 
phone companies. The following not 
unrepresentative cases will illustrate. 
An individual living in the village of 
Hubbard expressed a desire for the 
service of the Hubbard Farmers Tele- 
phone Company in preference to 
that of another company which was 
operating in the same village. The 
reasons for this choice were, first, that 
he was a stockholder in the Hubbard 
Company and, second, that the com- 





various kinds of utilities, see Rs Eastport Water 
Co, cited in note 22. 


peting company had, at a previous 
date, aggrieved him by refusing to run 
a wire to his farm house. But, in the 
present case the Hubbard Company, 
which he preferred, could instal service 
only by running a wire some ten or 
fifteen yards from the main line to his 
house. The competing company’s 
wires, on the other hand, ran directly 
in front of his door. , An appeal was 
made to the Railroad Commission to 
determine, whether the preferred com- 
pany should be permitted to make this 
short penetrstion into the territory of 
its competitor.* 

` Another problem coming before the 
Wisconsin Commission involved the: 
territorial rigats of two telephone com- 
panies havinz their lines about equi- 
distant from a farm house over which 


_ they were in dispute. One of the 


companies had furnished service to a 
previous occupant of this house, but 
or the vaca-ing of the premises the 
instrument was taken out. The new 
occupant sought and obtained service 
from the competing company. In 
running its wires up to the house, this 
telephone company made use of the 
same poles which had been used by its 
competitor in serving the previous 
occupant. The company which had 
previously furnished the service then 
came before the Railroad Commission, 
arguing that its territory bad been in- 
vaded and urging that the duty of the 
Commission to prohibit uneconomical 
competition between telephone com- 
panies required an order ousting its 
competitor from the extension.?” 

% Re Hubbard Farmers Telephone Co, P. U. R. 
(1916) C,485. The Commission refused to allow 
the extension. l . 

27 Vonewock “slephone Co. v. La Salle Tele- 
phones Co, P. U R. (1915) C, 740. The Com- 
mission refused to oust the defendant. For a 
case in which the Wisconsin Commission ordered 
the abandonmert of an extension, on the ground 
that it was an invasion of the territory of a 
competitor, see ‘n re Grange Hall Farmers’ Tele- 
phone Co, P. U. R. (1915) E, 594. 
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Excepting the control of the Wis- 
consin Railroad Commission over du- 
plication of telephone systems, one 


finds very little evidence that the state ` 


regulatory bodies use their power to 
control service as a means of fostering 
monopolistic conditions among public 
utilities. Occasionally a commission, 
hearing a complaint from a public 
service company that a competitor has 
invaded its territory without a certifi- 
cate of convenience and necessity, 
orders the interloper to abandon its 
new project.22 The Illinois Commis- 
sion on one occasion, when faced by 
such a situation, directed the com- 
plainant to take over the wires ‘of the 
invading company. This order was 
opposed by the invader, on the ground, 
among others, ‘that the complainant 
was not in a position to furnish ade- 
quate and satisfactory service through- 
out the territory it was claiming as its 
own. Inreply to this charge, the Com- 
mission announced that if this allega- 


38 A case is Northern Illinois Telephone Co. v. 
Farmers’ Telephone Co. of Sandunch (Illinois), 
P. U. R. (1916) E, 1090. In Caltfornia-Oregon 
Power Co. v. Keno Power Co., P. U. R. (1918) 
D, 851, the Oregon Commission denied that it 
possessed guch authority. See, also, Lakewood & 
Coast Electric Co. v. Atlantic Coast Electrio Light 
Co. (New Jersey), P. U. R. (1917) A, 695. 
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tion proved to be true, it would not 
only require the complainant to sur- 
render the property which it was here 
directed to teke over, but it would 
entertain application by its competitor 
for a certificate “authorizing it to take 
over and operate the whole of the 
distribution system” in the disputed 
territory.?® 


CONCLUSION 


The present article will doubtless 
seem incomplete if it closes without 
some effort to indicate the relative 
importance of legislative and commis- 
sion policy in the encouragement of 
monopolistic conditions among utilities. 
Any effort to appraise the influence 
of the various devices above described 
for curtailing public service competi- 
tion ought to be predicated upon a 
much more careful study of statutes, 
court decisions, commission orders and 
utility practice than the writer has 
attempted: The foregoing pages must 
be accepted as a crude sketch, intended 
to inform the layman of the existence 
of a very important, but much over- 
looked, form of social planning. 

3 Rockton Eleciric Co. v. South Beloit Water, 
Gas & Electric Co, P. U. R (1921) E, 17. _ The 
Commission did not discuss its statutory power 
to make such orders. 


Who Shall Administer the Anti-Trust Laws? 


By James T. Youna 
Professor of Public Administration, University of Pennsylvania. Philadelphia, Pennsylvania 


WO important movements, now 

under way, may shortly prove of 
vital interest to every American: the 
strengthening of court organization 
to produce quicker, more accurate 
Justice; and the reorganization of 
business into larger, more effective 
units. 

These two separate movements im- 
‘pinge at a point which is the subject of 
this paper. Hitherto we have taken for 
granted that, of course, the adminis- 
tration of the anti-trust laws was a 
matter for the courts. The judge, on 
his part, has usually sought to express 
the ideas of the law-maker. If these 
ideas were not clear or were impcssible 
of fulfilment, the judge’s duty has 
forced him into a bog of socio-economic 
reasoning and theorizing which can be 
neither helpful to the interests con- 
cerned nor welcome to the courts them- 
selves. Such is the present status of 
our laws on trade combinations at a 
moment when the greatest consolida- 
tions in our history seem about to take 
place. In deciding whether or not a 
change in enforcement is necessary, we 
shall be influenced by three outstand- 
ing features of our present methods. 


INDEFINITENESS OF THE Law 


The first is the almost incoherent 
vagueness of some of these laws. Here 
one meets with: “restraint of trade”; 
“monopoly”; “unfair competition”; 
“tend to create a monopoly”; “price 
discrimination”; “such injunctions” 
—“such” presumably referring to a 
lengthy and highly ambiguous preced- 
ing paragraph of the (Clayton) Law on 
labor disputes. 

Some hold that such indefiniteness is 


é 


admirable, in that it allows the courts 
to develop zhe law with greater elas- 
ticity and freedom. We shall presently 
examine a few decisions to see if this be 
true. One hing stands out in all this 
mass of vitally important laws; they 
are not clear, yet they go to the root of 
the most important business activities 
of our people. It has been well said 
that an interpretation might fairly be 
given to the present trade laws which 
would render illegal the existence of 
over twelve hundred of the largest and 
most potential companies in American 
business. 

Whether the economic and social 
aims of these laws are right or wrong, 
is not the question. Whether right or 
wrong, these aims are impossible of 
fulfilment without reasonable clarity of 
expression in the laws themselves or 
lacking some administrative authority 
which, by making supplementary rul- 
ings and decisions, could speedily clear 
up doubtful points. 

In relying on the courts for the en- 
forcement of our trade laws, couched 
in these vague terms, we have also to 
reckon with the jury box. If it be 
hard, nay, impossible, for our highest 
court to reach unanimity in the opin- 
ions of its justices, how can we expect 
a jury to apply the law? 

Several huge packing corporations 
form a company which distributes 
packing-house products in many large 
cities. This combination is attacked 
by the Government and is charged with 
having manipulated prices of meat 
products upward, through the suppres- 
sion of competition. At the trial, the 
Government submits telegrams from 
the centra! office to local branches of 
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the combination, ordering that meat 
prices be kept up or raised. One such 
telegram pointedly asks a local agent 
of the combine who had, lowered his 
prices: “Are you holding a fire sale?” 
The case looks dark for the defense. 
But who are the defendants? Here 
they sit in the court room, highly re- 
spectable officers of large companies, 
pillars of state and society. Shall they 
go to jail, or perhaps pay a heavy fine? 
By the way, what is “restraint of 
trede”? The jury of farmers decides, 
“Not guilty.” 

Or, let us take a civil case. A great 
fruit company is sued by a small com- 
petitor for damages under the Sherman 
Act. The latter charges that by coer- 
cion, trade intimidation and divers un- 
fair and illicit practices, its huge rival 
has driven it out of the fruit business, 
destroying both its sources of supply 
and its markets. It claims fifteen mil- 
lion dollars in damages under the Law. 
Before a Federal jury of high-class 
men the legal battle is bitterly waged 
for three months. The evidence pre- 
sented by the ruined company is most 
impressive. Legal arguments , are 
lengthy and involved. The jury can 
find no violation of the Law by the 
large company. 

Said a prosperous business man, a 
member of the jury, to the writer: “We 
were so dazed by the deluge of evidence 
and the uncertainty of the term, ‘re- 
straint of trade,’ that we had to find for 
the defendant.” 

After nearly forty years upon the 
statute book, the foundation principle 
of our anti-combination laws is not 
clear to courts or juries. 

There is a second question which 
will strongly imfluence our decision, 
viz., the nature of the problems arising 
under these laws. 

Let us choose a few important cases 
in the fields of business consolidations, 
retail prices and labor disputes and ask 
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in each case: What was the real ques- 
tion which the court was called upon 
to decide? Is this question one which 
can be best solved by a court? 

In the first anti-trust case the ques- 
tion was: Can competing railways 
agree with each other to charge the 
same freight rates for hauls between the 
same cities? The layman naturally 
asks: What else could they do? But the 
Law declares: “Every agreement. . . 
in restraint of trade” is illegal. The 
court had to point out that no matter 
how reasonable the agreement might 
be, if it suppressed competition it was 
a “restraint.” The Law had been 
violated. 

Later, in the oil and tobacco cases, 
the court felt obliged to say that only 
agreements in “unreasonable” re- 
straint of trade were illegal. 

Can two competing railways, the 
Great ' Northern and the Northern 
Pacific, be purchased by a single hold- 
ing company, and their ownership thus 
be brought under a single control? 
Not a train on either road is dropped 
from the schedule; not a single freight 
or passenger office closed; not a rate 
raised. But, said the court, while 
there may be no actual suppression of 
competition, there is a possibility of it. 
“Potential” restraint of trade makes 
the consolidation illegal. Incidentally, 
what is “potential restraint”? ?' 

Can a large steel company buy an 
important competitor, acquire im- 
mense bodies of iron ore, fleets of steam- 
ers, selling agencies, and so forth, 
without becoming an illegal monopoly? 
Said the court, in substance: some of the 
practices formerly followed by the Steel 
Corporation were probably illegal, but 
have long since been abandoned. It 
has never sought a monopoly of 


10. S. v. Trans-Missourt Freight Assn., 
166 U S. 290 (1897). 

3 Northern Securities Co v. U. S., 198 U. S. 
197 (1904). j 
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the steel trade, but has steadfastly 
allowed its competitors to retain a 
large share of the business. The vote 
of the justices was four to three on this 
decision? What is the test of a 
“monopoly”? 


RETAIL Prices 


So much for mergers and consolida- 
tions. Let us now glance at retail 
prices. Most large manufacturers try 
to protect their widely advertised prod- 
ucts from the price-cutting of retailers 
because such price-cutting soon de- 
stroys the market for the goods. Other 
retailers refuse to handle them. 

Can a soap manufacturer send to 
dealers a list of retail prices for his soaps 
and perfumes and ask them not to cut 
retail prices below this list? Can he 
intimate to the dealers that he prefers 
strongly to distribute his products 
through dealers who will okserve this 
request? The court held that this was 
not an agreement in restraint of trade. 
It was merely a request, which was far 
from being an agreement.* 

If this be so, cannot a manufacturer 
of valves and valve stems for pneu- 
matic tires arrange with his distributors 
to sell only to those who observe his 
list of retail prices? Those who wish 
to deal in his goods must consent to 
abide by these prices in selling to the 
public. Said the court, here there is a 
definite agreement to suppress compe- 
tition in retail price. This agreement 
is an illegal restraint of trade’ Ex- 
actly what is the difference between an 
“agreement” and a “request”? 


Propucers’ Prorrrs 
Can a group of pottery manufac- 
turers, finding that competition is 
forcing them to ruinous price fluctua- 


3 U. 8. Steel Corporation, 251 U. $. 417 (1920). 

1U, 8. v. Colgate & Co., 250 U. S. 800 (1919). 

sU, S. v. Schrader Sons Co., 252 U. S 85 
(1920). 
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tions, agree among themselves to 
charge to the trade certain scales of 
prices, taking utmost precautions, 
however, that these prices shall be 
reasonable? ls this an unreasonable 
restraint of trade?. The court held 
that an agreement between competitors 
to fix prices was an, agreement to 
suppress competition and, hence, an 
illegal restraict of trade.® 

Can a lumber trade association agree 
that its members shall send to the 
central office full information about 
their stocks on hand, the prices which 
they charge, end so fcrth, and receive, 
in return, a digest of this information 
covering their entire competitive dis- 
trict? This Cigest is accompanied by 
an association letter, exhorting them 
to keep up pzices and keep down pro- 
duction. The result is that prices 
are vigorously increased. The court 
answers: illegel. An agreement to fur- 
nish information to be used in sup- 
pressing price competition is an agree- 
ment in restreint of trade.’ 

Does this mean that all efforts of 
trade associat.ons to inform their mem- 
bers as to stocks, grades and qualities, 
market prices and trade prospects are 
illegal? Can a lumber association, by 
resolution, send such information to its 
members, provided it is not accom- 
panied by an organized price-boosting 
campaign? The court answered it may 
legally do so, if the arrangement is not 
in either purpose or effect a method of 
suppressing competition.® 

Can a group of manufacturers of 
cast iron pipe agree to keep up a show 
of public competition in supplying city 
governments, by making separate bids 
for contracts, but in reality suppressing 

eU S. v. Trenton Potizries Co, 273 U. S. 
892 (1927). 

T American Column and Lumber Co. v. U. S, 
257 U S 387 (1621). ' 


8 Maple Flooring: Mfrs. Assn. v. U. S, 
268 U, S. 563 (1125). 
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competition by determining secretly in 
advance which company shall be the 
successful low bidder on each contract? 
In each supposed competition the man 
picked in advance by the combination 
bid low, while the others purposely bid 
higher. The business was thus dis- 
tributed among the bidders to the 
profit of all. The court held this to be 
- a combination for the purpose of sup- 
pressing competition and, therefore, a 
restraint of trade.® 


ORGANIZED LABOR 


Let us now glance at a few of the at- 
tempts of labor unions to place a taboo 
upon the products of manufacturers of 
whom they disapprove. 

Can a group of contractors, manufac- 
turers and labor unions agree among 
themselves that they will deal only 
with each other, that is, that the manu- 
facturers will employ only members of 
the union, and that no non-union 
millwork shall be used by members 
of the combination? Such non-union 
millwork was made almost wholly in 
Wisconsin and the South. The court 
held this to be a combination to exclude 
from Chicago the products of manu- 
facturers located outside of Illinois, and 
thus an agreement to restrain trade 
between the states.‘ 

. Almost immediately the court was 
called on to decide a more difficult prob- 
lem in the same field. The Journey- 
men Stonecutters Association laid a 
taboo upon the products of the Indiana 
Limestone Producers. This taboo was 
nation-wide and forbade members of 
the union to work on limestone from 
the Indiana quarries of the companies 
named, wherever it might be found. 
Was this an agreement in violation of 
the Federal Law, or was it, as the union 
urged, simply a combined refusal to. 

3 Addyston Pips Co. v. U. S., 175 U.S. 211 


(1899). 
107, S. v. Brims, 272 U. S. 549 (1927). 
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work upon the products of stone pro- 
ducers of whom the union disapproved? 
The court, by a majority vote, held 
that the agreement was a combination 
designed to prevent the circulation of 
Indiana limestone, and hence to re- 
strain trade in that product among the 
states. 

We need only mention the Duplex 
Printing Machine case, in which the Su- 
preme Court' was asked to hold that 
the Clayton Act forbade any Federal 
court to grant an injunction against 
organized efforts to force outsiders to 
aid a union in its fight against a print- 
ing machine company. 

The Clayton Act, with much excess 
verbiage of doubtful meaning, had de- 
clared that injunctions should not be 
issued in “such disputes” between 
parties to the dispute. The court held ` 
that outsiders were not parties to the 
dispute, and hence were entitled to the 
ordinary protection of the trade laws." 

Although these three decisions con- 
form to the spirit of the anti-combina- 
tion Jaws, they have brought down a 
veritable storm of denunciation upon 
the courts. For six years the journals 
of organized labor have not ceased to 
pour out a stream of criticism and in- 
vective against our judicial organiza- 
tion, and to demand that judges be 
elected. The mildest expressions of 
this criticism are the constantly re- 
peated statements: “The courts are 
hostile to labor,” and Mr. Gompers’ 
pious exclamation: “May God save 
labor from the courts!” We may only 
pause to comment that this criticism 
is due to a complete misunderstanding 
of the duties of the law-maker and the 
judge. It is the business of the judge 
to find out as nearly as he can the legis- 
lator’s intention and then apply it. 


u Bedford Cut Stone Co. v. Journeymen Stone- 
cutters, 274 U. S. 87 (1927). 
2 Duplex Printing Press Co. v. Deering, et al., 


` 954 U.S. 448 (1921). 
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When Congress is forced, by the 
strong, insistent pressure of an organ- 
ized minority group, to insert some- 
- thing in a law, it is apt to take its re- 
venge by surrounding the unwelcome 
change with “provided howevers” and 
words of doubtful meaning. 

This forces the judge to examine the 
proceedings of Congress, committee 
reports and other sources for informa- 
tion as to the real purpose of the law- 
maker. In short, Congress, lacking 
courage, makes apparent concessions 
to an organized group, withdraws its 
concessions by cautious provisos, wea- 
sel-words and a smoke-screen of gener- 
alities. This is precisely what it has 
done in the Clayton Act, and what has 
brought down a tirade of unjust criti- 
cism on the courts. 


CLASSIFICATION OF CASES 


From this hasty glance at a few 
outstanding cases, we notice that they 
fall into three general groups: 

(a) Those in which the application 
of the Law is reasonably clear, as in 
the Addyston Pipe and Brims,cases. 

(b) Those in which the court could 
readily apply the Law, if the intention 
of Congress were made clear, as in the 
Bedford Stone and the Duplex cases. 

It will be seen that in both (a) 
and (b) the nature of the problem 
is that of a legal controversy, over 
which the courts alone should have 

jurisdiction. The remedy for (b) 

is not a general abuse of the courts, 

but some intelligent action by Con- 
gress to make its policy unequivocally 
clear. 

(c) Those cases which require for 
their solution extensive, impartial in- 
quiry into business data, the formula- 
tion of an economic principle or theory, 
based on the careful weighing of great 
masses of purely business facts, and 
the decision as to whether a given 
policy will be beneficial or harmful to 
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the public and to the business in- 
terests concerned. Such are most of 
the cases on mergers and prices. Is 
this the work of a court? 

English and Amercan courts have, 
in the past, attempted it with some 
success and have built up much of the 
common law on combinations in a long 
series of decisions cn regrating, en- 
grossing, forestalling, and so forth, 
running through several centuries. 
But are the conditions now such that 
our courts can in the future apply 
these principles to the growing reeds 
of business and the consumer? This 
query leads to the third and final con- 
sideration which may influence our 
decision. 7 

When a group of benkers is consider- 
ing the union of a number of dis- 
organized or separate elements in an 
industry, how shall they know whether 
the new consolidation will receive the 
stamp of Government approval or, 
perhaps, be ordered to dissolve after a 
court proceeding lasting six years? 
How shall an industrial manager, pre- 
paring a new campaign for the distri- 
bution of his products, be able to say 
definitely that his plans are proper 
and advisable, and taat they will not 
subject him to prosecution for restraint? 
How shall a trade association, secking 
to benefit its members by informing and 
advising them as to methods and poli- 
cies, assure itself thet its policies are 
within the letter and the spirit of the 
law? 

During the highly successful admin- 
istration of Colonel William J. Dono- 
van, as Assistant Attorney General in 
charge of Anti-Trust Law cases, these 
needs were partly met by informal 
conferences between bartkers, industrial- 
ists, trade association men and repre- 
sentatives of the Department of Jus- 
tice. It is vital that this plan be not 
only reéstablished, but expanded and 
made available to all who seek to con- 
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form their business policies and prac- 
tices to a law expressed in vague terms. 
We have already accepted this idea in 
many lines of business. Agreements 
between shipping lines on rates and 
charges may be submitted to the 
Shipping Board for approval. Consoli- 
dations of railways may be offered for 
approval to the Interstate Commerce 
Commission. Why cannot plans of 


consolidation and agreements on busi-' 


ness policy be submitted toa Govern- 
ment authority? 

These consolidations raise questions 
which in fairness to all concerned 
should not be threshed out through 
the long, costly and wasteful processes 
of litigation in the courts. The quick- 
est of our important anti-trust cases 
reach a final decision in from five to 
six years. The Bucks Stove and 
Range case took nearly ten years, and 
the Danbury Hatters case required 
eleven years. “Several of our most 
important decisions have arrived in 
time to be read at the business funeral 
of the plaintiff. It is vital that we 
correct illegal action before the injured 
party is unlawfully destroyed. It is 
equally vital that we prevent improper 
combinations and agreements at their 
inception by forward-looking decisions, 
regulations or advisory opinions, which 
will enable the business manager to 
know in advance whether a policy 
which promises great economic benefit 
to him and his customers will stand 


the test of legality. Our courts cannot . 


do this. 

If our brief survey of the ind of 
work and the amount of work to be 
done, and the time when it must be 
done, has been in any way convincing, 
our question has by this time answered 
itself, at least in part. 


Waar or tan Furore? 


Competition in its older form be- 
tween many small, independent pro- 
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ducers, is vanishing like mist before 
the sun, and its place is being taken by 
competition between whole industries 
and their products. The question 
which thus arises as to the rôle of the 
courts is a vital one. Are they in the 
future to scan the economic horizon, 
to weigh the value of each combina- 
tion, to appraise its relative advantages 
and disadvantages, to confer with 
competitors, representatives of the 
consumer, of organized labor, of all 
the other parties respectively, and 
reach an economic conclusion from 
economic data? 

The United States Steel Corpora- 
tion was held to be a reasonable com- 
bination. Would a merger of General 
Motors and Chrysler be equally so 
considered? The oil industry ap- 
parently stands before the greatest 
consolidations of all time. The in- 
dustry in its present form, although 
profitable for the larger companies, 
is extremely wasteful, in both its pro- 
duction and distribution, and unduly 
high in its price charges. When these 
monumental consolidations take place 
between oil companies now competi- 
tive, the Federal courts must make 
decisions which are, in substance, not 
legal, but economic. In doing so, 
they must map out a complete pro- 
gram of consolidation principles for 
both Americen and foreign enter- 
prises. If the whole world of business 
is not to be plunged into continuing 
uncertainty, the courts must announce, 
in some epoch-making decision, a 
reasonable, broad, comprehensive code 
of principles which will be a guide for 
the future. This is exactly what they 
cannot do. They steadfastly and 
wisely refrain from laying down such 
rules and regulations, and confine 
themselves to their real duty of decid- 
ing controversies presently before them. 

The courts, as now organized, should 
not administer our anti-trust laws as 
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at present framed. Their attempt to 
do so has compelled tribunals learned 
in the law to stray afar into conflicting 
theories of business organization, con- 
solidation, 
methods of distribution. 

This same administration by the 
courts, because they were courts, has 
been attended by unavoidable delays 
of the most serious nature, so that 
from six to twelve years may intervene 
between the asking of a vital business 
question and its final answer. It has 
not removed uncertainty as to the 
meaning of the basic trade law passed 
nearly forty years ago, nor has it 
been adaptable to new conditions. It 
has utterly failed to provide any 
comprehensive set of rules, principles 
and regulations for the future by which 
the managers of large enterprises can 
be guided as to the legality of their 
plans. 

United States Attorney Charles H. 
Tuttle, of the Southern District of 
New York, in an address before the 
National Association of Credit Men, 
June, 1929, pointed out that the 
bankruptcy law had broken down in 
its fundamental principles, one of 
them being the court administration 
of bankrupt estates, because of the 
nature of the work required of the courts 
in this administration. 

The principal questions involved are 
business questions, for the decision of which 
the judges have little qualification. . . . 
The proper function of the courts is the 
decision of controversies, and whenever 
they step or are forced out of that function, 
they lose prestige, effectiveness and public 
confidence. 


May we not, with equal force, 


declare that the administration of the. 


trade combination laws requires more 
than the decision of controversies. It 
requires the working out of rules, 
regulations and settlements of dis- 
tinctively economic problems, often 


consumer relations and ' 
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in advence of a serious dispute or 
controversy. 


Some PROPOSALS 


If no- the courts, then, who shall 
adminis er these laws? To this there 
are two answers: either an adminis- , 
trative body created for this purpose, 
or a special court, with extraordinary 
powers concentratec upon the spe- 
cialized enforcement of these statutes. 

Those who favor an administrative 
body advocate the present Trade 
Commission as the proper authority 
to hand_e this problem. In doing so, 
they seem to forget that the Com- 
mission -s already far behind its docket 
and tha: a single aspect of its present 
duty, vz., the suppression of unfair 
trade practices, is proving more than 
it can quickly handle. To add to this 
excess:v2 burden the further duty of 
passing on consolidations, agreements 
and combinations, would be worse 
than uscless. 

The writer proposes that the Federal 
Trade Commission be divided into two 
sections one handling the unfair trade 
practice cases, as at present, and the 
other, tae mergers, consolidations and 
agreements above described. 

The second proposal, that of an 
industrial court, which emanates from 
the mo;t successful Anti-Trust Law 
adminis-rator of recent years, Colonel 
Donovaa, offers unusual possibilities. 
It will doubtless meet opposition, 
because of the novelty of the proposal 
that a special Federal court, so created, 
should aave the duty of giving ad- 
visory cpinions in advance upon the 
legality of proposed business consoli- 
dations. There is little that can be 
urged azainst the merits of this pro- 
posal, bit it might fail of adoption in 
Congress because of the many legal 
quibbles brought against it. 

3 See acdress of Colonel William J. Donovan, 
Pennsylvenia Bar Association, June, 1929. 
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Recent decisions have clearly estab- 
lished that, while courts created under 
the judicial power of the United States 
may not give advisory opinions, courts 
created under other powers, such as 
the powers to tax, or the power over 
the territories, may give such opinions. 


A court created under the Commerce ' 


power could likewise do so." 

Colonel Donovan’s proposal has 
also the. distinctive merit that, like 
the former commerce court, specializ- 
ing in railway cases, his proposed 
industrial court, specializing in com- 
mercial consolidations and agreements, 
could rapidly cover all important 
phases of the subject and keep business 
adequately informed as to permissible 
agreements, ~ 

If an administrative body were 
chosen, with the usual appeal from its 
decisions to the courts, it would possess 
a great advantage in that it could be 
given the power to fill out the details 
of the Law by regulations and rules. 

“See decision in Ex parte Bakelite, May 20, 
1929, United States Supreme Court. 
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There is great need of these regulations 
to clarify the Law and keep it abreast 
of economic changes. 

Our conclusion, then, is that those 
parts of our anti-trust laws which deal 
with mergers, consolidations and agree- 
ments involving restraint should be 
administered, not by the ordinary 
courts, but by some administrative 
commission or specialized court which 
would possess the following specifi- 
cations: (1) speed; (2) the ability to 
examine, analyze and cotrdinate the 


‘distinctly business data concerned in 


merger problems affected by the Law, 
and to formulate, within the limits 
set by Congress, a series of ‘sound 
economic policies governing such con- 
solidations; (8) the authority to make 
rules and regulations looking forward 
to future combinations, as well as the 
decision of disputes on past mergers. 
This would include the important 
advisory duty which in the past, when 
undertaken under the right auspices, 
has proved successful in large part as 
a means of preventing litigation. 


-Enforcement of Anti-Trust Laws by the Courts or a 
Commission: A Comparison’ 


By Guserrt H. MONTAGUE 
Member, New York Bar, New York City 


WENTY-ONE years ago, referring 

to the Sherman Act, a New York 
judge, in the American Tobacco case 
then on its way to the Supreme Court, 
said in effect: 


This statute is revolutionary It prac- 
tically prevents any combinatioi. It pre- 
vents the joining together of any two ex- 
press men, no matter how small they may 
be, if they are driving rival expres wagons 
between villages situated in co tiguous 
states. 


That is what Judge Licomle, in 
1908, said of the Sherman Act If 
that had been true it would have m ant 
the absolute disintegration o° busin ss. 
What I shall describe briefly below is 
the way in which the Supreme Cou t 
of the United States accepted thit 
challenge and what the Supreme Court 
has since done about it. 

In 1927, in examining the Inter- 
national Harvester Company, which 
comprised over sixty percent of the in- 
dustry, the Supreme Court said : “Since 
competitive conditions have not been 
disturbed, and outside that company 
there is healthy competition, there is 
no violation of that Law.” Through- 
out the twenty-one years which inter- 
vened between these two decisions, 
and more particularly in the eighteen 
years since the Supreme Court decisions 
in the Standard Oil and the American 
Tobacco cases in 1911 and until the 

1In this paper Mr. Montague has utilized 
portions of his address before the New Hamp- 
shire State Bar Association, July 2, 1927, en- 
titled “The Regulation of Business,” and his 
address before the Michigan State Bar Associa- 
tion, September 18, 1929, entitled “Courts, Com- 
missions and the Anti-Trust Laws.” 


present time, the Supreme Court has 
interpreted and applied the Sherman 
Act in a succession of notable judicial 
decisicns which forever will be one of 
the glories of jurisprudence, in this and 
every other country where the com- 
mon law rule of law through judicial 
decision prevails. 


Present STATUS OF THE SHERMAN Act 


The courts long since have left be- 
hind the belief that the Sherman Act 
had any such meaning as Judge La- 
combe gave it. The Supreme Court’s 
interpretation and application of that 
Law to American business during the 
past eighteen years has scored the 
double triumph of opening up bound- 
less opportunities for wholesome de- 
velopment throughout the entire field 
of American business, and at the same 
time of so strengthening the safeguards 
required in the public interest that the 
Supreroe Court of the United States 
has now practically eliminated from 
American politics what we used to call 
the trust problem. 

Eighteen years of construction and 
application by the Supreme Court have 
brought the Sherman Law to approxi- 
mately the following position. Previ- 
ously competing units may now merge, 
consolidate or combine, by agreement 
or otherwise, whenever warranted by 
sound economic considerations, pro- 
vided always that there remain outside 
the merger, consolidation or combina- 
tion enough rival competing units of 
sufficient strength and activity to in- 
sure the continuance of actual competi- 
tive conditions at substantially every 
point throughout that industry. 
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Big business—and little business, too 
—in the past eighteen years has proved 
that large size and high efficiency need 
not be feared so long as outside compe- 
tition continues vigorous and healthy. 
With the ever-evolving progress of 
American economic life, the above rule 
seems certain to be applied more and 
more broadly by the Supreme Court, 


the other Federal courts and by all> 


the officials charged with the adminis- 
tration of the Sherman Law. 

Except by fair competition, by fair 
and reasonable persuasion or by peace- 
ful severance of business relations 
between the disputing parties, no per- 
son, firm or corporation, whether a 
merger, consolidation, combination, 
labor union or a single unit, may in any 
way, under any pretext of self-advance- 
ment, obstruct, impede or retard any- 
one else from carrying on his lawful 
business of livelihood. 

Business in the past, especially since 
1914, has imposed upon itself and de- 
manded of its competitors higher and 
higher standards as regards competi- 
tive methods. As American economic 
life becomes more and more highly 
developed, this rule seems certain to 
be more and more strictly applied 
and enforced by the Federal au- 
thorities. 

The two kinds of restraint with 
which the Sherman Act deals are, first, 


the restraint which may arise when_ 


people refrain from competing with one 
another, and second, the restraint 
which may arise when people do com- 
pete with one another. 

As to how many units previously 
competing can either merge, combine 
or consolidate, the Sherman Act, as 
it is now interpreted and applied by 
the Supreme Court, permits any com- 
bination, any merger and any con- 
solidation which is justified by eco- 
nomic considerations so long as outside. 
such combination, merger and consoli- 


Tue ANNALS OF THE ÅMERICAN ACADEMY : 


dation there remains enough healthy 
competition to insure a continuance 
throughout the whole of that industry 
of healthy, competitive conditions. 

That is one kind of restraint with 
which the Sherman Act deals, and 
now we take up the other. What can 
a person, firm or corporation that is 
carrying on a business, be it a unit, 
a combination, a merger or a con- 
solidation, do as regards its com- 
petitors, and what can a labor union 
do as regards people that are outside 
the union? The law on that has been 
pretty well wcrked out. Except by 
fair competition, except by fair per- 
suasion or except by a peaceable 
cessation of negotiations between the 
disputing parties, no labor union and 
no person, firm or corporation, be it a 
single unit, a combination, merger or 
consolidation, has the right to interfere 
with anyone else in the pursuit of a 
lawful living. 

Such is the sum and substance of 
the law-in respect to this second kind 
of restraint. In respect to that phase 
of the law, busmess has been imposing 
upon itself such higher and higher 
standards of competition that I proph- 
esy we shall find that the Supreme 
Court and the other Federal courts, 
as well as the officials of the Govern- 
ment charged with the administration 
of the Sherman Act, will be more and 
more strict as to what shall constitute 
lawful competition, as to what ‘shall 
constitute fair persuasion and as to 
what shall constitute peaceful cessa- 
tion of relations, because increased 
economic knowledge, increased eco- 
nomic pressure and the ever-growing 
conscience of the American people 
will demand that a stricter and stricter 
standard be observed in respect to 
what one can do with the man with 
whom he is competing. ~ 
. These statements express in col- 
loquial and business man’s language 
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the substance of the Sherman Act as 
the law now stands. 


Suerman Law Not OUTMODED 


We have in prospect two lines of 
development: first, that bigger and 
bigger combinations, mergers and con- 
solidations and greater and greater 
efficiency in business organizations 
will be permitted, so long as enough 
outside competition remains to insure 
continued competitive conditions; and 
second, that the standard of ethics 
which one must observe in competing 
with his rival manufacturer, his rival 
distributor or his rival workman will 
be rising higher and higher. 

These two lines of development, to 
anyone looking at the law in 1908, were 
inconceivable, and the succession of 
decisions of the Supreme Court of the 
United States which brought them 
about is perhaps the most striking 
illustration in legal history of the 
ability of the judiciary to make the 
law conform to changing conditions 
in economic life. 

Nothing can be more erroneous than 
the idea, which is being propagated in 
certain quarters, that because the 
Sherman Act was passed in 1890, before 
the period of the radio and the auto- 
mobile, it, therefore, is a law that now 
needs to be changed. The assumption 
underlying this idea is that the Sher- 
man Act is like a speed law which 
fixes, let us say, fifteen miles an hour 
as the speed with which you can travel 
with your car over a public road. 
The Sherman Law is not of that type. 
It is like the law which imposes a duty 
in respect to negligence. Fifteen miles 
meant identically the same distance 
in 1800, in 1900 and in 1929. Neg- 
ligence meant one thing in 1800, it 
meant another thing in 1900 and it 
means still another thing in 1980. It 
is a growing conception. Fraud meant 
one thing three centuries ago, another 
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thing two centuries ago, another thing 
a century ago, another today and will 
mean still another thing ten years 
hence. 

The Sherman Act, as it has been 
interpreted and applied to American 
business by the Supreme Court for the 
past eighteen years, is not; and never 
will be, outmoded. One might as 
well say that the Golden Rule, enun- 
ciated in Palestine nineteen hundred 
years ago, before radio was invented 
and before automobiles were invented, 
must therefore be discarded. When 
those words were first uttered in 
Palestine they meant one thing. Ten 
centuries later they meant still more. 
Ten centuries hence they will mean 
still more. 

With the growth of the years and 
the progress of American economic and 
social life, the interpretation and the 
application of the Sherman Act to 
American business will grow and 
progress under the successive decisions 
of the Supreme Court of the United 
States, so that at all times it will be 
well abreast of the needs of American 
civilization. 

What is the process, and what are 
the quelities, which have enabled the 
Supreme Court to do these things? 


STABILITY AND Fiexiprmuiry or Law 


Law must be stable, but law cannot 
stand still. New conflicts in economic 
life, new pressures of economic interests 
and new dangers to economic security 
call for continual readjustments of 
the law to the changes in our eco- 
nomic life which it governs. Law 
must be flexible as well as stable. 
Courts, therefore, in their exercise of 
the judicial process, must sometimes 
make tentative, cautiously restricted 
sallies into debatable areas of eco- 
nomics and sociology, venturing only 
so far as is necessary to dispose of the 
particular case in hand, saving always 
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some way of retreat by limiting such 
decision to the exact facts of that 
particular case, mindful always that 
compromise is necessary between the 
need for stability which economie and 
social security requires and the need 
for flexibility which economic and 
social growth demands. 

This is the method that centuries 
of prestige, tradition, training and 
method have built into the courts and 
into the judicial process. By this 
method the Supreme Court, during 
the past eighteen years, has won 
general acceptance for its Sherman 
Law decisions, and has incidentally, 
unobtrusively, but none the less de- 
cisively, done more than all our 
economists, sociologists, publicists and 
politicians to solve what used to be 
called our trust problem. The Sher- 
man Act decisions of the Supreme 
Court during the past eighteen years 
are a classic illustration of what courts 
can accomplish, by virtue of their 
centuries of prestige, their centuries of 
tradition and their centuries of train- 
ing, in their search for this equilibrium 
between stability and progress in the 
interpretation and the application of a 
law of this growing meaning, such as 
is represented by the Sherman Act. 

We ought not to permit exceptional 
cases like the petroleum situation to 
obscure the magnitude of the ac- 
complishment of the Supreme Court 
of the United States in what it has 
done, in. its succession of Sherman Act 
decisions during the past eighteen 
years, to make of the Sherman Act a 
veritable bill of liberty to American 
business and to American labor to 
expand, to grow, to combine and to 
attain the highest point of efficiency 
possible, provided always there is a 
continuance of healthy competitive 
conditions and that no unfair com- 
petition is practiced against outsiders, 
competitors or the public. 
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No NEED ron Proposep COMMISSION 


Now that the Supreme Court has 
so interpreted and applied the Sher- 
man Act to American business as to 
make the law the epitome of American 
standards of business ethics, com- 
petition and ideals, where in all this 
picture is there any room for the sug- 
gestion being made in certain quarters 
that we should take those matters 
away from the courts, or, at any rate, 
interject between the courts and Amer- 
ican business men some commission 
which should pass on those questions? 

This suggestion starts with the com- 
plaint that there are some instances of 
doubt under the Sherman Act—as 
indeed there are in every. growing 
subject in the law, as for example, in 
negligence or fraud—and then leaps 
to the conclusion that, because of the 
existence of these instances of doubt, 
there should be set up outside the 
courts some commission to which 
business men might repair, with the 
assurance that they can lay their plans 
before that commission and get a 
definite answer as to whether their 
plans are, or are not, in conformity 
with the Sherman Act. 

If there are to be commissions to 
pass in advance on’ Sherman Act 
questions, why not have commissions 
to' pass in advance on negligence ques- 
tions and fraud questions? 

The Sherman Act has been brought 
to its present situation and its present 
development of meaning and con- 
struction solely because the Supreme 
Court of the United States utilized 
that judicial process which has been 
built into all courts by centuries of 
tradition, prestige and training. To 
hand over the further development 
of the Sherman Act to a commission 
created by legislative fiat, with no 
tradition, no prestige and no special 
training, would be to uproot what has 
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been the heritage of years of experi- 
ence. We tried that experiment in 
1914, when we set up the Federal Trade 
Commission, with what was then hailed 
to be an emancipation from legal 
precedents and the judicial process. 
Because the Commission disregarded 
legal precedents, judicial process and 
tradition, the result was chaos, until 
the Supreme Court finally required 
the Commission to take its law rom 
the courts, and thus brought the Com- 
mission back to limits that are very 
close to the confines of the Sherman 
Act. 

Let it always be remembered that 
our magnificent economic development 
of the past three or four years has been 
coincident with, and in very substan- 
tial degree assisted by, the Supreme 
Court’s interpretation and application 
of the Sherman Act. . 

Never before, in this generation, 
has there been more sympathy and 
concurrence between the genuine de- 
sires of business and the willingness 
of courts and the Government to 
coöperate with business. Unquestion- 
ably this sympathy, this concurrence, 
-this willingness and this codperation 
have contributed very materially to 
the rise of the United States to its 
present premier economic position in 
the world. To the Supreme Court be- 
longs the credit for this contribution. 

The suggestion that there should 
now be interjected between American 
business and the courts a commission, 
which would somehow pass in advance 
on these Sherman Act questions, falls 
between the horns of a dilemma. 

If the commission is simply going 
to pass on questions identical with 
those which the Supreme Court has 
decided again and again, then the com- 
mission will be nothing more than a 
legal dispensary, giving free advice to 
a group of business men who do not 
need charity. ' 
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If the commission is to go further 
and is to venture into debatable 
ground in order to decide close ques- 
tions of economics and sociology in 
the twilight zone of zhe law, then the 
conclusive answer is that the Supreme 
Court, in its succession of Sherman 
Act decisions during the past eighteen 
years, has proved that the courts are 
the best quelified institutions in the 
country to do this work. This line 
of decisions Cemonstrates that if there 
are any debatable questions of eco- 
nomics and sociology to be decided, the 
courts, and the courts alone, should be 
allowed zo continue the work which for 
eighteen years has been done in a most 
masterly fashion by the Supreme Court 
of the United States. 

No commission entrusted with ar- 
bitrary powe? to validate or invalidate 
agreements, business practices, com- 
binations, consolidations or mergers 
will ever, I believe, be permitted by 
public o>inion, by Congress or by the 
Supreme Court to apply or enforce 
more “liberal”? rules than the two 
rules in which I have attempted to 
summarize the scope of the Sherman 
Law. Certamly the Federal Trade 
Commission’s earlier history tends to 
show that in its rulings upon business 
practices, agreements, combinations, 
consolidations and mergers, no com- 
mission will ever dare to be more 
“liberal” than the courts have been 
in their construction of the Sherman 
Law since 1911. 

Increased powers of paternalistic 
interference, at the hands of a com- 
mission applying a rule no more 
“liberal” than the Sherman Law as 
it is now construed by the Supreme 
Court, are al that is promised in the 
present propaganda for the old 1914 
idea thet tke regulation of business 
should be taken out of the hands of the 
courts and vested in some commission. 

The trust problem was for over a 


Organized Labor Demands Repeal of the Sherman Act 


By Martuew Wott 


President, Union Labor Life Insurance Company; Vice-President, American Federation of Labor, 
Washingtan, District of Columbia 


EPEAL or modification of the 
anti-combination and anti-con- 
spiracy provisions of existing laws, 
specifically of the Sherman and the 
Clayton Acts, is regarded by American 
organized labor as a national necessity 
in the interest of progress, freedom, 
justice and democracy. Under each 
of these four heads the repeal or modifi- 
cation of these archaic and oppressive 
laws is warranted and essential. 


“Tauern Oveutr To Bu a Law” 


We go back to a time far different 
from the present to find the inspiration 
that brought into being what we 
popularly call anti-trustlaws. It was a 
time of fear. A great new power was 
growing up in the nation. A new force 
Was coming into being. A money 
Goliath was rising up and stalking 
through the land. Little business men, 
manufacturers and distributors were 
being slain with ruthless might. They 
sought a pebble to fit their sling, having 
no mind for more modern weapons. 
They sought law to save them from a 
basic economic change. The cry of 
the ages, “there ought to be a law,” 
sprang to their lips; and lo, there came 
a law. 

The law remains, a strange anomaly 
of medievalism in a day of scientific 
miracles, as out of harmony as is the 
ox-cart beside the feet and shiring 
product of our finest motor manu- 
facturer, as dangerous as the old oaken 
bucket in- comparison to the modern 
water supply plant. 

With the coming of the trust the 
corporation. came into its own. The 
corporation is a creation of the state. 


Upon that created entity certain 
powers are conferred. Harnessing 
power to shefts brought the motive 


.force for running the mechanical 


division of modern industry. Harness- 
ing money power through the corpora- 
tion brought the might to operate the 
financial division. The trust was the 
signal that mass production, mass 
distribution and mass consumption 
was upon us. The great and fearsome 
tank had come to roll over the infantry 
and the infantry, in fright, fought back 
with the weapons nearest at hand, 
lacking time to bring imagination into 
play or to center intelligence upon the 
problem through the slow process of 
analysis. Blunders were made. Anti- 
trust laws were enacted. It was made 
a conspiracy to restrain interstate trade. 

Manifestly, the Federal Government 
could not act against the restraint of 
trade within a single state, but it could 
and did step in to prevent conspirators 
from operating across state boundaries. 
State boundaries have been the in- 
spiration of a great many legislative 
monstrosities, as well as some good 
things. But this time we got a 
monstrosity. 

If the objest sought seemed good, 
the ends achieved have been distinctly 
negative. 

Who is ther2 that has the hardihood 
to contend that conspiracies in restraint 
of trade have ceased? Clearly, the 
Sherman Law was intended as an 
instrument for the slaughter of trusts, 
the assumption at the time having 
been thai the trusts were evil things, 
come to prey upon a helpless people— 
helpless except for the Sherman Law. 
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It would be easily possible to build 
up a legalistic argument loading the 
record with citations, quotations, prec- 
edents and references, going into the 
fundamental structure of our system 
of law, its forbears, its operations and 
its theory. But of what avail would 
that be? 

We are confronted with a problem 
which calls for reason and for the 
translation of reason into Jaw. More- 
over, the reason must proceed from the 
facts of 1929-1930 and not from the 
facts af 1880-1890. 


Law Fars to CHECK Trusts 


Looking at the facts of this current 
year, we find that the anti-combination 
and anti-conspiracy laws have not by 
one sensible iota retarded the growth 
of manufacturing and business com- 
binations, nor have they even sought 
to touch the great banking corporations 
which are the fathers and the nurses of 
so many combinations. Some sardonic 
wraith from behind the shelter of 
invisibility must be enjoying the most 
monumental joke of the age as our 

plight is contemplated. Intended to 
bring relief to the common people, the 
anti-combination and anti-conspiracy 
laws have brought only further oppres- 
sion to the common people because no 
trusts have been smashed, while labor 
unions, the refuge, the strength and 
the hope of the common people, have 
been dealt blow after blow by the very 
laws through which protection was 
sought. 

No, we have gone at the matter 
wrongly. In the anti-trust laws the 
people sought, vainly and shortsight- 
edly, to halt an economic development 
that could not be halted. Essential 
economy was at the bottom of the 
whole business of combination. The 
trend, natural as the waves are to the 
sea, would not be halted. It might be 
swerved, it might be compelled to hire 
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expensive lawyers to find loopholes, it 
might be bothered, annoyed, nettled, 
but not stopped. 


LABOR AND THE LAW 


Combinations of wealth, power and 
machinery have gone on. But combi- 
nations of workmen, formed to protect 
humanity against organized employers, 
came under the ban of the Law. In- 
junction after injunction has rested 
itself upon the anti-conspiracy clauses 
of the Sherman Law. Workmen, join- 
ing together to secure for themselves 
an equable bargaining power, came 
into sharp collision with the laws which 
in 1890 the populace looked ‘upon as 
its cure-all, its guardian and its de- 
liverer. We brought upon ourselves 
a legislative travesty at which our heirs 
will laugh tremendously. 

Back in the “good old days” of 
illusions, innocence and faith, it was 
not believed that a labor union would 
assume the form and guise of “a con- 
spiracy in restraint of trade,” but that 
is what came to pass. Workmen, 
asking decent wages, decent living 
conditions, fighting the battle that by 
its percentage of victory has helped 
make America prosperous, were de- 
nounced befcre the courts as con- 
spirators, because their demands, when 
rejected by employers, could be cited 
as efforts to interfere with the manu- 
facture or movement of products which 
entered into commerce across state 
boundaries. 

All this sounds highly fantastic and 
highly improbable. If it were a fore- 
cast it would be denounced as fiction, 
impossible of realization. But it is not 
forecast; it is history. The law books 
teem with case after case, until the 
total mounts high into the hundreds, 
and perhaps well into the thousands, of 
cases of commands to workmen not to 
conspire to hinder interstate commerce. 

The anti-trust laws have brought us 
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a revival of burning days, a recrudes- 
cerce of bigoted New Englandism at 
its very crudest and narrowest. 

The American Federation of Labor 
long since saw the necessity of repealing 
the anti-trust and anti-conspiracy laws. 
It declared for their repeal as long ago 
as 1925, and this year it has repeated 
the demand with much emphasis. 
Labor has a double reason for asking 
this repeal. First of all, labor has no 
desire to interfere with logical and 
proper economic currents. Labor is 
for economy. It abhors waste, either 
of materials or humanity. Labor be- 
lieves in economy of effort. There is 
no question about that. Abuses may 
and do attach to all kinds of trusts. 
The horizontal trust and the vertical 
trust are alike infested with evils, 
unless proper steps are taken to check 
the evils. But we do not, in our 
present state of civilization, kill sick 
men. We try to cure them, going to 
great effort in that direction. Why 
should we seek to kill an institution 
that is basically sound, even if for the 
moment it is beset with a baffling ill? 
The answer is, obviously, that we 
should preserve the sound institution, 
seeking a cure for the ills and seeking 
until we succeed in finding what we seek. 

I do not intend to burden the record 
with a recital of the infamous manner 
in which the Law has been brought 
down upon the heads of workmen. 
I do not intend to relate how it has been 
made illegal even to exercise the con- 
stitutional rights of free press, free 
speech and free assemblage where 
interstate commerce is concerned. But 
the courts, under laws which were 
enacted specifically and solely to kill 
trusts, have destroyed every right of 
free men and women. There is case 
upon case, until one grows weary with 
the recital, of orders commanding 
working men and women not to speak 
of certain facts, not to write letters 
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about them, not to print anything 
about them in newspapers and maga- 
zines, not to go near certain public 
places, not to walk upon certain public 
streets, not to congregate or to petition, 
not to do anything except to forget 
about everything having to do with 
their place of employment and the 
terms and conditions under which 
they would give service. 

Julius Caesan was proficient in 
governing by might, but he could have 
learned much from the courts of today, 
which have at their command the anti- 
conspiracy provisions of the Sherman 
and other laws. 


Lazsor Demanps REPEAL 


No trust in all our industrial history 
was ever more heartless, more ruthless, 
more disregardful of every phase of 
human welfare than the United States 
Steel Corporation. I: brought the 
raw material of untutored, expectant 
humanity from the slums and the 
welter of overcrowded Europe and it 
sent these masses of human hulks 
against the flaming heat of its hot 
furnaces and molten metal, burning 
them out, tossing aside the wreckage 
like so much discarded slag. Yet the 
steel trust lives, the Sherman Law to 
the contrary notwithstanding—very 
much notwithstanding. 

Who does not remember, if he lived 
during the period, Low the great 
octopus of oil was pilloried, denounced, 
caricatured, investigated, exposed, 
hounded and decried? Yet it lives, 
stronger in every fiber, the Sherman 
Law to the contrary notwithstanding. 
Who does not remember the tirades of 
those older days when an eager but 
foolish people looked to’the Law for 
destruction of these new giants of 
wealth and industry? When the courts 
could no longer find another way out 
by which great corporate wealth might 
remain intact there was a resort to 
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“the rule of reason,” which was proper world their freedom. The Great 
and which was a credit to the judges Guaranties have been replaced with a 
who were bright enough, and daring court-made catalogue of “shalt nots” 
enough to put the whole business at that go beyond the dreams of kings and 
last on that sensible plane. transcend the power of emperors. 

-While the great trusts have lived, So we who care about freedom, who 
prospered and grown fat, there is not a care for progress, who want to preserve 
national or international union engaged the guaranties, who want to have a 
in occupations having to do with the voice in determining wages and work- 
trusts that does not bear the scars of ing conditions, we come saying these 
battle after, battle to survive the same vicious laws must be repealed. They 
laws. Laws through which the trusts do not stop trusts; they hit only 
come unscathed and strengthened have , workers. They were enacted to stop 
taken their toll of injury and death trusts, not to injure workers. Why 
from labor. The unions have been should they not be repealed? Who 
scourged from pillar to post. Our today lifts an unselfish voice in defense 
workmen have become conspirators in of these provisions of our law? Let 
a land of men who boast before the him stand forth to be examined! * 


Needed Changes in the Anti-Trust Laws 


By Russ C. Burins 
Chairman, Commerce Committee, ‘American Bar Association, Chicago, Ilinois 


HE few “combinations” and 

“trusts” against which the legisla- 
tive vigor of Congress was directed by 
the enactment of the Sherman Law in 
1890 were insignificant in size and 
power in comparison .with many or- 
dinary present-day corporations, some 
of which have experienced judicial 
approval and others of which are well 
assured of their complete conformity 
to the Law. The question naturally 
arises as to how this has come about 
and what may be the general effect of 
the anti-trust laws on business in the 
years to come. In order properly to 
discuss this phase of the subject a 
brief reference to the history of the 
Sherman Law is necessary. 

The Sherman Law goes beyond the 
rule of conduct embodied in the com- 
mon law, in that the former in unmis- 
takable language makes unlawful every 
contract in restraint of trade, no matter 
how heavy or how light the restraint 
or whether reasonable or unreasonable. 
It further differs from the common law 
in failing to provide that the courts 
will not afford a remedy to a party to 
a contract. violating the common law 
rule and ‘by including a paragraph 
making every violation of the Act 
a criminal offense and subjecting the 
offender to a penalty of fine and 
imprisonment. The criminal provi- 
sion of the Act is a complete departure 
from the common law and is not 
only the cause of much of the difficulty 
experienced by the courts in interpret- 
ing the Act as a criminal statute, but is 
an economic menace. 

It is thus apparent that the legisla- 
tive and not the judicial branch of 
government is responsible for the 


difficulties arising under the Sherman 
Law. 
JUDICIAL DECISIONS 


The application of the Sherman Law 
to every contract restraining trade was 
limited by judicial decisions rendered 
in 1911 in the Standard Oil and To- 
bacco cases so that it may be broadly, 
if not accurately stated, that now only 
such contracts as unreasonably restrain 
trade are unlawful. In those cases 
the so-called “rule of reason” was held 
to supplement the statute and to 
afford the true guide in establishing the 
legality or illegality of contracts in 
restraint of trade. Under the Court’s 
interpretation the merger, consolida- 
tion or combination of formerly com- 
peting units was held lawful if the 
resultant restraint were reasonable and 
not unreasonable. The decisions in 
these cases were necessary. They were 
made in recognition of the operation 
of economic law. No more forceful 
iustraticn of the domination of eco- 
nomic over statutory law can anywhere 
be found. Without such interpreta- 
tion the statute must certainly have 
been repealed or business and industry 
must have failed to grow and expand 
commens rately with the development 
of the country. Since that interpreta- 
tion of the law it is quite generally 
understocd that in the absence of 
conspiracy to monopolize, agreements 
of consolidation and merger are proper, 
provided only that the resultant unit 
be not so large as unduly to dominate 
the competitive field. 

| The present prosperity of the coun- 
try is largely due to the fact that the 
courts have freed mergers and con- 
solidations from the limitations im- 
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posed by the Sherman Law. The 
business of consolidating prospers to- 
day as never before. Industrial organ- 
izations of a size hitherto unknown 
have come into being, many of which 
are mergers or combinations of former 
competitors. The results seem to be 
satisfactory to most people. 

There are reasons other than eco- 
nomic upon which immunity of mergers 
or consolidations from the provisions 
of the Sherman Law is based. Large 
industrial units no longer threaten the 
peace of mind of the average citizen. 
He is now the holder of their stock 
and as such is their owner and entitled 
to an interest in their profits. Proprie- 
tary interest in corporations has passed 
from the hands of the few into the 
hands of the many so that all classes 
of people are included in the stock- 
holders’ lists of practically all of our 
large corporations. 

Labor, too, is happy in its relation- 
ship with organizations capable of 
mass production. “American labor en- 
joys the highest pay ever experienced 
in the history of the world. It works 
a short day and under favorable 
conditions. It is assured not only a 
living wage, but one affording a 
modicum or more of luxury and a 
competence for the education of chil- 
dren and for old age. Its continued 
competition with low cost labor of 
other countries is guaranteed by mass 
production at a low cost per unit 
produced, which in many industries 
would not be possible without con- 
solidation of small operations. 

So far as the “consolidation” is 
concerned, its future is well assured 
under the Sherman Law. 


CONSOLIDATED AND Non-Conso.t- 
DATED Units 
A fair consideration of the applica- 
tion of the Sherman Law to the 
activities of non-consolidated concerns 
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through their trade associations or 
otherwise reveals an unenviable situa- 
tion in the administration of justice 
and in the world of business and 
industry. On the one hand, prices 
fixed by agreement among a con- 
solidated unit on all of the products 
of former competitors, even though 
those products continue to be com- 
petitive as between themselves as well 
as with the products of other manu- 
facturers, are lawful; whereas, on the 
other hand, prices fixed by non-con- 
solidated competitors, even though 
the agreed prices are reasonable, are 
unlawful. Furthermore, the consoli- 
dated unit necessarily controls the 
competitive condition of its component 
parts formerly competing, both as to 
the limitation of territory in which 
they shall sell and as to the volume 
of output of each, while the non- 
combined organizations agree as to 
these matters at their peril. There 
is no agency of government anywhere 
to which appeal may be made for the 
purpose of determining the extent 


‘to which non-combined units may 


divide territory or limit production 
even though it may be their legal right 
so to do. \ 

“Big business” suffers from this 
limitation as does little business. The 
oil industry, which it may be assumed 
is “big business,” is an outstanding 
illustration. 


Tue FEDERAL Om CONSERVATION 
Boarp 


It has been a matter of common 
knowledge for years that due to condi- 
tions beyond the control of any indi- 
vidual or any limited number of oil 
producers, there has been overproduc- 


. tion resulting in economic waste, poor 


business and the indefensible destruc- 
tion of a valuable natural resource, the 
supply of which is limited. So serious 
had been conditions in the industry 


t 
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NEEDED CHANGES IN THE Anti-Trust Laws 


for a number of years previously that 
on December 19, 1924, President Cool- 
idge, by executive action, that is, by 
his own authority and without an act 
of Congress, created the Federal Oil 
Conservation Board and authorized it 


to study the Government’s responsibilities 
aud to enlist the full codperation of the 
representatives of_the oil industry in the 
investigation. 


In his letter creating the Board the 
President said: 

The oil industry itself might be permitted 
to determine its own future. Government 
and business can well join forces to work 
out this problem of practical conservation. 


Congress gave approval to the 
President’s action by appropriating 
` certain funds to meet the expenses 
of the Board. The public also mani- 
fested approval of the President’s 
action. ' After the lapse of more than 
four years, during which time doubt 
and uncertainty as to the rights of the 
industry and the legal status of the 
Board caused any action to be deferred, 
the American Petroleum Institute sub- 
mitted to the Board a proposed agree- 
ment permitting the members of the 
industry to limit production in certain 
areas for the year 1929 to the amount 
produced in 1928, provided that such 
action be first approved by the Board 
and by the authorities of the states 
affected. The Chairman of the Board, 
the Secretary of the Interior, asked the 
Attorney General for his opinion as 
to whether the proposal of the Institute 
was in violation of the anti-trust laws. 
In his reply the Attorney General, 
among other things, said 
that no action taken by the Board would 
have the effect of relieving parties to such 
an agreement from the operation of the 
anti-trust laws of the United States and 
of the states... . As the powers of the 
Board are limited... the question 
whether the proposed agreement would 
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violate the anti-trust laws of the United 
States is apparently not a question arising 
in one of the Executive Departments on 
which the Attorney General is authorized 
by law to give an opinion. 


The Attorney General’s letter ter- 
minated more than four years of 
coöperation between industry and a 
governmental agency properly con- 
ceived and constituted, but lacking 
authority to act. The letter of the 
Attorney General, legally unassailable, 
was written no doubt with regret, for 
the attitude of the Administration was 
universally known to be favorable to 
the sound economic policy involved in 
the situation. It cannot be too 
strongly emphasized that the oil in- 
dustry possesses the right under the 
Law as it stands today to enter into 
agreements limiting production, but 
no one knows the extent to which the 
right may be so exercised. The right 
to limit output has been sustained in a 
comparatively recent case decided by 
the Supreme Court of the United 
States. And yet, in spite of its 
existence, the producers of oil are 
unable to exercise that right because 
of the menace of the Sherman Law. 
What has been said about oil applies 
equally to coal, lumber, textiles, to a 
considerable extent, and many other 
industries and lines of business con- 
cerning which no special act has been 
passed. 

Business must continue to grope its 
way through legal darkness until 
legislative relief is afforded. Legisla- 
tion alone can remedy existing diff- 
culties. Extensive legislation is not 
necessary. 


PROPOSED AMBENDATOERY* LEGISLATION 


The suggested amendatory legisla- 
tion, in brief, is this: that the adminis- 
trative agencies upon which Congress 
has already conferred regulatory power 
in given instances be authorized to 
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approve agreements voluntarily sub- 
mitted by the parties thereto, and that 
such agreements and acts done in 
pursuance thereof pending the existence 
of such approval be not subject to the 
criminal provisions of the Sherman 
Law. This is not a proposal to repeal 
or amend the Sherman Law. It does 
not mean that the agencies so author- 
ized would be expected to or could give 
judicial approval to such agreements 
or acts done thereunder. On the 
contrary, it is to be assumed that no 
such approval would be given to any 
agreement which the courts might 
subsequently hold to be in violation of 
the Sherman Law. It would mean, 
however, that agreements could and 
would be made within the limits of the 
lawful rights of the parties, agreements 
which now they dare not enter into for 
fear of invoking criminal penalties. 
This proposal confers no power upon 
administrative agencies to determine 
whether or not agreements so volun- 
tarily submitted violate the Sherman 
Law. It confers no power whatsoever 
on the agencies to act in a judicial 
capacity or to make exceptions in the 
application of the Sherman Law. 
Agreements violating the Sherman Law 
would not be made legal by the ap- 
proval of the administrative agencies, 
but if approval were given in error in 
any case the criminal provisions of the 
Law would not be applicable until 
after a specific order had been entered 
and definitely violated. The sug- 
gested amendment will eliminate the 
threat of punishment which deters men 
from entering into lawful contracts 
because of uncertainty attending the 
application of the abstract rule of law 
to the complex economic facts of their 
particular industry or segment of an 
industry. It will encourage the devel- 
opment of better business methods and 
the rendition of a higher degree of 
business service. 


Tur Annas or THE AMERICAN ACADEMY 


As a result of this legislation the 
Federal Trade Commission and other 
agencies would be in a position to lay 
out their programs of procedure. 
Legal status will be given to the 
Commission’s Trade Practice Confer- 
ences, now without statutory sanction. 
It is conceivable that the Federal 
Trade Commission might re-adopt its 
present trade practice plan and broaden 
and strengthen it, making enforceable 
the unenforceable rules now adopted 
in pursuance thereof. 

The proposed legislatidn would give 
great impetus to the movement for 
self-regulation of industry and would 
enormously broaden the field in which 
competitors would lawfully co¥perate 
with each other inh the development 
and enforcement of higher and more 
efficient standards of business practice 
in their respective industries. 

The realization of the happy status 
of mergers and combinations under 
the Sherman Law justifies the expecta- 
tion that lessons have been learned 
which will be reflected in future anti- 
trust legislation relating to uncombined 
competitors and their common activ- 
ities either through trade associations 
or otherwise. It is generally believed: 
(1) that in enacting the Sherman Law 
the legislators of 1890 were largely 
mistaken in the economics of the sub- 
ject with which they dealt, and that 
only by judicial interpretation has the 
resultant evil been partially cured; (2) 
that no statute should provide punish- 
ment for an undefined crime; (3) that 
the criminal law should not be em- 
ployed as an aid in the enforcement of 
an administrative statute until an 
administrative order has been defi- 
nitely formulated and definitely dis- 
obeyed; (4) that. government should 
safeguard to business its right to self- 
regulation not inconsistent with the 
public interest; and (5) that legislation 
affecting business should be so condi- 
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tioned as to permit full force and effect 
to be given at all times to current 
economic conditions. 

‘That Congress understands the prob- 
lem and looks with sympathy upon 
efforts to make its solution less difficult 
is evidenced by several Acts passed 
beginning in 1918, which are set forth 
in The Annals, March, 1919. It seems 
fair to assume that Congress may be 
expected to look with favor upon any 
reasonable proposal to remove the 
restrictions which make it unsafe for 
a business man acting,in good faith 
to enter into agreements concededly 
within his lawful rights. 


ELIMINATE GOVERNMENT FROM 
Business? 


There are some who will say that 
the proposed legislation means more 
government in business. The con- 
trary is true. Government is in busi- 
ness today to an extent that cannot 
be measured. Note the case of the oil 
industry above referred to. Is there 
any more baneful influence than that 
which the Government through the 
Sherman Law exercises upon the 
producers of oil? Government is new 
in their business. It is there in the 
person of its least scientific, least 
forward-looking, most arbitrary repre- 
sentative—the criminal prosecutor. No 
instrument of social adjustment is less 
in accord with the spirit of the age 
and the needs of the situation than 
this 1890 charter for 1929 business. 
In the case of the oil industry the fear 
of the Sherman Law has not only 
threatened to, but actually does, keep 
the industry in economic chaos. It 
keeps oil producers from exercising 
their rights under the law. It is for 
Congress to take government out of 
business and permit business to lay 
down its own rules and make its own 
agreements within its lawful rights. 
So long as business acts in good faith 
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openly end with governmental ap- 
proval, it should be granted immunity 
from criminal proceedings. In this 
way industry will be permitted to 
regulate itself, make its own rules 
and establish its own prices, with full 
knowledge on the part of the Govern- 
ment of exactly what is being done 
and with the right in government to 
withdraw its approval at any time 
it appears that the conduct of industry 
becomes unlawful. This is a simple 
remedv. It is subject to no constitu- 
tional o- administrative objection. 
It is scientific rather than legalistic. 
It is easily workable and will give 
industry the opportunity to run its 
own business to the full extent of its 
legal rights. 

This proposal does not authorize 
the fixing of prices by agreement. 
It does not apply to one industry alone, 
but to all industries in all lines of busi- 
ness. It does not attempt to deprive 
the courts of the power to determine 
whether >r not the party to an agree- 
ment viclates the Law. It does not 
attempt -o confer judicial power upon 
any legislative or administrative 
agency. It is not complicated by any 
encroachment of the labor problem 
which seems to some to present itself 
when am2ndment to the Sherman Law 
is proposed. 

The activities of the trade associa- 
tions of the country would feel the 
stimulus of the suggested legislation. 


TRADE ASSOCIATIONS 


There are in the United States today 
some thicteen thousand trade associa- 
tions. Cf these four thousand are 
national in scope and nine thousand 
are state-wide or local in their activ- 
ities. Taese associations are organs 
created Fy independent business in the 
United States, principally during the 
past twa decades, for the purpose of 
securing for business the benefits of 
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coöperation without sacrifice of indi- 
vidual initiative and. independence. 
It is to the credit of the larger business 
organizations of America that for the 
most part they have codperated with 
these trade associations and have not 
’ only given freely of time and resources 
to the group institutions serving the 
smallest units in their respective in- 
dustries, but have also in numerous 
instances supplied able leadership to 
the trade association movement. 
Nevertheless, American trade associa- 
tions are primarily the creation of the 
independent, medium sized and smaller 
business units. 

As the agricultural cotperative move- 
ment has been the spontaneous out- 
growth of the need of the independent 
and individualistic American farmer 
for the advantages of concerted action 
in his field of marketing and distribu- 
tion, so in the field of business the trade 
association is the instrument which has 
been constructed to serve the same 
ends. This difference, however, exists 
between them, that whereas the co- 
operative movement in ‘agriculture 
has been given legislative recognition, 
the trade association exists apart 
from statutory authority and carries 
on its activities in the light of uncertain 
and wavering judicial pronouncements. 

The trade association movement has 
been helpful to business and should be 
encouraged by the law. ‘Trade asso- 
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ciation activities in many instances 
have been given aid by executive arid 
other administrative officers of the 
Federal Government. It seems clear 
that by the proposed statutory enact- 
ment a procedure as scientific in spirit 
and purpose as that which has char- 
acterized industry’s approach to its 
problems of production could be set up, 
whereby the Ime may be drawn and 
clarified between what is proper and 
what is improper as among com- 
petitors, from the viewpoint of the 
public interest. 

Such procedure should be worked 
out free from the overshadowing threat 
of a statute enacted in the middle ages 
of American economic growth. New 
legislation is required. With its enact- 
ment, trade associations, reconciling 
the ideals of codperation with the 
initiative of American individualism, 
and trade practice conferences, expres- 
sive of the newer ideal of codperation 
between government and business, 
will both enter into a new era of 
responsibility and usefulness. Their 
doors open in the future as in the past 
to all alike, trade associations with- 
out uncertainty and without apology 
may be counted upon to take full 
advantage of the opportunity which 
will have been placed in their hands to 
act as scientific laboratories for as yet 
undeveloped activities in the field of 
business organization. 


What the Anti-Trust Laws Should Be 


By Warrer Gorpon Mererrr 
Member, New York Bar, New York City 


HE unintelligent are those who 

speak hasty and absolute judg- 
ments—such is the substance of one of 
Mr. Bertrand Russell’s remarks. These 
who ponder the scope and wisdom of 
our anti-trust laws may well take this 
commentary to heart, for, in the ma- 
jority of cases, the ordinary observer 
has not even inventoried the important 
factors which should be given consider- 
ation before reaching a conclusion in 
respect to such laws. 


Tae REGULATION DILEMMA 


Collective action or organization 
in commerce and social life is one of the 
useful developments of modern times 
which has expanded so rapidly that we 
are not yet attuned to its capacity for 
good or ill. In degree, if not in kind, 
it presents new problems without ade- 
quate understanding or experience to 
meet them. We do know, however, 
that the power and capacity of 
combinations, whether of business men 
or workers, are greater than the sum 
total of the power and capacity of the 
members of the combination, and that 
some checks or regulations seem neces- 
sary to assure a fair measure of eco- 
nomic justice and commercial liberty. 
In a society which seeks justice and 
liberty, the unorganized are not wan- 
tonly to be preyed upon by the organ- 
ized. In modern commercial develop- 
ment—the intricacies of which make 
for interdependence between all units 
of our social structure—no indispen- 
sable or valuable service can be permit- 
ted, by any form of coercive combina- 
tion, to “hold up” the remainder of 
society. Since human power does not 


always stop at the portals of justice 
some restraints are necessary. 

The underlying social question, there- 
fore, is the maintenance of reasonable 
safeguards for the protection of the 
rights of the individual in business and 
the rights of society as consumers. To 
this problem, there are two basic ap- 
proaches. The first is thoroughly to 
supervise and regulate all industrial 
activities, so that no combination can - 
charge oppressive prices, impose oppres- 
sive wages or otherwise unfairly con- 
duct itself. That means a large degree 
of governmental management. There 
are many who would venture gaily 
down the trail of this experiment with 
confidence that law and government 
would keep the trail clear of such out- 
standing inequalities and maladjust- 
ments as now figure in our daily ex- 
perience. Others shrink from such a 
course. Generally speaking, as ob- 
jections to any such policy, all indus- 
trial organizations, whether of employ- 
ers or employees, point to the inepti- 
tude of government as a manager of 
business, the dangers of overloading 
the ship of state with too many duties, 
the crimping of individual initiative 
and the curtailment of liberty. Amer- 
ica’s spirit of self-reliance and its pre- 
vailing political philosophy are not 
friendly to such a program. 

The second approach, which is the 
one followed in this country, is to pro- 
tect freedom of competition and in- 
dividual enterprise from voluntary or 
involuntary restraints, and rely upon 
the economic forces of supply and de- 
mand to regulate the conduct of busi- 
nesscombinations. Suchisthe purpose 
of our anti-trust laws. If the Govern- 
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ment insists that the actual or potential 
competitor must not be obstructed, 
and that the big fellow must not inter- 
fere with the little fellow or with the 
unorganized, it becomes obvious that 
big business, or the powerful combi- 
nation of any character, must exercise 
restraint in order to avoid a course of 
conduct which through excessive prices 
and profits would stimulate the growth 
of rivals. The law of supply and de- 
mand thus controls without govern- 
mental price regulation. The public 
protects liberty, and liberty protects 
the public. All business units thus 
make their bid for public favor, and 
survive only through the commercial 
suffrage of the consumer. If any 
group having a dominating control 
‘unites by merger or price-fixing agree- 
ments, or the like, to control any line of 
activity to the public danger, the law 
merely says that those combining must 
leave sufficient competing units out- 
side to protect society from oppressive 
arrangements. 

Here, then, are the two theories 
which one must contemplate, and it is 
difficult to discuss the problem with- 
out being impaled, to some degree at 
least, on one or the other horns of this 
dilemma. Either we must tend toward 
the policy of bureaucratic supervision, 
where, as in the case of railroads and 
public utilities, the Government will 
regulate industry with far more detail 
than at present, or we must stand by 
our present program of prohibiting 
monopolies and of protecting liberty, 
so that competition will remain our 
business regulator and social protector. 
At the threshold of any discussion of our 
anti-trust laws, one must weigh these 
two opposing theories with their under- 
lying philosophies. 


Farra UNMPAMRED 


These few remarks help to clarify 
any discussion of “What the Anti- 
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Trust Laws Should Be.” -The Sher- 
man Anti-Trust Law, which is the 
basic law, has been on our statute book 
for nearly forty years. No change or 
qualification has been made in its ma- 
jor inhibitions. In another article, I 
call it the “Liberty Law” because it 
protects the nonconformist and assures 
everyone access to the markets of the 
nation; because it protects the right of 
the consumer to enjoy the free flow of 
articles into the markets of the nation, 
where he may exercise his sovereign 
right of choice. A distinguished rep- 
resentative of the Department of 
Justice declared that this Law repre- 
sents a philosophy of human relations. 
This Law, therefore, is no arbitrary or 
undigested scheme, nor any transitory 
experiment. It is based on a real 
philosophy, congenial to the political 
philosophy of individualism, which is 
the essence of our Americanism, and 
has behind it the dignity of an honor- 
able age. It has shaped the course of 
our industrial progress during a period 
of our most amazing industrial success 
and development, and therefore can- 
not be said to have retarded the growth 
of business, either large or small. 
Despite much criticism and discussion, 
our political psychology today is such 
that no bill introduced in the House 
or Senate looking to the repeal of the 
anti-trust laws would have the slight- 
est chance of passage. We still fear ' 
oppression at the hands of concen- 
trated economic power, and still have 
faith in the anti-trust laws as a protec- 
tion against such possible oppression. 
The courts have delivered :them- 

selves of numerous opinions in the 
application of this Law, and these opin- 
ions have shown considerable flexibil- 
ity and regard for changing economic 
conditions. Thedecisionsin theStand- 
ard Oil and American Tobacco cases 
reject the theory of absolute prohibi- 
tion of combinations and establish a 
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“rule of reason,” whereby the legality 
of the combination depends upon the 
reasonableness of its purpose and its 
conduct. The earlier decisions, for- 
bidding trade associations from distrib- 
uting trade data for the benefit of as- 
sociation members, have been clarified 
to permit active coöperation by the 
group looking to a better understand- 
ing of market conditions. The fear 
that strikes in factories producing goods 
for use in interstate commerce would 
be regarded as a violation of the Law, 
because they interrupt the supply of 
goods for interstate commerce, has 
proved groundless, and the ordinary 
industrial strike has thus been placed 
‘beyond the reach of this Law. Later 
decisions have shown a growing toler- 
ance of industrial consolidations of 
great size, as long as they were so con- 
ducted as not to constitute a social 
menace. The growth of big business 
units and of big labor unions has cer- 
tainly not been unduly curtailed. Both 
find a home in the United States. 


NEED ror DISSEMINATION oF Facts 


The conflicting arguments of those 
who are for or against the anti-trust 
laws, in many cases, involve most 
amusing situations. People arrive at 
the same conclusions from premises 
and assumed facts which are absolutely 
contradictory. Mr. Samuel Unter- 
myer would repeal the anti-trust laws 
because they are ineffective. The 
American Federation of Labor would 
repeal them because they are too ef- 
fective. The business man opposes 
them because they are too uncertain. 
Others find them too certain. Some 
people contend that these laws are 
causing the elimination of the small 
producers, while others contend that 
they protect the existence of such 
producers. This confusion of thought, 
as already pointed out, arises from the 
failure to analyze and differentiate the 
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different aspects of these laws and their 
prohibitions against voluntary codpera- 
tion as compared with their prohibitions 
against interference with others. 

But no appraisal of the value of the 
anti-trust laws, or most other laws so 
far as that is concerned, is adequate 
which does not take into account their 
deterrent effect. The silent operation 
of most laws, because the great ma- 
jority of citizens accept them without 
resistance, are their greatest accom- 
plishment, and the same is true of the 
anti-trustlaws. Any lawyerexperienced 
in this field, and having frequent con- 
tact with clients desiring advice upon 
the application of the anti-trust laws, 
knows that business men and labor 
unions are deterred by reason of the 
mere existence of these laws from carry- 
ing on many practices fraught with 
anti-social possibilities. The boycotts 
which unions have refrained from con- 
ducting, the destructive activities which 
business men in times of desperation 
would otherwise surely practice, price 
increases for the advantage of the pro- 
ducer and to the detriment of the con- 
sumer, the complete absorption of an 
entire industry under the control of one 
unified group, with power to dictate to 
society the terms of its essential serv- 
ice—all these, and many other devel- 
opmenis of a similar nature, have been 
avoided, not through governmental 
prosecutions or private suits, but 
through the consciousness that any 
effort to put them into effect would 
lead to legal consequences of an un- 
welcome nature. Thus, it can be said, 
without fear of contradiction from 
those who are informed on this sub- 
ject, that the anti-tryst laws have 
played an important part in shaping 
our industrial institutions. 

In brief, this gives us a picture of the 
fundamental and important nature of 
these laws, the extent to which they 
have withstood the test of nearly four 
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decades of trial, the social philosophy 
which lies behind them, the psychology 
which supports them, their flexibility 
as applied by the courts to changing 
conditions and their effect in shaping 
our industrial institutions, without 
destroying useful cooperation and the 
growth of big business and large labor 
‘unions. . ` 


NEED ror PREVENTATIVÐ JUSTICE 


There has always been a great deal 
of feeling on the part of many people 
that the line of demarcation between 
lawful and unlawful conduct under the 
anti-trust laws has been too uncertain, 
and that trade unionists and business 
men were obliged to conduct their 
business under the threat of criminal 
prosecution. This criticism, is not 
without foundation, but the difficulties 
in correcting it are great. The Law 
condemns, in sweeping terms, all com- 
binations in restraint of interstate 
trade, and the courts, by their con- 
struction over a period of forty years, 
have built up a body of jurisprudence 
which, in a very large degree, elimi- 
nates the uncertainty by elaborating on 
the meaning of the general language 
and applying it to a great variety of 
concrete situations. It does not seem 
possible to accomplish the far-reach- 
ing purpose of the Law and to specifi- 
cally and concretely enumerate in the 
statute all of the details which shall 
constitute a violation of the Law. The 
Law, as it now stands, forbids illegal 
combination, regardless of the garb 

_which it dons. It forbids a result, 
rather than the means of its accom- 
plishment. A number of years ago, 
extensive hearings were held in Con- 
gress, attended by prominent business 
men, all with a view to securing a more 
definite standard of right and wrong, 
but the volumes of testimony given, 
the innumerable opinions and argu- 
ments advanced, merely disclosed the 
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utter impracticability of supplying.a 
more definite standard. In order to 
meet all the devices which the subtlety 
and ingenuity of man can devise, with 
a view to increasing his prices and prof- 
its, it seemed necessary to leave the 
prohibition of a general character, in 
order to make doubly sure that the 
Law should not be circumvented. 

Bearing in mind, as we have stated, 
that there are twilight zones in the ap- 
plication of the anti-trust laws, it might 
be desirable to authorize some govern- 
mental agency to grant permits to com- 
binations, upon the understanding that 
as long as the permit is outstanding 
there would be no criminal prosecu- 
tion, but that the Department of Jus- 
tice, at any time, would have the power 
to test the legality of the combination 
by a civil suit for injunction, After | 
the courts had declared that the com- 
bination was unlawful, any attempt on 
the part of those concerned to continue 
the combination would, of course, sub- 
ject them to the criminal provisions 
of the Law, but there no longer would 
be the legal uncertainty to criticize. 
This suggestion has been made by my- 
self and others for many years past, 
and would be but an easy transition 
from the trade conference practice, al- 
ready so popular between the Federal 
Trade Commission and some indus- 
tries. It would, at least, do away with 
the feeling that the existence of the 
‘criminal provisions of the anti-trust 
laws creates a situation where business 
is carried on in terrorem. 

Let us come now to the more funda- 
mental question of the desirability of 
the substantive prohibitions of the 
anti-trust laws. The major considera- 
tion to be kept in mind is the funda- 
mental distinction between voluntary 
and involuntary combinations, the vol- 
untary combination, resting upon the 
willing coöperation of a group, and the 
coercive combination, carrying with it 
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the purpose of forcing others against 
their will to combine. Thus, when 
people speak of the right of voluntary 
association, they should not forget that 
this does not carry the right to promote 
involuntary associations. The right 
to organize carries with it the right to 
remain unorganized, or there is no such 
thing as industrial liberty. 


CorRrcrvE COMBINATIONS 


As long as this country adheres to its 
political and economie philosophy cf 
individualism, it would seem that the 
anti-trust laws should prohibit combi- 
nations to injure others or combinations 
which artificially obstruct the free flow 
of goods to the market. Thus, the 
Danbury Hatters case, wherein the 
court used the phrase “liberty of ths 
trader,” disclosed a combination 
whereby no dealer was to be patronized 
who carried the Danbury hat. In this 
way, it was sought to exclude Danbury 
hats from the market and prevent the 
consumer who preferred them from 
purchasingthem. It wasan autocratic 
boycott, not a democratie boycott, 
which appealed merely to public opin- 
ion. It did not merely ask people noz 
to buy a Danbury hat, but, by coercing 
the dealer not to carry the hat, abso- 
lutely deprived the consumer of free- 
dom of choice. £ 

The Stonecutters cases involved 
combinations in New York City wkere- 
by strikes were called on buildings to 
prevent the use.of stone which was 
produced outside of the metropolitan 
area, with the result that, through the 
coercion of the combination, the metro- 
politan area was paying two or three 
times as much for its stone as it would 
be called upon to pay were the channels 
of interstate trade kept free and unob- 
structed. 

A prominent manufacturer of ma- 
chinery invents a machine of almost 
indispensable value, and then lays 
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down the rule that he will not sell that 
machine to anyone who buys from any 
other concern unpatented machinery 
produced on the open market. Pipe 
manufacturers, plumbing contractors 
and the plumbers’ union combine to 
exclude a new plumbing device which 
saves material and labor. Union con- 
tractors who use the device are fined by 
the contractors’ association, and build- 
ings where it is used are placed on 
strike. Thus, by this plan of exclu- 
sion, the manufacturer, the contractor 
and the journeymer prey upon the 
public. Electrical contractors agree to 
maintain prices, and arrange with the 
union to institute strikes against those 
who urdersell. A large producer of one 
of the necessities of life, by fraud and 
deceit, secures control of its competi- 
tor’s stock through « broker who ob- 
tains it as collateral, and then votes the 
stock to close the competitor’s business. 

Such coercive combinations aim at 
the exclusion of competitors and en- 
croach upon the principle of industrial 
liberty. Whatever may be said about 
voluntary combinations, coercive ar- 
rangements such as these attack the 
liberties of our people, militate against 
the principles of our social institutions 
and are fraught with serious dangers. 
So far as one can peer into the future, it 
seems clear that the anti-trust laws 
should, for the protection of society as a 
whole, continue to protect the liberty 
of the trader as against such arrange- 
ments. 


VOLUNTARY COMBINATIONS 


We turn now to tie other type of 
combination. The voluntary combi- 
nation, prohibited by the anti-trust 
laws, usually takes the form of a 
merger or a group codperating in price- 
fixing and the allocation of exclusive 
markets. Such combinations, in the 
majority of cases, whatever else may 
be said about them, are, as has 
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already been stated, restrained to 
moderation by the fear that any other 
course of conduct on their part will 
stimulate competition. Thus, the pro- 
tection of the liberty of the trader is 
necessary not only because liberty is re- 
garded as an essential, but because it 
keeps alive potential competition to 
restrain voluntary combinations from 
oppressive conduct. The danger of 
mischief from the voluntary combina- 
tion is greatly reduced by the prohibi- 
tion of combinations which interfere 
with the liberty of others. 

But the problem of voluntary com- 
binations is more complex than this, for 
it is not impossible for groups, exercis- 
ing great power, voluntarily to main- 
tain price agreements, or other kinds of 
arrangements, to the injury of the pub- 
lic. The question of the extent to 
which the anti-trust laws should pro- 
hibit arrangements of this kind opens a 
field for broad discussion. At present, 
however, it is quite clear that the public 
will not sanction price-fixing combina- 
tions, and thus dispense with the pro- 
tection afforded by competition, unless 
some form of governmental supervision 
or regulation is interjected into the 
picture for public protection. 

The same comments are also true in 
respect to mergers or consolidations, 
which are fraught with the same dan- 
gers, but in the case of mergers or con- 
solidations, by reason of the technical 
questions of the law of conspiracy, 
there has grown up a broader tolerance 
of larger business units than there has 
of cotperative action on the part of 
units which otherwise continue their 
independent existence. Thus, a group 
of competitors may find sufficient 
economic reasons legally to justify the 
formation of a consolidated corpora- 
tion, giving unified control, while the 
members of the same group would 
not be- permitted to continue their 
independent existence and accomplish 
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unified contro] as to merchandising 
through price agreements, allocation 
of territory, and so forth. So far, 
the courts have shown increasing 
liberality toward mergers, as long as 
they do not control too large a per- 
centage of the total production, and 
increasing liberality towards voluntary 
coöperation on the part of competing 
producers, as long as they do not fix 
prices or allocate territory. The line is 
drawn against these voluntary arrange- 
ments when, by consolidation or by 
agreement, they prevent competition. 
The competitive condition is to be 
maintained as against all devices, vol- 
untary or involuntary. 


MINOR CHANGES CONSIDERED 


Upon the whole, I see little reason to 
expect any radical change in these 
major features of our anti-trust laws as 
applied to ordinary industries. On the 
other hand, it has long been my feel- 
ing that there are certain concrete 
amendments which should be consid- 
ered without affecting the general pro- 
hibitions of the Law in its application 
to ordinary business enterprise. The 
question of allowing the producer to fix 
the resale price of a special trade- 
marked article presents one of these 
situations. Today any systematic 
agreements, whereby Williams Shav- 
ing soap, Gillette razors, Old Gold cig- 
arettes, or Ingersoll watches are sold 
upon the condition that they will be re- 
sold at the price fixed by the producer, 
constitute a violation of the Sherman 
Anti-Trust Law. There is grave doubt 
as to whether this is just or wise. 
Many people inquire why a producer, 
who, at any time, may discontinue his 
operations, should not be permitted to 
dictate the price at which an article 
bearing his trade name is sold by dealers 
to the public. To cut the price fre- 
quently destroys the standing of the 
trade-marked article, and tends to im- 
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pair the good-will for which the prc- 
ducer has paid in advertising and good 
service. There has been a great deal cf 
litigation over this question, with many 
dissenting opinions, but the application 
of the anti-trust laws to the situation 
forbids any thoroughgoing arrange- 
ments of this character, and many bills 
have been offered in Congress to revis2 
the Law in this respect. An amend- 
ment of this character could be en- 
acted without impairing the general 
usefulness of the anti-trust laws. 


TREATMENT BY INDUSTRIES 


There seems to be no good reason for 
applying the anti-trust laws to regulated 
public utilities and railroads. Certain 
other interests may now also become 
candidates for complete or qualified 
exemption. We are beginning to strug- 
gle with the problem presented by the 
relation of the anti-trust laws to our 
natural resources. If oil is wastefully 
produced through the overdevelopmen= 
of oil fields and the nation’s supply o? 
this valuable. commodity is thereby 
placed in jeopardy, it is a question for 
serious consideration as to whether the 
laws should not permit agreements to 
curtail production under governmental 
supervision. From this, one naturally 
jumps to other natural resources like 
coal, lumber and metals. Should such 
an exception apply to all natural re- 
sources, or should it be limited, for the 
present at least, to meet the emergencies 
of the oil situation, with added exemp- 
tions by Congress from time to time in 
respect to other natural resources as 
circumstances may dictate? From the 
public’s point of view, there is no need 
for legislation of this character in re- 
spect to bituminous coal mining, for 
the supply of bituminous coal is not in 
danger and the public is now consuming 
it at low prices dictated by competitive 
conditions. As to anthracite, the main 
public protection lies in the competition 
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of substitute fuels, and the public, so 
protected, would benefit by a thorough- 
going internal organization of the pro- 
duction and distribution of anthracite. 

This allusion to specific problems 
merely shows the difficulty of generaliz- 
ing on the application of the anti-trust 
laws to natural resources. 


INSISTENCE ON Far Pray 


The establishment of the Federal 
Trade Commission, with power to en- 
join unfair methods of competition, 
represents a hopeful and interesting 
experiment. Its function is to stop 
all competitive practices which are 
deemed unfair, and thus to protect in- 
dustry and the consuming public from 
all measures which are calculated to 
obstruct or thwart the fair and free 
play of competition. The first formal 
order issued by the Federal Trade Com- 
mission enjoined misbranding, or the 
use of a name of a fabric upon goods to 
which the name did not properly apply. 
Since that time, repeated cases have 
arisen of this character, thus enjoining, 
for illustration, the use of the word 
“silk”? upon goods not made of the 
product of the silk worm, and the use of 
the word “wool” upon goods not made 
of wool. Misbranding of this charac- 
ter thwarts the normal competitive 
process by influencing the distribution 
of patronage not according to the in- 
herent merit of the merchandise offered 
for sale, but according to false and 
confusing representations. It is like 
securing votes by fraudulent methods, 
for patronage is but a commercial vote 
in favor of the continuance in business 
of a particular producer. 

Local price-cutting and selling below 
cost in a particular city for the purpose 
of destroying competitors; arrange- 
ments between several competitors suc- 
cessively to take contracts below cost 
in every city, so as to ruin still another 
competitor who must make all bids be- 
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low cost, or win no business; the estab- 
lishment of “fighting brands,” where 
prices are slashed for the purpose of in- 
juring others; the establishment of com- 
panies which appear in the industrial 
arena as independents when, in fact, 
they are nothing but fighting agencies 
of an illegal combination; interfering 
with a competitor’s supplies; simulat- 
ing a competitor’s product; destroying 
a competitor’s credit; bribing a com- 
petitor’s employees; and practicing 
espionage upon competitors’ activities 
—these, and other practices, have like- 
wise been enjoined on the ground that 
they interfere with that character of 
free and honest competition which is 
best for the interests of the consuming 
public. As was picturesquely stated 
by the Supreme Court of Massachu- 
setts: “The trader has not a free lance. 
Fight he may, as a soldier, but not as a 
guerilla.” i 

If, through governmental regula- 
tion, the rules of the game can be laid 
down so that, as the Englishman puts 


it, everybody will play “cricket,” it, 


may be possible to keep alive a condi- 
tion of full and fair competition with- 
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out further regulation or supervision 
bygovernment. Figuratively speaking, 
the Government stands on the side 
lines in the industrial arena and bids 
the contestants to play the game to 
their utmost, provided they do not hit 
below the belt. This attitude toward 
the problem seems to be the one likely 
to enlist the hope and interest of our 
people in the immediate future, and 
one which should be patiently, and 
thoroughly tried before seizing upon 
more radical measures. In it lie edu- 
cational values, because it involves an 
intensive study of unfair business 
practices and the development of an 
ethical sense as to what is, or should be, 
regarded as unfair. Already, it has in- 
vigorated the ethical sense of some in- 
dustries, and has led to the outlawry of 
practices which heretofore, and with 
little thought, have been accepted as the 
order of the day. The question natur- 
ally arises as to whether this intensive 
insistence upon the rules of fair play in 
industry does not hold greater social 
values than mere emphasis upen re- 
strictions against combinations and 
mergers. 
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Mergers and the Law. Pp. x, 153. New 
York: National Industrial Conference 
Board, Inc., 1929. $8.00. 

Mergers in Industry. Pp. xiv, 205. New 
York: ‘National Industrial Conference 
Board, Inc., 1929. $8.00. 

Tourmmy, H. A., Jn, Millions in Mergers. 
Pp. xv, 828. New York: B. C. Forbes 
Publishing Company, 1929. $8.50. 


The first volume was prepared by Myron 
W. Watkins, of the Conference Board’s 
Research Staff. In 158 interesting pages it 
carries either a lawyer or a layman through 
a subject which easily could be involved 
and tiresome under less skilful treatment. 
The book does not profess to be exhaustive, 
but it gives the reader an opportunity for a 
bird’s-eye view, which is of value if one 
desires to investigate in detail the cases 
relating to mergers. 

The development of public policy toward 
corporate consolidations is traced, and the 
modifications of the policy and its present 
status is touched upon, but without enter- 
ing the controversial field of suggested re- 
visions. In a brief opening chapter, the 
common law policy relating to combina- 
tions as developed in England, with the 
emphasis placed on the theory of latssez 
faire so that no corporate merger as such 
has ever been attacked in the English 
courts, is contrasted with the American 
doctrine that competition must be fostered, 
and that anything which stifles it is eco- 
nomic oppression—a policy which found 
legislative expression in the Sherman Act. 

A second chapter traces the three stages 
of constructior® of the Sherman Act. 
From 1890 to 1904, corporate consolida- 
tions were not reached by the law; from 
1904 to 1911, any combination of units 
formerly competing contravened the law; 
after 1911, industrial consolidations as such 
are not unlawful. 
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The so-called “rule of reason,” as applied 
in a number of'leading cases, is the subject 
of the longest and perhaps the most useful 
chapter. It is followed by a discussion of 
factors determining the lawfulness of busi- 
ness consolidations, showing the growing 
accommodation of judicial opinion to busi- 
ness expediency. The Federal legislation 
following the Sherman Act is analyzed. 

The summary and conclusions bring out 
the rather surprising fact that in the thirty- 
seven years folowing the Sherman Act 
there have been four hundred and thirty-six 
suits predicated upon the provisions of the 
anti-trust laws decided by the courts. Of 
these suits, forty percent were prosecuted by 
the Federal Government. The author 
concludes that this record demonstrates 
the need for the protection of those engaged 
in interstate commerce against attacks by 
outsiders. On the other hand, one might 
conclude from the small number of suits in 
comparison with the size and complexity of 
modern business that the laws were ob- 
served to a surprising extent. 

The need for certain exemptions from the 
Anti-Trust Law is pointed out, especially 
with respect to natural resource industries, 
where present competitive conditions lead 
to waste of natural resources, such as oil. 
With such exceptions, the final conclusion 
is that the present legal restriction is not 
excessively severe or repressive. 

The whole treatment of the subject is 
suggestive and provocative of general dis- 
cussion on this interesting subject, which 
must be helpful m the solution of problems 
hereafter arising. 

The declared purpose of the second vol- 
ume is to examine industrial consolidations 
from the point of view of economic theory 
as to some questions raised concerning this 
type of business organization. The scope 
is limited to consolidations where there is 
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central control of a number of distinct 
operating units and where their products 
are marketed over wide areas. On the 
question whether such consolidations are 
good or evil from an economic standpoint, a 
present judgment is suspended, but the 
facts available to answer the question are 
briefly reviewed. In such consolidations 
high profits are promised to investors 
through economics of operation, efficient 
management and stabilized industry, so 
that the public is not injured. 

One naturally asks whether such consoli- 
dations have been profitable through busi- 
ness efficiency. Have they shown techni- 
eal efficiency? The inquiry is therefore 
directed to such aspects of consolidation as 
lend themselves readily to economic and 
statistical analysis, and the discussion is 
further limited to mergers in manufactur- 
ing industries. 

After considering numerous statistics, the 
conclusion is reached that industrial con- 
solidations have not provided a safe, sure 
and easy way to business success. Con- 
trary to the popular conception, successful 
consolidations are the exception and not the 
rule. The book is apparently intended as a 
companion volume to Mergers and the Law, 
since it supplements that volume. 

In Millions in Mergers, we learn from the 
title page that the author is of Toulmin and 
Toulmin, attorneys-at-law. A brief ıntro- 
duction has been written by C. M. Chester, 
Jr., President of General Foods Corporation. 
Mr. Chester reviews the book in his intro- 
duction, and cites his company as a suc- 
cessful example of the “circular” type of 
merger, composed of non-competitive organ- 
izations, as distinguished from the “‘hori- 
zontal” and “vertical” types—the former 
joining competitive units and the latter 
illustrated by the Ford Motor Company. 

The need for an “up-to-the-minute” 
book on mergers for public consumption 
was apparently so urgent that~the author 
makes his statements in what he calls 
“business language” This perhaps ac- 
counts for such phrases as “genius and 
species”; “a presumptive of intent”; 
“mergers by purchase . . . is far better”; 
and for a nomenclature which refers to 
“circular,” “horizontal” and “vertical” 
types of mergers. Does it account for 
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chapter headings such as “Are We in a 
Merger Mirage?” and “We Paint the 
Back Drop?” ; 

The text in general is composed of short 
paragraphs, more or less disconnected— 
many of which are “business language” 
epigrams, such as, “Thus the motto of the 
United States is ‘Out of Many, One’—not 
only politically, but in business”; “So in 
later years, just prior tc 1862, good whiskey 
sold for fourteen cents a gallon, and there 
were no bootleggers”’; “If there is any one 
certain rcad to success in building these 
skyscrapers of business, it is on the solid 
foundation of public service.” In between 
these high spots is interspersed a sprinkling 
of statistics. The whole constitutes a 
scrapbook, which, as a good scrapbook 
should do, contains much interesting infor- 
mation and many practical suggestions. 
The chapters on “Shall We Enter a 
Merger?”; “How to Merge Companies”; 
“Why Do Mergers Feil?”; and “How to 
Make Mergers Pay,” set forth in a popular 
manner an A-B-C outline of the subjects 
treated. They deal with fundamentals in 
a way that makes interesting and useful 
reading. Under the heading “Mergers and 
the Law’’ the author closes his treatise as 
follows: 

“To determine what is a legal merger we 
must ensver these questions: 

(1) What are the motives for merger? 

(2) Is ıt conducted on the principles of 

fair play? 

(8) Doss it render a public service? 
Affirmative answers to these questions pass 
the merger legally.” 

The author leaves us in doubt as to how 
the first question can be answered affirma- 
tively; but a book entitled “Millions in 
Mergers” is not written to explain every- 
thing, and after more than three hundred 
pages of business language some breathless- 
ness is excusable. 

ÅRCHIBALD Topp JOHNSON. 

Philadelphia. 

Seaaer, Haney R., and GULICK, CHARLES 
A. Trust and Corporation Problems. 
Pp. xii, 719. New York: Harper and 
Brothers, 1929. $8.50. 

Trust and Corporation Problems is a study 
in failures. The great failure is the lack of 
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intelligence on the part of ourselves and our 
Government in meeting these problems. 
The first and a most important failure has 
beeu that of the states when they forgot 
that a function of the state is the protection 
and the promotion of the public welfare 
and turned themselves into charter mills. 
Because corporations have been the instru- 
ments of the trust promoters, and because 
the dissolution of some of the trusts was 
brought about by the revocation of corpora- 
tion charters, discussion of the problem 
begins by showing how competition between 
the states for revenue has resulted in a 
lowering of the bars with respect to corpora- 
tion charters, and how no par stock, wa- 
tered stock, irresponsible directors, inade- 
quate protection of stockholders and the 
sale of fraudulent securities, holding com- 
panies and other problems of trust control, 
would never arise or could be prevented if 
the states could be brought to a realization 
of their duty, not only to their own citizens, 
but also to the citizens of the rest of the 
United States. One reads with amazement 
the easy methods of obtaining charters in 
some of the more lenient states. 

The states have failed also with respect 
to the regulation of monopolies and unfair 


methods of competition. Many states do | 


not even have such Jaws on their statute 
books. Others, if they do, do not take the 
law seriously, while still others, although 
they may take the law seriously, fail to 
accomplish anything of real value. 

The second failure is that of the Federal 
Government in regulating trusts under, the 
Sherman Act. The monopoly of the 
Standard Oil Companies was due to advan- 
tages in transportation, and even after the 
dissolution they continued to control 
transportation. If monopoly and com- 
munity of interest no longer exist in the 
petroleum industry, it is not because of any 
Government decree, but because of the 
passing of the old leaders, the diffusion of 
stock ownership and the rise of power- 
ful independent companies. Yet in 1928 
“price competition is only sporadic, local 
or temporary.” In the tobacco industry 
the decree dissolving the tobacco company 
merely placed different securities in the 
hands of the same group, and there is evi- 
dence to show that monopoly is again aris- 
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ing in the industry. The greatest mis- 
givings arise with respect to our trust policy 
when we consider the United States Steel 
Corporation case. In summarizing the 
case the authors say: ‘‘ When the opinions of 
the eleven justices of the two courts which 
heard the-case are examined in some detail 
we find that seven of the eleven agreed that 
the ‘Gary Dinners’ were illegal, five of them 
believed the organizers acted illegally in 
forming it, but cnly three were willing to 
go the length of ordering its dissolution. 

. Just what restraint is exercised by 
the Sherman Anti-Trust Law as here inter- 
preted? If we are to abandon any at- 
tempts to check ‘good’ trusts by dissolving 
them what remedy shall we seek for pro- 
tection against ‘Gary Dinners’ and other 
forms of cooperation that may react to the 
disadvantage of consumers?” 

The third failure is that of the Federal 
Trade Commission. The procedure of the 
Commission is faulty. The publication of 
its findings are inadequate and in some 
cases misleading. There is evidence of bias 
in some of their reports. Men have been 
appointed to the Commission who were out 
of sympathy with the very legislation that 
created the Commission. Despite these 
failures, which are not inherent in the struc- 
ture and the theory of the Commission, it is 
commended by the authors and its abolition 
is opposed. Its record is good in many 
ways and it is a step forward in the solution 
of the problem. 

The major portion of the book is devoted 
to the trust problems of the United States. 
The three chapters devoted to the problems 
as they occur in other countries, but par- 
ticularly emphasizing the experiences of 
Germany, are of unusual interest. The 
German attitude toward trusts differs ma- 
terially from our own. Combinations in 
restraint of trade, price-fixing, division of 
markets, in fact, most everything that we 
consider illegal, is permitted by Germany 
and then subjected to regulation. Where 
our states have fallen down in failing to 
protect against the abuses of lax corpora- 
tion laws, the Germans have provided that 
all stock must be subscribed and paid for at 
par before the corporation is launched. An 
alternative methad of having all stock sub- 
scribed for and only twenty-five percent 
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paid in is so hedged about by restrictions 
that it is infrequently used. The only 
profit to the German promoters is that ob- 
tained by retaining the stock until its suc- 
cess is assured. 

The remedies proposed by the authors 
are not new or startling. For the evils of 
the state meorporation laws, Federal 
licensing or incorporation is recommended. 
They show that it is impossible to deal 
adequately with the problems by a few laws 
written in general language. Laws must 
be passed with respect to the particular 
problems in an industry. An example is 
the petroleum industry, with its over- 
production and its attempt to limit produc- 
tion by agreement, which now seems to be 
in violation of the law. They emphasize 
again the inadequacy of the courts to meet 
theproblem. The legislation passed should 
be enforced by the Federal Trade Commis- 
sion, having powers similar to those exer- 
cised by the Commission under the Webb 
Act, and also having the prestige of the 
Interstate Commerce Commission. In- 
creasing publicity of accounts is urged. 
The dissemination of statistics of the vari- 
ous industries, not by the trade associa- 
tions, where the privilege may be abused, 
but rather by some Government authority 
such as the Department of Commerce, is 
increasingly necessary. Contrary policies 
may be wise with respect to different indus- 
tries. If the policy is one that tries to 
secure maximum social benefits it may 
sometimes require cooperation or even 
consolidation in some industries and the 
maintenance of competition in others. 

The book contains an excellent bibliog- 
raphy. 

Raymond W. Forry. 

University of Pennsylvania. 


Tuompson, Warren S. Danger Spots in 
World Population. Pp. xi, 343, x. New 
York: Alfred A. Knopf, 1929. $4.00. 
In this notable contribution to the litera- 

ture on world population, Professor Thomp- 

son takes a comprehensive view of the en- 
tire surface of the globe, differentiating the 
countries thereon according to the position 
they hold with reference to the differential 
population pressures which are to be ob- 
served. Certain countries he regards as 
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going through what he calls the “swarm- 
ing” process. They are countries already 
with a dense populaticn which are, never- 
theless, experiencing such a rapid growth in 
numbers as to create acute problems for 
them and make them look with envy upon 
the thinly settled areas of the globe. An- 
other group of countries includes those who 
have, for the most part, passed through 
the swarming process and find themselves 
today with large areas of land which they 
are not using intensively and are not likely 
to need in the future. A third group com- 
prises these countries which have, to be 
sure, large areas of relatively unused land, 
but whose own expansion indicates the 
utilization of this land in the relatively near 
future. 

The condition of unstable equilibrium 
thus set up constitutes one of the greatest 
menaces which threaten the tranquility of 
the world today. Unless this state of ten- 
sion can be resolved, Professor Thompson 
believes that another great war is inevitable 
in the near future. He believes that the 
only permanent and efficacious remedy is 
to be found in birth control. But he be- 
lieves that -ts adoption will be a mattet of 
slow development in taose very countries 
where population pressure is most crucial. 
Thus, it alone cannot be relied upon to fore- 
stall war. In the meantime, the author 
believes that there ougkt to be a voluntary 
relinquishment of land by those nations 
that have more than they can use to those 
who are in dire need. 

Recognizing the high desirability of thus 
subjecting :nternationel affairs to an ob- 
jective sciertific analysis and predicting the 
probable cutcome of present situations, and 
without pausing to comment on the some- 
what ideclistic nature of the immediate 
remedy proposed, there are one or two 
points in Professor Thompson’s logical 
analysis that arouse some question. In the 
first place, he seems to assume that the 
“swarming” stage in the life of a people is 
inherent in its own development and will be 
reached and passed through when the ap- 
propriate time ives, independent of 
external conditions. This is very doubtful. 
It seems much more probable that any 
people is likely to “swarm” whenever the 
rigorous pressure upon its population is re- 
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laxed, and to keep on swarming as long as 
the increase in numbers does not bring too 
obvious penalties. If this is true, the re- 
distribution of land would merely prolong 
the swarming process, and eventually leave 
conditions worse than before. 

In the second place, there is grave doubt 
as to the accuracy of the author’s assump- 
tion that a growth of industry and pros- 
perity tends to check the birth rate of a 
people. We do not know very much about 
birth rates before the nineteenth century, 
but as far as increase of population is con- 
cerned (which is the significant thing) the 
century which was distinguished by the 
industrialization of the western world and 
by an unprecedented growth in prosperity 
was also the century of the most phenom- 
enal population growth the world has ever 
known. Is there any reason to suppose 
that a century of industrialization of the 
other hemisphere would produce an oppo- 
site result? These two considerations lead 
to a further query as to Professor Thomp- 
son’s main thesis. Would it not be ex- 
pedient and safe to insist upon birth control 
first, and then see what can be done to re- 
lieve overcrowded peoples by redistribution 
of land? 

. Hesry Prartr Famcamp. 

New York University. 


The International Financial Position of the 
United States. Pp. xx, 276. New York: 
National Industrial Conference Board, 
Inc., 1929. $5.00. 

The Economist of September 28, 1929, 
makes the well merited prediction that this 
treatise “‘will become a standard authority 
on this important subject.” In any case, 
though an old story, it is not tritely told; 
and it is exceedingly well documented. 
The forty-six tables and two appendices 
make the treatise of high value for 
reference. ‘ 

Mr. Young gives a brief sketch of Amer- 
ica’s international financial position for a 
century before the World War. He then 
records in detail the volcanic events that so 
suddenly transformed the world’s deepest 
debtor nation into the world’s greatest 
creditor nation. 

The principal facts pertaining to the War 
debts are stated succinctly. That is to say, 
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the subject matter is not limited to private 
financing. i 

The partial dependence of America’s 
long-term capital exports upon its gold im- 
ports and upon its huge imports of short- 
term capital is clearly shown. The failure 
of gold imports to inflate American com- 
modity prices is discussed. With the 
world’s financial center moved into the 
dooryard of the New York Stock Exchange, 
security prices, more than commodity 
prices, seem likely to follow gold move- 
ments—to the confounding of classical 
theory. 

Chapter VI, ostensibly on “Federal Re- 
serve Operations and International Fi- 
nance,” is mostly a digression on domestic 
finance. It is, however, an able apology for 
Federal Reserve policy. 

A serious defect in the treatise is the 
counting of income from previous invest- 
ments as a capital movement (“capital pay- 
ment”), This curious innovation was 
designed to show (1) that the domestic 
market has not been deprived of funds by 
our large exports of capital; (2) that the 
latter are hardly ever so large as the yield 
of previous investments; and (8) that, in 
effect, we have merely “plowed in” the 
yield of earlier investments. These facts 
could have been stated far more simply— 
without ignoring accepted terminology and 
repeatedly misleading the casual reader. 

Two lesser defects might be mentioned: 
(1) On pp. 81-85 and 112 certain statistics 
on international short-term capital move- 
ments are somewhat discredited as “‘esti- 
mates.” (2) On p. 78, and in footnote 20 
on p. 275, War Finance Corporation ad- 
vances to finance American exporters and 
to aid agriculture were counted as “War 
Debts and Credits,” and treated as ad- 
vances to foreigners not elsewhere recorded. 

Ray Haut. 

Department of Commerce, - 

Washington, D. C. 


Rory, J. Frep. Rivalry of the United 
States and Great Britain over Latin 
America. Pp. xi, 82%. Baltimore: The 
Johns Hopkins Press, 1929. $2.75. 
This interesting volume consists of the 

Albert Shaw Lectures on Diplomatic His- 

tory delivered at the Johns Hopkins Uni- 
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versity in 1928. The period studied is that 
of 1808-1828, although in closing the author 
touches briefly upon developments since 
that time, developments which he has 
traced more fully in his valuable Latin 
America in World Affairs (New York, 
1928). The first chapter sketches the lead- 
ing political and economic issues of the 
period covered, and serves as an introduc- 
tion to a detailed consideration of ‘The 
Destiny of the Spanish Borderlands”; 
“The Antagonism of Canning and Adams: 
Rivalry in Southern South America”; 
“Rivalry in Northern South America”; 
“Friction in Central America: the Panama 
Congress”; and “‘Spirited Contests in 
Mexico.” A final chapter is entitled ‘‘Con- 
clusion: A Century of Subsequent Contests.” 

The book is very carefully documented, 
and is a result of investigation of sources in 
both England and the United States. The 
method of treatment is primarily that of 
diplomatic history, as befits the author’s 
specialty and the Albert Shaw Lectures, but 
Professor Rippy shows a constant apprecia- 
tion of economic forces and figures, and 
achieves a nice balance between such 
things as forms of government and national 
sentiments on the one hand, and, on, the 
other hand, such factors as trade, shipping, 
investments and commercial treaties. 

Perhaps the most noteworthy truth 
evolved in the study is the fact that during 
this period “‘both [the United States and 
Great Britain] greatly magnified the eco- 
nomic and political importance of Spanish 
America.” The reader is tempted to specu- 
late as to whether the statesmen of the two 
powers were persons of unusual insight into 
the distant future or were simply mistaken 
about the immediate possibilities. Pro- 
fessor Rippy believes that “it may be 
doubted whether at the present time they 
{the Latin American states] have the im- 
portance which was attributed to them 
more than a hundred years ago,” and his 
judgment is well supported. But he also 
brings out, especially in his concluding 
chapter, the much greater subsequent 
significance of the region to the two powers, 
and especially to the United States. 

Some idea of the summary conclusions of 
the study may be obtained by citation of 
several sentences. “In the matter of com- 
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merce, England started somewhat behind 
the United States and came out in 1830 far 
in the lead.” ‘‘So far as investments were 
concerned, the United States... was 
hardly in the race at all.” “In the terri- 
torial phase of the contest England had 
little or no success.” ‘The outcome of the 
maritime rivalry of the competitors is more 
difficult to ascertain.. The development of 
the merchant marine cf the United States 
was running that of England a fairly close 
race.” “American diplomats succeeded’ 
. in writing into al of these [various] 
agreements their favorite provisions regard- 
ing the most-favored-ration principle, the 
shortening of contraband lists, the restric- 
tion of the power blocxade and the invio- 
lability of property on board neutral ves- 
sels.” ‘‘In regard to political forms, it may 
be noted that the democratic republic 
prevailed in all Spanish America, and that 
this was due in no small measure to the 
moral influence of the United States.” “In 
all that related to the matter of prestige Eng- 
land appears to have had some advantage.” 
As Professor Rippy points out, however, 
“in less than a century . . . the compara- 
tive position of the twc rivals was virtually 
to be reversed. By that time the United 
States had taken the lead in the commerce 
of Hispanic America, though probably not 
in the affections of the Hispanic American 
peoples. Its political influence in the 
Western Hemisphere -had become more 
powerful than that of its rival; its wealth, 
its significance in world politics, its invest- 
ments in the lands to the south had equaled, 
and were threatening to surpass those of 
England.” The student of present-day 
conditions may be inclined to the belief 
that this century-later result has been of 
considerable importance to the United 
States. If ‘Old World” political influence 
had penetrated Latin America the political 
destiny of the United States might have 
been very different. And in economic af- 
fairs such things as oil and investments and 
the likelihood of further growth of trade do 
much to sustain the popular notion of the 
increasing significance, actual and potential, 
of the Hispanic countries to the south of 
this republic. 
Professor Rippy’s book is a scholarly con- 
tribution to the literatrre of diplomatic his- 
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tory. In addition, it furnishes an illumi- 
nating background for present-day analysis 
of the political and economic relations of the 
United States and Great Britain in Latin 
America. 
Joun DONALDSON. 
George Washington University. « 


The American Merchant Marine Problem. 
Pp. xiv, 167. New York: The National 
Industrial Conference Board, Inc., 1929. 
82.50. à 


This book is one of a series of studies of 
international economic problems, most of 
them with special reference to the position 
of the United States, other numbers includ- 
ing A Picture of World Economic Conditions 
at the Beginning of 1929, The International 
Financial Position of the United States and 
The Forcign Trade of the United States. It 
was prepared by Mr. H. K. Murphey of the 
Board’s Research Staff, under the super- 
vision of the Staff Economie Council and 
with the coöperation of the Board’s advis- 
ory committee of prominent business and 
professional men. The conclusions “are 
those of the Conference Board as a body ” 
Special data were supplied by Mr. Alfred H. 
Haag, Director of the Bureau of Research 
of the United States Shipping Board, and 
thirty-four statistical tables and four charis 
are included. 

An introductory chapter deals with basic 
considerations, and touches upon such fun- 
damental points as the influence of the 
commercial geography of a country upon 
its shipping, shipping as an industry, ship- 
ping in relation to foreign trade and the 
place of shipping among other international 
business relationships. Part I consists 
mainly of a survey of the actual size, type 
and operations of the American merchant 
marine, public and private, with some 
mention of the laws concerning it. The 
chapters in Part II consider favorable and 
unfavorable factors, economic and govern- 
mental, affecting it. Part DI treats, in 
logical order, various suggested measures 
for aiding it; these consist of subsidies and 
subventions of ‘several types, of different 
sorts of preferential treatment of American 
vessels and of miscellaneous special meas- 
ures. A concluding chapter offers a sum- 
mary and conclusions, and appendices give 
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definitions of technical terms and a list of 
American companies operating privately 
owned American vessels. 

This compact, concise book is replete 
with up-to-date statistical and other in- 
formation, is well arranged and is carefully 
and usefully documented. The facts are 
analyzed clearly, and are subjected to well 
balanced reasoning. Of importance is the 
fundamental distinction drawn between 
shipping as an industry, shipping as an aid 
to foreign trade, and shipping as an auxil- 
iary of national defense. The: reader is 
inclined to anticipate a cut-and-dried pro- 
gram arbitrarily set forth as a solution of 
the entire problem. But the book is pecu- 
liarly free from either scholastic or business 
prejudices. Arguments for and against 
each proposed method of Government aid 
are weighed impartially, and room is left 
for the belief that the solution of the Ameri- 
can merchant marine problem does not lie 
in some one ideal governmental scheme, and 
indeed is to be found, to a considerable ex- 
tent, only in purely (“natural”) economic 
developments. 

Since the volume surveys so concisely 
yet comprehensively the available informa- 
tion on the subject, the reader might wish 
it had contained a slightly more detailed 
treatment of the merchant marine acts of : 
1920 and 1928, and, especially, a fuller ac- 
count, for comparative purposes, of the 
merchant marine policies of other leading 
nations and of their degree of success. As 
to the latter point, however, it must be re- 
called that the book does not purport to 
deal with foreign countries, and that the 
latest edition of “Government Aid to 
Merchant Shipping,” published by the De- 
partment of Commerce, covers the policies 
of other nations in great detail though in 
much less succinct fashion. 

Consideration of the relative place of 
American and foreign shipping services in 
the balance of international payments of 
the United States, and the consequent rela- 
tion of merchant marine policy to such 


_ things as foreign investments and the tariff, 


has been very sensibly included. This at- 
tempt to weave shipping into the general 
picture of foreigr. economic relations as a 
whole is most useful, even though the neces- 
sity of so adjusting trade, shipping and ` 
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financial policies that each may allow for 
thé other may be a controversial question, 
on the ground that by its very nature the 
balance of international payments always 
balances. In any event a relative lessening 
of the American debit item for freight pay- 
ments to foreign ships must be offset by 
a proportional increase in some other debit 
account or decrease in some other credit 
item, and vice versa. 

By reason of its careful analysis, and par- 
ticularly of its complete and condensed 
assembling of up-to-date facts, this book 
provides an almost indispensable reference 
work on the American merchant marine 
problem and a valuable addition to avail- 
able information on the external economic 
processes and policies of the United States 
which, in general, are of unusual importance 
in the present era. 

_ Joan DONALDSON. 

George Washington University. 


Buacueiy, Freperick F., and OatTman, 
Miriam E. The Government and Admin- 
istration of Germany. Pp. xiv, 770. 
Baltimore: The Johns Hopkins Press, 
1928. $5.00. 

The contribution which the authors have 
made lies chiefly on the administrative side 
of their subject. The material on constitu- 
tional law and legislative procedure is a 
good background for the administrative 
data and makes the work a more complete 
whole. ‘This is a departure from the usual 
policy of the Institute for Government Re- 
search, which has given us highly specialized 
monographs in limited fields. The present 
book is an admirable general picture of the 
German system of government end deserves 
a broad reading circle on its own merits. 
Those who are interested in administrative 
science, however, will wish that the authors 
had omitted the more general parts of the 
. book and, following the usual policy of the 
Institute, had confined their attention to 
German national, state and local adminis- 
tration. If so, they would have been able 
to give us a more detailed and valuable dis- 
cussion of this field, rather than a general 
picture. 

The work describes the constitutional, 
legislative and administrative sides of the 
Reich, the prmcipal states and the typical 
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aystems of local government. There are 
special chapters on Public Finance, Police 
Functions, Justice, Administrative Courts, 
Educational Administration, Regulation of 
Business and Insurance 

There is an interesting discussion of the 
administrative authority of the President, 
the Chancellor and the Cabinet. The lat- 
ter is seldom composed of less than three or 
four blocs. The most interesting depart- 
ment is the Finance Ministry, because the 
levy and collection of nearly all important 
taxes is conducted by national agents. 
This includes the appraisal or valuation of 
property. The national treasury employs 
highly skilled financial experts in this work, 
thereby avoiding the ineptitude, the bun- 
gling and the political favoritism which per- 
vade the state and local taxation of Amer- 
ica. The German states receive a large 
part of their income from the Reich by direct 
appropriation. All this means centraliza- 
tion, which is now so earnestly decried in 
America, kut the Germans have success- 
fully met this difficulty by establishing 
numerous advisory committees of laymen 
who represent the taxpayers’ interest both 
in the making of regulations and in their in- 
terpretation. Tax administration is, there- 
fore, in close touch with the sentiments of 
the taxpayer. 

The administration of many national 
laws is turned over to the states and the 
local bodies. This does not mean a gen- 
eral free-for-all interpretation of national 
law. On the contrary, national officers 
directly supervise and, if necessary, control 
the local administration of national meas- 
ures, thus assuring reasonable uniformity 
and efficiency. The local administration is 
governed not only by state law, but also by 
national uniform laws on officers, voting 
qualifications, proportional representation 
and by the national acministrative super- 
vision. Another contrast with American 
conditions lies in the thoroughgoing state 
supervision of local administration and 
accounts, a system which many in this 
country now favor. German local and 
city government is, horvever, far too com- 
plicated and lacks reasonable uniformity. 
There is a strong movement for a national 
reorganization along more uniform lines. 


Nevertheless, even uncer the present sys- 
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tem there is an active participation of 
citizens in local affairs and the local gov- 
ernments are effectively and honestly 
admunistered. 

The law of public officers gives to the 

“Beamten” a special local position, special 
privileges, duties and responsibilities. "The 
educational system and the requirements 
for admission to the service are well inte- 
grated and the attractiveness and tradi- 
tions of the career far out-weigh any 
temptation to dishonesty or misconduct. 

When, in 1927, a salary mcrease was 
proposed, the Minister of Finance, in favor- 
ing it, was able to say, “All business ele- 
ments also agree with the Government, that 
there can be no more serious impediment 
to the work of reconstruction than the de- 
cline of German officialdom, renowned for 
its devotion to duty, and its integrity, into 
a state of unreliability.” 

There is an interesting and helpful dis- 
cussion of administrative courts in which 
the states protect the rights of individuals 
when attacked by administrative action. 
The authors set up the following interesting 
tests of the German system: Is the system 
democratic? Is the government properly 
organized? Is it adequately controlled? 
Is it manned by a strong personnel? Is it 
powerful and effective? 

Except as to the structure or organiza- 
tion of administrative courts and local 
government, the authors conclude favor- 
ably on all these points. . Their judgment 
seems well considered and sound. 

James T. Youna. 

University of Pennsylvania. 


Scoocw. Maapatene (Ed.). Die Ent- 
scheidungen des Internationalen Schieds- 
gerichts zur Auslegung des Dawes-Plans 
(Politische Wissenschaft, Heft 8). Pp, 
xvi, 150. Berlin-Grunewald: Dr. Wal- 
ther Rothschild, 1929. M.10. 

Die Entscheidungen des Internatio- 

nalen Schiedsgerichis zur Auslegung des 

Dawes-Plans » (Politische Wissenschaft, 





Heft 9). Pp. xvi 138. Berlin-Grune- 
wald: Dr. Walther Rothschild, 1929. 
M.8. 


These two volumes complete a series of 
four devoted to the decisions of the arbitral 
tribunal set up by the London Agreements 
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of 1924 for the decision of disputes under 
the Dawes Plan. The first two (volunies 
2 and 4) dealt with the question of the in- 
clusion of the social insurance payments of 
Alsace-Lorraine and Silesia in the Dawes 
annuities, as well as the liquidation of 
German property abroad. Volume 9 car- 
ries the latter through to its final Award, 


` while volume 3 gives the Award on the civil 


and military pensions in Alsace-Lorraine, 
as well as the cases of a number of special 
deliveries in kind. The editor (Dr. Magda- 
lene Schoch) has done a fine piece of work 
in documenting the complete series with 
pleadings, official arguments, and so forth, 
and in supplying a critical appreciation of 
the Awards. The fact that most of the 
cases were decided against the German 
Government undoubtedly was one of the 
major factors in creating a public opinion in 
Germany favorable to a revision of the 
Dawes Plan, as it was felt that the original 
burden of the annuities was gradually being 
augmented beyond the capacity of the 
country. The Tribunal, composed of econ- 
omists and prominent business men quite 
as much as of lawyers, was generally in- 
clined to take a “business” view of some of 
the juristic pleas of the German Govern- 
ment (see, for instance, paragraph 14, of 
the opinion on the-liquidation of German 
property, Award No. IT); but did not carry | 
its reasoning along this line far enough to 
include a considération for the main pur- 
pose of the First Committee of Experts, to 
wit, the limitation of the burden to an 
amount which would not endanger the 
stability of the new German currency. 

In the Young Plan the arbitral machinery 
of the Dawes Plan has been preserved, and 
the clarification and definition of termi- 
nology which has resulted from the three 
sessions of the Hague Tribunal is therefore 
likely to be of lasting benefit in the further 
development of the reparation problem. 
The future histcrian of the financial liqui- 
dation of the War will no doubt attach great 
value to these interpretations of mooted 
passages in the Dawes Plan, because of their 
bearing on the drafting of the report of the 
Young Committee. The discussions pro- 
voked by the British refusal to return the 
German private property confiscated dur- 
ing the War are also clearly conditioned by 
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the decisions of the Hague Tribunal. It 
seems quite possible that some of these 
decisions will have a marked influence on 
the development of the international law 
concerning foreign property and invest- 
ments. 

Harry D. GIDEONSE. - 

Rutgers University. 


PATTERSON, CALEB Perry, American Gov- 
ernment. Pp. viii, 888. New York: 
D. C. Heath and Company, 1929. 

Maxey, Camster C. Urban Democracy. 
Pp. vi, 408. New York: D. C. Heath 
and Company, 1929. $8.20. 

In the college of the future, of which 
educational idealists 30 fondly dream, there 
will be no need for textbooks. But unless 
all signs fail, this idyllic state is far ahead of 
us, and in the meantime, textbooks will fill 
areal need. This is particularly true in the 
field of government where the scene changes 
so rapidly as to require a fresh portrayal for 
each college generation. To produce well 
proportioned, thought-provoking and read- 
able texts is a task requiring considerable 
skill, especially since it is difficult to avoid 
an approach which has become conven- 
tional. The first kook before us meets 
every reasonable test which one could im- 
pose. In his American Government, Profes- 
sor‘ Patterson has written a text which, 
while well documented, avoids the pedantic 
striving for strict eccuracy of statement 
which disfigures many books with a similar 
purpose. Space is well proportioned and, 
in view of the vast field covered, the at- 
tempt to stress the functional approach is 
successful. Above all, the book is as read- 
able as it could well be, although, from this 
point of view, it suffers from the cutting up 
of each chapter into numerous sub-heads. 
The whole field of American government is 
discussed, but that part devoted to local 
government seems scanty and somewhat in 
the nature of an afterthought, although it 
swells the book to a total of nearly nine 
hundred pages. Such a large volume is 
likely to appear formidable to the under- 
graduate, but it is no doubt necessary to tell 
the whole story. Large sales mean that 
the book must reach colleges where it will 
be the main stock m trade of the teacher, 
perhaps, as well as of the students. 
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In Professor Maxey’s Urban Democracy 
the usual story of municipal government 
and administration is told with a bit more 
vivacity than is usually brought to the sub- 
ject, but surely with little novelty. The 
reviewer is of the opinion that the author 
missed an opportunity to provide a fasci- 
nating introduction to the subject in his first 
five chapters—“ What is a City?”; “The 
City as a Factor in Civilization”; “The 
Urbanization of the Modern World”; 
“Some Social and Economie Aspects of 
Urban Life”; and “Some Political Aspects 
of Urbanization.” As they stand, these 
chapters do not make the most of their sub- 
ject matter and are too brief—thirty-eight 
pages in ell—to be more than mildly sug- 
gestive. A different treatment here would 
have done a good deal to create the enthusi- 
asm needed to carry the student through 
what !s at best usually a rather arid discus- 
sion of street paving, sewage disposal and 
muuicipal budgeting. As for the rest of 
the book, it seems to be based very largely 
upon other standard texts in the field and 
deals in the conventional way with the 
usual problems of structure and function. 
On the other hand, the style is readable 
and some of the chapters, for example those 
on the “Problems of Administration and 
Municipal Utilities,” seem to the reviewer 
to contain a good deal of sound understand- 
ing. 

Lang W. Lancaster. 


Wesleyan University, 
Middletown, Connecticut. 
Taans, Karn C. Sozialkritth und 


Sozialreform bei Abbe, Rathenau und 
Ford. Pp. 18%. Berlin: Reimar Hobb- 
ing Verlag, 1929. 

This small volume is an appraisal of the 
industrial principles and practices of Ernst 
Abbe (1840-1905), Walther Rathenau 
(1867-1922) and Henry Ford (1868-). 
Abbe was a professor of physics at Jena, and 
later sole owner of the Zeiss optical works 
in that city. He reorganized his plant asa 
coUperative enterprise in the profits of which 
the officials, the workmen and the Univer- 
sity of Jena participated. Abbe invented 
the refractometer and made many improve- 
ments in_the microscope and photometric 
lenses. 
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Rathenau was both an industrialist and a 
statesman: by training he was both an 
idealist and a capitalist, and held that 
“consumption, like all enormous activities, 
is not an individual but a communal affair,” 
that “the equalization of property and in- 
come is prescribed by ethics and by econom- 


ics,” and that the restriction of the right of . 


inheritance in conjunction with the equali- 
gation of popular education at a higher level 
would break down the barriers which sepa- 
rate the economic classes of society and thus 
put an end to the hereditary enslavement 
of the lower groups. 

The thought of Abbe, Rathneau and 
Ford shows so many similarities that a 
superficial observer might put them on the 
same plane. Thalheim’s book deals with 
this similarity of views regarding industry 
and reaches the conclusion that Abbe and 
Rathenau followed a similar ideal and 
philosophy of management, but that Henry 
Ford is of an entirely different ilk in his 
economic thinking. In the author’s opm- 
ion, German judgment along industrial 
lines has suffered from ‘“Amerika—Infla- 
tion,” and consequently Henry Ford and 
his philosophy have been overpraised in 
Germany, while Abbe’s great contributions 
have been forgotten. 

The industrial policy advocated and 
followed by Ford is not applicable to 
Germany. The German mind and temper- 
ament do not constitute fertile soil for 
Ford’s utilitarianism and pragmatism as 
they do for the more philosophical and 
ethical ideals of Abbe and Rathenau. 

The six chapters of this book deal ex- 
clusively with the work of these three men. 
The author says he stands aghast when he 
sees how low is Ford’s cultural ideal. 
This typical American captain of industry 
sees economic progress as the end of in- 
dustrial effort, while Abbe and Rathenau 
regard industrial advance merely as a 
. Means to an end. With them, the end is 
rather a higher level of culture than a 
higher level of living. In the eyes of the 
guthor the following from Henry Ford’s 
Lafe and Works (p. 5) epitomizes Ford’s 
industrial philosophy: “Liberty is the right 
to work a reasonable period each day, and 
to receive for this labor a suitable and 
sufficient wage, and then to be able to order 
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the details of one’s daily living as one will.” 
Again, “Whether a high level of living 
signifies high culture, we do not know, but 
we believe that a culture which expresses 
itself in material well-being must point to a 
certain measure of intellectual welfare.” 
The Fordian dictum; “Thou shalt not fear 
for the future nor overreverence the past,” 
is held to be’ part and parcel of the industrial 
philosophy of a land in which economic 
prosperity has until recently been valued 
more highly than culture. Ford’s philoso- 
phy of life is summed up in Thalheim’s 
book as: Prosperity and external well- 
being. Against this, Abbe and Rathenau, 
and the German people whom they repre- 
sent, would rebel. Their ideal in industry 
is rather Justice and Duty. 

Thus, Ford stands over against Abbe and 
Rathenau. To him the great desideratum 
is utilitarianism and the greatest good to 
the greatest number. To them this is a low 
ideal. Rathenau would phrase his ideal 
(Rathenau, Von kommenden Dingen, p. 75): 
“We strive for the development of the soul 
in an inner world; through this development 
we shall then free ourselves from the in- 
herited serfdom in the external world. . . . 
It is not a question of equalizing the dis- 
tribution of economic goods in the world, 
nor of making all men independent, well 
off, of equal station, or happy. It is rather 
a question of removing men from the com- 
pulsion of present-day blind and relentless 
industrial organization and giving them the 
right of self-determination, together with 
responsibility for their own economic wel- 
fare. It is not a question of forcing liberty 
upon the individual life, but of opening up 
a way to it. Whatever industrial and 
cultural hardships this demands are of 
little moment, since it is not expediency and 
advantage which we seek but rather divine 
law.” 

Chapters on Wages, Unemployment, 
Working Conditions and Industrial Enter- 
prise present compactly the ideas of the 
three industrialists in their fields. The 
bibhography is excellent; the list of writings 
dealing with Henry Ford is particularly 
valuable to Americans because all the nine- 
teen discussions are German appraisals of 
him and his work. 

Thus are contrasted the two varying 


Book DEPARTMENT 


ideals of the United States and Germany. 
The analysis throughout the work shows 
insight. As an interpretation of national 
psychology in Germany and the United 
States, this book is a masterpiece and de- 
serves translation into English. 

Harry T. Coumes. 


University of Pennsylvania. 


Goocn, G. P., and TEMPERLEY, HAROLD 
(Eds.). The Anglo-Russian Rapproche- 
ment, 1908-1907. Pp. lii, 656. London: 
H. M. Stationery Office, 1929. 12s. 
6d. (Volume IV of Britisk Documents 
on the Origins of the War, 1898-1914.) 


This volume of the series of British ` 


diplomatic documents concerned with the 
background of the World War contains 
almost exclusively materials bearing upon 
the Anglo-Russian Entente. The first 
chapter discloses many delicate problems 
arising out of the Russo-Japanese War, 
including the British point of view of 
Roosevelt’s mediation. The renewal of 
the Anglo-Japanese Alliance is presented in 
the second chapter. Anglo-Russian rela- 
tions from 1903 to 1907 occupy five chap- 
ters, ending with the reception by the 
Great Powers of the news of the Anglo- 
‘Russian convention of October 31, 1907. 
This volume is particularly important as 
the first presentation of the replacement 
of Anglo-Russian ill-feeling by a friendly 
working arrangement. Accordingly, its 
importance in a series on the Origins of the 
World War cannot be overestimated. 
W. Laon GODSHALL. 
Union College. 


Dousrowsx1, S. Die Bauernbewegung in 
der Russischen Revolution, 1917. Pp. 
206. Berlin: Verlagsbuchhandlung Paul 
Parey, 1929. M.6. 

This work constitutes the first volume of 

a new series of popular, scientific publica- 

tions prepared under the auspices of the 

International Agrarian Institute of Moscow. 

It traces, chronologically, the part played 

by the Russian peasants in the Revolution- 

ary movements from the first peasant up- 
rising under Bolotnikow, in the seventeenth 
century, to the final peasant Revolution 

against the landlords in 1917. 

‘With the aid of hitherto unpublished 
source materials taken from Russian ar- 


215 


chives, the author has prepared a series of 
chronological as well as geographic tables, 
which reflect the nature, extent, purpose 
and location of the many peasant uprisings 
in Russia prior to 1917. These statistical 
tabulations should prove invaluable ma- 
terials to the student cf Russian economic 
and political history, even though he may 
be hampered by linguistic barriers. They 
make possible a comprehensive survey of 
the extent to which the Russian peasants 
carried on their struggles for several cen- 
turies to obtain possession of land. 

Of particular interest is the author’s 
graphic portrayal of tae interrelation be- 
tween industrial labor strikes and peasant 
uprisings from 1901 to 1917 (pp. 41 and 58). 
These two movements have apparently pro- 
ceeded simultaneously since the beginning 
of the present century, but the class struggle 
between peasant and landlord antedated in- 
dustrial conflicts by almost three centuries. 
The author has helped to dispel the impres- 
sion that the Russian Revolutionary move- 
ment was largely an urban proletarian 
movement. The Russian peasant has 
apparently not been a mere passive agent 
in the class struggle at any time. 

It is gratifying to find treatises such as 
this emanating from Russia, intended to 
give authoritative and accurate accounts of 
historic events, without injecting too much 
of the personal element into the narrative. 
Only in the concluding pages, the author 
shows his leanings distinctly when he main- 
tains that none but the Bolshevist party 
really understood and appreciated the 
Russian peasant problems. We cannot 
share the optimistic note as to the success 
of Bolshevist policy with reference to these 
problems (pp. 191 ff.). Time alone will tell 
how the peasants will react to the elaborated 
plan for socialized agriculture, after they 
have enjoyed exclusive use of definite par- 
cels of land for only a little over a decade. 

' Karu Scnorz. 

University of Pennsylvania. 


The Work of the International Labor Or- 
ganization. Pp. xii, 197. New York: 
National Industrial Conference Board, 
Inc., 1928. $2.50. 

In 1922, this Conference Board, a fed- 


eration of American employers’ associa- 
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tions, published a volume on the first two . 


years of the International Labor Organiza- 
tion of Geneva. Six years later comes this 
second volume on its work. Apparently 
the subject interests employers. 

This second volume describes again the 
“Structure” of the International Labor 
Organization and reviews in convenient 
form all of the subjects passed upon in the 
first nine years of the official international 
labor conferences—whether applicable to 
industry and commerce, to maritime and 
migration conditions or to agriculture. 

Aside from the analysis of the twenty- 
five conventions and: twenty-nine recom- 
mendations proposed to the fifty-five 
member nations of the International Labor 
Organization, interest in this report centers 
chiefly around the conclusions of the Con- 
ference Board as to the effectiveness of the 
International Labor Organization and the 
desirability of giving it encouragement. 

That “the accomplishments of that 
agency in the field of international labor 
legislation have been relatively small,” is 
the Conference Board’s principal finding. 
The most important proposals have been 

„least acceptable to member nations; often 
the proposals have not been in advance of 
existing legislation; many have been 
adopted chiefly by the least industrial of 
countries, and when approved there is no 
assurance in information available from the 
International Labor Organization that 
adequate enforcing provisions have been 
included. 

The Conference Board looks with more 
approval upon the International Lebor Or- 
ganization as a “fact-finding and research 
agency” and concludes: “Affiliation of this 
country with the International Labor Or- 
ganization does not at present seem neces- 
sary “or desirable, but codperation in the 
research activities of the International 
Labor Office and in an exchange of informe- 
tion and views is not only practicable but 
also desirable and should be encouraged.” 

*  Jomn B. ANDREWS. 


Opum, Howard W., and Jocumr, Karu- 
ARINE. An Iniroduction to Social Re- 
search. Pp.xiv,488. New York: Henry 
Holt and Company, 1929. $4.00. 


This most recent addition to the Ameri- ; 


can Social Science Series is a welcome 
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departure from the usual approach to social 
research. Beginning with explicit treat- 
ment of the various concepts of general 
science and contrasting the several methods 
of science, it presents the relation of the 
social to the physical sciences, and particu- 
larly the interrelations of the social sciences 
among themselves. 

After indicating through illustration the 
range of social research and the essentially 
varied point of view that is necessary for a 
thorough attack on any of the problems 
of social science, the volume proceeds to 
an analysis of the several possible types 
of approach, to wit, the philosophical, 


-the general analogical, the biological, 


the psychological, the anthropological, the 
politico-juristic, the economic and the 
sociological. Six types of method are 
recognized, the historical, the case, the 
survey, the experimental, the statistical and 
the scientific-human, and each is dealt with 
in considerable detail, although particu- 
larized techniques are largely omitted under 
these specific headings. The concluding 
chapters of the book deal with types of 
procedure: the utilization of personnel and 
commonsense technique; exploration of 
sources; utilization of available aids; 
analyzing, interpreting and presenting 
results; social analysis and the social de- 
nominator. The book concludes with a 
representative bibliography. 

The authors are peculiarly equipped to 
treat this extremely broad subject because 
of their intimate contacts with the large 
number of bodies engaged in the super- 
vision of research projects throughout the 
country. They have very successfully and 
convincingly presented, by brief citations, 
the whole range of authoritative opinion on 
the various topics treated, supplemented 
by much valuable illustrative material 
drawn from practically the entire field of 
actual social research. The volume is com- 
pletely annctated for more detailed study 
of such sections as may be of special interest 
to the individual reader. 

Integration of so varied a mass of ma- 
terial is difficult to achieve. The authors 
have accomplished this to a surprising 
degree by recurrent use of illustrations cen- 
tering about the special problems of popu- 
lation, war, the family and regional studies. 

Anyone picking up the book for a Sun- 
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day afternoon’s leisurely reading will be 
disappointed. The volume is decidedly 
“meaty” and by the same token not easily 
read. Further, it can in no way be taken 
as a handbook in research technique. It 
is, however, a splendid and helpful guide to 
one engaged in research and is a volume 
which should be carefully studied in all 
seminars engaged in research or discussion. 
of scientific methods. 
Frank ALEXANDER Ross. 
Columbia University. 


Frorence, P. Sarcant. The Statistical 
Method in Economics and Political 
Science: A Treatise on the Quantitative 
and Institutional Approach to Social and 
Industrial Relations. Pp. xxiv, 521. 
New York: Harcourt, Brace and Com- 
pany (The International Library of 
Psychology, Philosophy and Scientific 
Method), 1929. $7.50. 

This is not merely another textbook, as 
the name might suggest. It 1s a contribu- 
tion of the first rank to the structural 
philosophy of realistic social science. 
First announced by the publishers in 
nineteen twenty-three or four, its tardy 
appearance has been amply justified if the 
delay has contributed to the maturity of 
thought, the brilliance of insight and the 
pleasing literary exposition which charac- 
terize it. The immediate influence of the 
book, if one may prophesy, will be most 
far-reaching in ‘political science, for this 
discipline has hitherto been but slightly 
affected by the philosophy underlying 
quantitative method. If it is of less far- 
reaching influence upon economics and 
sociology, this should be due only to the 
already extensive development, particularly 
in the former, of concepts permitting quan- 
titative statement. However, it is the 
author’s formulation of relationships, hith- 
erto obscure, subsisting among the social 
sciences which gives his work its wider 
significance. 

Political science and economics (to jollow 
the analysis) have been distinguished by 
two cross-cutting lines of cleavage: the 
study of organization, when collective be- 
havior is based upon the sanction of 
compulsion, has resulted in the science of 
politics proper. The study of the terms 
involved (rates and quantities), when 
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collective behavior is tased upon the sanc- 
tion of roluntary exchange, has resulted in 
the science of pure economics. But the 
remainirg two compartments in the mani- 
fold have been comparatively neglected. 
Study of terms when the sanction of com- 
pulsion is mvoked produces political eco- 
nomics (or administrative science). Study 
of organization, when the sanction of 
voluntary exchange applies, produces eco- 
nomic politics (or the study of industrial 
organization). Outside of this 2 x 2 classi- 
fication are interests and sanctions within 
the domain of sociology. 

The case approach (as the reviewer 
chooses to call it), which is so generally 
employed in sociology and political science, 
must give way to the statistical approach in 
developing these largely unexplored fields. 
The preliminary necessity is that of analy- 
sis. “If we are to proceed to a scientific 
discipline like geology ar sociology, accurate 
summarization of the itemized individual 
ways of behaving into varieties and tend- 
ency and combinations of behavior must 
follow, and this must proceed by statistical 
methods of measurement.” In Chapters 
XIX and XX, covering one hundred and 
thirty pages, the author attempts, with 
detailed, itemized and illustrated specifica- 
tions “to provide for statistical politics the 
analytic framework and the apparatus of 
thought, that economic theory (when 
suitably modified . . .) already provides 
for statistical economics.” In this he con- 
centrates ‘‘upon the study of organization 
of all kinds, industrial as well as State or 
‘civic’” (1.e., upon economic politics and 
political science proper), although much at- 
tention is also paid to political economics or 
administrative science. By finding “po- 
litical” behavior ın fields additional to the 
State, the author puts himself in alignment 
with the position recently taken by George 
E. G. Catlin in The Science and Method of 
Politics. 

In arrangement, the book contains first 
(Part I, 47 pp.) a short ‘discursus on the 
“mood and matter of statistical inquiry.” 
Parts I, UW and IV contain, respectively: 
the methods of statistical measurement; the 
principles to be followed and fallacies to be 
avoided in applymg these measures to 
economic and politica! fields; and the re- 
sultant construction of a statistical eco- 
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nomics and politics. In its numerous aids 
to the reader—cross references, tabular and 
diagrammatic illustration, documentation, 
topical organization, and the like—the book 
is a delight and in some respects unique. 
A table of contents of fourteen pages pro- 
vides at the same time an outlme of the 
argument of each chapter section. A 
glossary contains not merely definitions of 
the statistical terms employed, but statisti- 
cal formule and illustrations of their use. 
Finally, and in addition to the customary 
index, a concluding chapter is devoted to 
a logically developed “systematic index of 
economic and political issues statistically 
approached,” with a complete table of 
cross references. 

All social scientists who are interested in 
the premises of their field, whether statisti- 
cally-minded or otherwise, should take ac- 
count of this book. 

Sruart A. Rice. 

University of Pennsylvania. 


General Sales or Turnover Taxation. Pp. 
xv, 204. New York: National Industrial 
Conference Board, Inc., 1929. $2.50. 
This study was undertaken, according to 

the foreword, because of its timeliness, and 

because of the dearth of information in this 
country regarding the possibilities and 
limitations of the sales tax. Concerning the 
paucity of information in English on the 
sales tax there can be no doubt. The pres- 
ent study is a useful contribution toward 
filling the gap, including, as it does, chap- 
ters of substantial length on such topics as 

Economic and Social Aspects, Constitu- 

tional Aspects and Administrative Aspects, 

together with other chapters on the Appli- 
cation of Sales Taxes, Luxury Turnover 

Taxes, and a lengthy Appendix on foreign 

turnover taxes. The results of various 

hybrid and mongrel sales tax experiments in 
the United States are also summarized. 
Greater doubt may erist as to its timeli- 
ness, in the sense intended, although the net 
effect of this study may be that of hastening 
the confirmation of the suggestion, almost 

a prophecy, that a general sales or turnover 

tax might be enacted in several states 

within a few years. In support of the 
pertinence of the undertaking, Professor 

Seligman’s statement before the Senate 

Finance Committee in 1921, to the effect 
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that a general sales tax constitutes the 
“last resort of those countries which find 
themselves in such difficulties that they 
must subordinate all other principles of 
taxation to the one principle of adequacy,” 
is declared to be an exaggeration. The 
sales tax, in one form or another, it is said, 
has become a “‘major element,” in the tax 
systems of all European powers, except 
Great Britain, and in the tax systems, as 
well, of many minor European countries. 
Obviously the number of countries using 
such a tax has nothing to do with the 
matter. It certainly does not'show that 
they have regarded other principles than 
adequacy. In fact, the financial difficulties 
of many European countries, major and 
minor, confirm Seligman’s criticism. Ade- 
quacy is all they ask of a tax. 

Some of the states may be approaching 
the point at which, whether through lack 
of sound leadership, the existence of an 
impasse arising from a deadlock of interests, 
downright extravagance or general laziness, 
they are ready to throw overboard every- 
thing but adequacy. The question may 
be timely in such quarters. 

Those who have been drawn to the sales 
tax by its alleged simplicity will be some- 
what disillusioned if they read this study 
carefully. Realizing the undesirable eco- 
nomic and social effects of a tax that falls 
most heavily on those with the lowest in- 
comes, sales tax proponents have elaborated 
with patience and ingenuity many selective 
possibilities as to rates, exemptions, taxable 
objects and other discriminations, in order 
to bend this tax somewhat into conformity 
with ability to pay. The result, if it be 
practicable at all, is a hodgepodge based on 
arbitrary assumptions and guesses. The 
taxation of net incomes involves some 
guesswork; but a net income tax is as 
simple and as lucid as the multiplication 
table, compared with the result‘ that is 
obtained in an effort to approximate taxa- 
tion of net incomes by means of an elaborate 
scheme of discriminatory rates on gross 
sales, or turnover, flanked on one side by 
exemptions and on the other by supple- 
mentary taxes on “luxury” turnover. 
The chapter on luxury turnover taxes is 
disappointing. It indicates the difficulties, 
but solves none of them. The same must 
be said of the discussion of administration. 
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Yet this tax is suggested as a means of 
relieving property from a part of its present 
load. 

The strongest impression derived from 
reading this book is that it leans decidedly 
toward the sales tax. It is almost propa- 
gandist literature. Both sides of the case 
are stated, to be sure, but the objections 
are rendered pianissimo. Before accepting 
a new tax of this sort, the objections saould 
be examined with merciless rigor. The 
criticisms of the sales tex in this study 
have the expostulatory vigor of a “Tut, 
Tut!” as compared with a Jovian thunder- 
bolt. The concludmg sentence is signifi- 
cant: “It is possible tkat, tte practica- 
bility assured, and due allowance being 
made for the social distribution of the 
general burden, the states, and possibly, 
city governments, will turn in growing 
numbers to the general saies tax as a fresh 
source of revenue” (p. 160. Italics by the 
reviewer). 

Does this study determine the issue of 
practicability? It does not. It pussy- 
foots around such a double-barreled di- 
lemma as the following, which is really the 
core of the problem: 

(1) The more nearly universal the tax and 
the more nearly uniform the rate, 
(a) the simpler the administration, but 
(b) the greater the relative burden on 
the lower income classes. 
{%) The more selective the tax as to rates 
and classes of taxable objects, 


(a) the greater the administrative 
difficulties, but 

(b) the greater the possibility of social 
equalization. 


Although this book is an undertaking to 
show that the general sa_es tax is not as 
black as Seligman has painted it, the 
reader who is not mislead by what is found 
between the lines will decide that Seligman’s 
black was, after all, only e gray. 

H. L. Lorz. 


Princeton University. 


Aurorp, L. P. Laws of Management Ap- 
plied to Manufacturing. Pp. iv, 266. 
New York: The Ronald Press Company, 
1928. $4.00. 

The author of this book, an industrial en- 
gineer of distinction, has undertaken to set 
forth the fundamental principles of man- 
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agement as applied to manufacturing. 
Out of “the complexities of present-day 
manufacturing, the maze of systems, the 
innumerable variations of method,” he 
seeks to formulate those underlying funda- 
mentals that have been developed through 
“the long process of thought and experi- . 


ence.” 


Essentially he continues the work of 
those engineers who have set forth the cur- 
rent experience of manufacturing in the 
form of maxims or rules, which they call 
principles. But whereas F. W. Taylor 
listed four fundamental principles of man- 
agemert, and Harrington Emerson twelve, 
Mr. Alford has collected as many as fifty. 
He prefers to call them laws rather than 
principles. 

These laws he classifies and discusses in 
detail, such as laws of leadership, laws of 
production management, laws of wage pay- 
ment, laws of safety and maintenance, and 
so forth. 

It is a pity there is not a greater uni- 
formity of usage in regard to the much 
abused word “law.” In the sciences, in- 
cluding the social sciences, law means ob- 
served sequence or a statement of cause and 
effect. And Mr. Alford would seem to aim 
at this usage, since he describes his laws 
(p. 46) as resistant to change, universal in 
application, imperative to the highest suc- 
cess, Actually his fifty laws display a good 
deal of variety of meaning. 

Some are mere truisms, such as: “Wise 
leadership is more essential to successful 
operation than extensive organization or 
perfect equipment”; or, “Anticipating re- 
pairs and replacements prevents inter- 
ruption due to bad order or broken down 
equipment.” , 

Some are precepts, or rules of good con- 
duct, such as, “Basic time on star.dardized 
jobs should never be changed except in 
those cases where a substantial change has 
previously been made in conditions, meth- 
ods or equipment.” 

Some, on the other hand, are generaliza- 
tions of the scientific sort from a mass of 
data, such as, “Within practical hmits the 
times required by all expert workers to per- 
form time fundamental motions are con- 
stant.” Or this familiar economic proposi- 
tion, “Wages tend to lower when the supply 
of labor exceeds the demand.” 
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Perhaps the genuinely valuable generali- 
zations should have been sifted out from 
this otherwise quite interesting collection of 


the maxims and observations of experienced ` 


business men and engineers. It is discon- 
certing to have every shrewd observaticn 
raised to the dignity of a law. 

With these reservations, Mr. Alford’s 
book may be recommended as a rapid ard 
competent survey of first-class current praz- 
tice in American industrial management. 
And doubtless Mr. Alford would be particu- 
larly pleased if economists (whom he sus- 
pects as being academic and given to speas- 
ing in words of no exact quantitative value) 
would read chapter XII, wherein he dz- 
velops under the title “Laws of Economy” 
certain exact formule for estimating, for 
example, the quantity to be purchased -o 
make total unit cost a minimum, or, again, 
the precise economy of labor-saving equip- 
ment. In some ways, this is the most 
interesting chapter in an interesting and in- 
structive book. 

, J. A. Estey. 

Purdue University. 


Lawrencs, JosepH Srace. Wall Street 
and Washington. Pp. 457. Princeton: 
Princeton University Press, 1929. $5.00. 
Stock market speculators have found en 

ardent champion of their cause in the au- 

thor of this vehement attack on recent Fed- 
eral Reserve Board chastisements and Con- 
gressional effusions directed against Well 

Street from Washington. In a daring ard 

unconventional manner the widely preva- 

lent belief as to excessive brokers’ loans 
and dangers of genreal credit inflation ace 
branded as so many popular myths, and the 

Federal Reserve Board is severely arraigned 

for apparently creating the very conditions 

which it is seeking to correct. 

In view of recent developments on the 
securities markets of the country there 
might be some disagreement with the su- 
thor that “‘the investor and the professional 
speculator are infinitely better informed t>- 
day than they were a generation ago ard 
emotional typhoons are at least less prob- 
able now than they have been at any time 
in the past” (p. 151). The author has 
opened up a new field for lucrative specula- 
tion as to what might have happened if his 
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proposal to amend the Federal Reserve 
Act so as to permit rediscounting of bills 
secured by stock market collateral had 
become a reality. Perhaps the “emotional 
typhoons” would then have become super- 
sensational cyclones, if we may be per- 


‘mitted’ to encroach a little on the author’s 


bombastic and vigorous method of expres- 
sion. At all events, in spite of the imputed 
intelligence and keen analytical powers of 
the American investors and speculators, 
this type of speculation would not be quite 
so hazardous as stock market speculation. 
Kant Scuouz. 
University of Pennsylvania. 


Stoan, Latrence H. Corporation Profits. 
Pp. ix, 865. New York: Harper and 
Brothers, 1929. 

Mr. Sloan, who is Managing Editor of 
the Standard Statistics Company, has 
turned freely to the records and statistical 
staff of his organization to produce in this 
book an unusually comprehensive survey. 
It is an analysis of the balance-sheets and 
income statements of 545 leading industrial 
companies for the two years, 1926 and 
1927. The information of this list of com- 
panies is analyzed by individual companies 
(and especially the leaders and the lag- 
gards), by groups of companies representing 
types of industry and, through a composite 
income account and a composite balance- 
sheet, by totals for the entire group. Any- 


one familiar with the wide variety of finan- - 


cial statements given out by industrial 
corporations for public use will realize 
the size of the task undertaken in this 
study. 

By grouping thedata according to type 
of industry and for the entire group, aver- 
ages were obtained which the author set up 
as general standards—points of departure— 
to be used in further analyzing individual 
companies. -The leaders in each field of 
enterprise were then judged by each of 
several tests, such as the ratio of net profits 
to gross income, the absolute size of the 
companies judged by total assets, earnings 
and payments to security owners. A point 
of particular interest developed by these 
tests was the direct relation of size and lead- 
ership in a particular field and net profits. 

While this book is written in a popular 
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rather than formal, footnoted style, it is a 
stimulating piece of original research. It 
covers, however, only two years, and thus 
constitutes nothing more than a glimpse. 
One wishes for a dozen more years and an 
annual continuation. 

Mr. Sloan stresses repeatedly the need of 
more adequate data, both in accuracy and 
completeness, from our leading industrial 
corporations, the thesis so admirably de- 
veloped by Professor Ripley. 

G. Wricut HOFRAN. 

University of Pennsylvania. 


STEINER, W. H. Investment Trusts: Amer- 
ican Experience. Pp. 325. New York: 
Adelphi Company, 1929. 

This is a study of a financial development 
as ìt is rather than as it ought to be. The 
author is much more interested in describing 
investment trusts as they are than in de- 
veloping any single “‘ideal” type of trust. 
But in developing his material he has gone 
considerably beyond a mere description of 
forms. Thus, the usual corporate trust in 
which the public supplies the bulk of the 
funds which the trust operates is in practi- 
cally every instance a case of trading on the 
equity by the organizer-manager in which 
prospective profits, if realized, redound to 
the common stock holders. In contrast, in 
the fund type trust the salient characteristic 
is that the organizer-managers receive a fee 
for service in setting the plan up and over- 
seeing its operation. Frequently this fee is 
in the form of an initial “spread” in the 
original sale price of the shares, and thus 
the management is paid in advance for 
services to be rendered for years to come. 
These fundamental differences, together 
with numerous points of lesser significance, 
are repeatedly illustrated in Dr. Steiner’s 
development of the investment trust move- 
ment in this country. 

At certain points the author’s analysis 
reveals unusual insight into current invest- 
ment trust development. He describes the 
late Summer and Fall of 1928 (the time of 
writing) as the beginning of a period of 
testing. “Faced with a clientele of inves- 
tors whose hopes were raised to a high pitch 
in a wave of speculative enthusiasm, they 
are asked to fulfill these expectations in a 
securities market whose tone is irregular 
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and extremely sensitive and which is often 
regarded as high.” This statement as- 
sumes double force in the light of the phe- 
nomenal growth of investment truss during 
the Summer of 1929 and the recenz market 
slump. Although of comparatively small 
proportions, this book deserves a prominent 
place in investment trust literature. 
G. Wriest HOFFMAN. 
University of Pennsylvania. 


Bascocx, Donato C. Man and Social 
Achievement. Pp. xi, 546. New York: 
Longmans, Green and Company, 1929. 
$3.00. 

This is an orientation book which inter- 
prets the career of man with respect to the 
development of the essential institutions of 
society. The author’s general method is 
to display modern social institutions against 
primitive forms, ‘leaving the intervening 
development to be inferred” (p. ix). The 
bare enumeration of many examples of 
analogous social developments serves to 
fill the gaps in the historical treatment. 

In brie, the twenty-five chapters of the 
book cover such topics as the evolution of 
man, his unique specializations, his in- 
herited equipment for life, the environment 
as an influence upon his behavior, and the 
development of such general social forms as 
industry, the state, warfare, the home, 
morals, art and religion. The author de- 
scribes these social forms as behavior pat- 
terns shaped under given conditions of life 
and transmitted to individuals under vari- 
ous compulsions of social controls. In the 
final chapter he calls upon the student to 
pass judgment upon the social structure to 
which he has fallen heir. Indeed, it is the 
author’s hope that his book will contribute 
something to the shaping of that new moral- 
ity which is being evolved under the stresses 
of moderr. life. 

For a book dealing with social evolution, 
the work lacks at least two main divisions: 
first, a treatment of the process by which 
men create social forms; ‘and second, a 
discussion of the various types of social 
integration. One searches in vain for para- 
graphs dealing with social contacts and 
interstimulation, the basic social factors. 
In the same way one fails to find any men- 
tion of social stratification and social 
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classes; especially does one miss a view of 
society as an aggregate of interest groups. 
On the other hand, no book of a simiar 
type is known to the present reviewer which 
so ably describes the significance of the spe- 
cialization of social types, particularly the 
sailor and the tradesman. In the main, 
the book 1s adequate to its purpose and 
written at'the level of those who, are to 
study it. 
Rara E. TURNER 
University of Pittsburgh. 


Bowmrs, Craupe G. The Tragic Era. 
Pp. xxii, 567. Boston: Houghton Mif- 
flin Company, 1929. $5.00. 

In The Tragic Era, Claude G. Bowers 
has shown the same rare talent for ener- 
gizing the stale bones of history which mede 
Jefferson and Hamilion so memorable a 
book. This panorama of the decade from 
1865 to 1876, a period as little known and 
discreditable as any we have passed through, 
is especially noteworthy for its trenchant 
vindication of Andrew Johnson and its 
shrewd portrait of Thaddeus Stevens, the 
hard-boiled Lancastrian whose influence 
on the course of our affairs has been so in- 
adequately understood. 

Yet the work is better literature than 
history. It 3s laboriously documented; but 
the documentation has often been used, I 
am afraid, in most unprofessional and dis- 
ingenuous ways. Mr. Bowers disqualiies 
himself from the outset for any judicial rôle 
by his intense and frank conviction that zhe 
Republican Administrations which guided 
the country after the Civil War were wholly 
corrupt, unscrupulous and incapable o? a 
single patriotic act. By all the arts of zhe 
special pleader he sets about to win his au- 
dience; and without actual falsehood, by in- 
ference and emphasis, by magnifying zhe 
trustworthiness of his own witnesses end 
vilifying the opposition, he creates a pic- 
ture subtly but fatally distorted. He re- 
minds me of the old lady whose soliteire 
somehow always comes out; but whose con- 
science is clear because she has never in- 
sinuated an extra ace into the deck. 

Without question, the North was dread- 
fully mistaken in its post-war policies; yet 
this didn’t mean, as Bowers makes it mean, 
that every Union man advocated them for 
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an unworthy purpose. Nor did it prove 
the Southern leaders, to a man, fit candi- 
dates for the Table Round. In the glorifi- 
cation of such romantic windbags as Lamar 
and Vance, wholly in the tradition of those 
flag-waving demagogues who have always 
been the bane of Southern politics, fol- 
lowers of Yancey and Brooks, predecessors 
of Ben Tillman and Tom Heflin, Bowers 
most clearly reveals his dangerous bias. 
The carpet-baggers were unbearable; yet > 
the men they ‘oppressed did not turn the 
other cheek with quite such saintly unan- 
mity as we are led to believe. Tilden 
was robbed of the presidency, it is true; but 
still he wasn’t the timid and unworldly 
eremite that Bowers makes him out to be. 
Ben Butler, Wade, Zachariah Chandler and 
the other Republican leaders were as un- 
savory a collection of politicians as any 
party ever managed to gather; yet the 
Democrats were not on that account 
guided solely by the Golden Rule and a 
faith in fairy godmothers. 

Here is a book to be read and enjoyed, 
to be valued for its wide learning and 
fine writing. But do not trust it too im- 
plicitly. 

ALPHONSE B. MILLER. 


Burr, Warrer. Small Towns: An Esti- 
maite of Their Trade and Culture. Pp. x, 
267. New York: The Macmillan Com- . 
pany, 1929. $2.50. 

In this volume, Professor Burr has 
brought together in a series of non-techni- 
cal papers his observations and conclusions 
about rural life in the United States. The 
scope of the work is broader than the title 
might indicate, since the author deals as 
much with general farm problems as with 
specific conditions in small towns. After 
briefly tracing the origin and development 
of the American rural community he dis- 
cusses such developments as the urbaniza- 
tion of country people and the tendency 
toward the enlargement of the average 
rural community. He then comments 
upon trade, education, government, the 
church, and so forth, in these rural com- 
munities, 

Contrary to the generally accepted view, 
Professor Burr is highly optimistic about 
the outlook of American agriculture. Of 
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course, he realizes that this attitude is at 
variance with the opinion generally prevail- 
ing, but feels that: “One difficulty with the 
literature and even so-called scientific find- 
ings presented in the past few years conzern- 
ing the mental and social status of the 
farmer, is that those who presented it as- 
sumed that a trend noticed at the time 
would contmue and even be accentuated; 
whereas apparently what really was hap- 
pening was that those who were subnormal 
and inefficient were bemg made noticeable 
by the very impossibility of their position. 
The picture is rapidly changing, and some 
of those who are talking about rural deca- 
dence will no doubt still be sobbing aloud 
in public places.long after conditions aze so 
changed, that while they think they are 
weeping over the ills of the living, they will 
actually be like the senile old woman who 
puts in her time crying over her pkoto- 
graph album containing the pictures of the 
dead” (p. 42). 

Continuing in this vein, the author says: 
“The business of farming has passed its 
crisis and is entering a period of sound pros- 
perity. This means there is beginning to 
be noted an upward trend in farm buying 
power. Other things being equal, this 
trend should continue for a-number of 
years. This means new money for those 
who have finished products to sell to farm 
folks” (p. 136). 

One can sincerely hope that Professor 
Burr is correct, but unfortunately the facts 
presented are not convincing. Through- 
out the book, the evidence is based largely 
upon the personal field observations of the 
author who for many years was directar of 
the Rural Service Department of the Kan- 
sas State Agricultural College. His studies 
and contacts have been confined chiefly to 
the Middle West, particularly to Kansas, 
which is one of the most wealthy and pros- 
perous farming states in the Union. The 
1925 Census of Agriculture revealed that 
the value of all farm property in that 
commonwealth was fifteen thousand dollars 
to a farm, compared with a national aver- 
age of nine thousand dollars. Obviously, 
condition’ in Kansas are not typical of the 
country as a whole, yet most of the author’s 
deductions are based upon facts and figures 
for this unusually prosperous area. 
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An analysis of national figures for the 
year 1927-1928, made by Mr. Virgil Jordan, 
Chief Economist of the National Industrial 
Conference Board, comes to the conclusion 
that in that year agriculture as a whole 
“fell short by more than five billion dollars 


- of paying its way as a going concern.” As 


long as such conditions persist, it seems too 

early to claim that American agriculture is 
“entering a period of sound prosperity.” 
C. Lorain Fry. 

Institute of Social and Religious Research. 


Barnes, Harry Erame. Living in the 
Twentieth Century. Pp. xviii, 392. In- 
dianapolis. The Bobbs-Merrill Company, 
1928. $3.50. 

Professor Barnes writes, as always, wit- 
tily and intelligently. Huis purpose is to 
“set forth in clear and popular form those 
transformations in our knowledge and ma- 
terial culture which separate our days so 
completely from the age of Jackson or Lin- 
coln.” He asserts that greater changes 
have occurred ın the last one hundred years 
than took place in many previous centuries. 
He sets out to enumerate them and to ac- 
count for their manner of coming about. 
He discusses scientific, mechanistic and 
cultural advances. 

The book is excellent as a survey of gen- 
eral conditions, although it must naturally 
be sketchy in its treatment of each specific 
phase. The lay reader will find it ab- 
sorbingly interesting; the scholar should 
be glad to know the significant movements 
in fields other than his own. 

The width of Mr. Barnes’ reading is im- 
mediately evident. The book, however, is 
only occasionally documented, but the au- 
thor appends a lengthy reference vibliog- 
raphy to each chapter. 

Doveras L. Hunt. 

Birmingham-Southern College. 


Dunzuann, D. Kart. Angewandte So- 
siologie, Probleme und Aufgaben mit be- 
sonderer Berucksichtigung der Padagogik, 
Okonomtk und Politik. Pp.160. Berlin: 
Reimar Hobbing Verlag, 1929. 1.8. 
This volume, an attempt to provide 

“applied sociology” with a theoretical 

basis, is the work of a man who for many 

years has been active in German social 
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politics and social amelioration. It is re- 
markably clear and direct, and is almost 
entirely without the academic exhibition- 
ism so often practised under the mask of 
“German thoroughness.” 

In spite of all this, the book has little val- 
ue for American social technologists. The 
“applied sociology ” delirium has noticea sly 
waned in the United States in recent yeers; 
in Germany, apparently, it is just getting 
under way. 

Those terested in social theory mizht 
find the book of some value for its lively, if 
not convincing, attack on sociologists who 
refrain from value-judgments, and for its 
“sociological imperative,” intended to take 
the place of the categorical imperative. 

In general, it is a mixture of ethics, exhor- 
tation and sociologizing. 

Howard P. BECKEE. 

University of Pennsylvania. 


Younc, C. WALTER. The International 
Relations of Manchuria. Pp. xxx, 307. 
Chicago: University of Chicago Press, 
1928. $3.50. 

Prepared as one of the “data papers” 
for the third conference of the Institut2 of 
Pacific Affairs, this volume gives a dizest 
and analysis of treaties, agreements and 
negotiations concerning the Three Eastern 
Provinces of China. It provides a back- 
ground of information necessary for the 
understanding of the issues that reached a 
critical stage in the recent armed conficts 
at the terminals of the Chinese Eastern 
Railway. The author, reticent as tc his 
own judgments, is carrying out the Insti- 
tute’s policy of preparing the way for fruit- 
ful negotiation by a fair and lucid display of 
all the interests at stake. After an intro- 
ductory essay, briefly sketching the events 
that led up to the incidents reported in the 
last few months, he gives an account of half 
a century’s struggle for the control of 
power in Manchuria, a struggle in which 
economic and political objectives were so 
closely interttvined that even fairly well 
informed students may find it difficult, to 
disentangle motives. Instead of attempt- 
ing a separate discussion of the issues, which 
would necessarily be a somewhat articicial 
arrangement since they hardly ever appear 
singly, the account is divided roughly into 
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four chronological periods within each of 
which a new ncte seems to dominate the 
complex situation. The period from 1895 
to 1905, a decade largely of financial organi- 
zation and bartering for concessions, is 
illumined by the American enunciation of 
the “open door” policy. The period from 
1905 to 1915 is cne of development—organ- 
ization of the South Manchuria Railway; 
mining, lumbering and cable agreements; 
loans and syndicates. The period from - 
1915 to 1991, reflecting the European war, 
is one largely of political realignments, 
strengthening Japan’s position in Man- 
churia, and recommitments of the Powers 
to the “open door” policy in Manchuria. 
The fourth period, from 1921 to 1929, over- 
shadowed by the Washington Conference, 
sees the sharpening of conflict between 
China and Russia and Japan respectively, 
but also new agreements, and a néw interest 
of the other Powers in a Manchurian policy 
of open access to all. 

Here, then, we have the story, clearly 
told—if sometimes for the general reader 
too much in the severe terminology of offi- 
cial diplomacy—a story authenticated by 
reference to original sources in every par- 
ticular, but also giving evidence of the 
author’s thorough grasp of the multitude of 
concrete problems involved, as observed by 
him on the spot. The book is recom- 
mended by some of our best American au- 
thorities as a reliable guide through the 
mazes of the present struggle in and about 
Manchuria. Every editor of foreign news 
and every teacher of current history will 
feel safer in his interpretations of coming 
events in this disturbed region after consult- 
ing a book which is factual, impartial and 
arranged for easy reference. 

Bruno Lasker. 

The Inquiry, 

New York City. 


Dunn, FREDERICK SHERWOOD. The Prac- 
tice and Pracedure of International Con- 
ferences. Pp. 229. Baltimore: The 
Johns Hopkms Press, 1929. $2.50. 

The conference method of dealing with 
problems of international scope has become 
a characteristic of contemporary diplomacy. 
Its use is increasing yearly, both in breadth 
of range and frequency. There can be no 
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doubt of the great contribution toward in- 
ternational peace and understanding which 
is' being made by this procedure and it is 
timely and appropriate that this volume 
has been published. The author is pri- 
marily concerned with reviewing the 
history of the development of the inter- 
national conference as an instrument of 
diplomacy although the concluding chapter, 
“Summary of Current Practice,” provides 
an excellent survey for the benefit of those 
concerned with the minutia of detail. 
W. LEON GODSHALL. 
Union College. 


Vance, Rupzer B. Human Factors in 
Cotton Culture: A Study in the Social 
Geography of the American South. Pp. xi, 
846. Chapel Hill: University of North 
Carolina Press, 1929. $3.00. 


Cotton has impinged upon the cultural 
patterns of the South by giving the small 
cotton grower a shifting standard of living 
and preventing him from acquiring habits 
of thrift because of the seasonal and cyclical 
nature of the attendant money income. 
The workers are born into a poverty that 
created them ignorant and their ignorance 
keeps them poor. Thus, while the eco- 
nomic and geographic factors have exerted 
great influences on the production of cot- 
ton, that commodity has in turn produced 
a culture that is peculiar to the cotton 
belts. 

Industry could not survive under the con- 

ditions governing the production of cotton. 
Because it requires so large an amount of 
cheap labor for its cultivation the relation 
-of that labor to cotton and to the commu- 
nity is important; and increasingly so as the 
product has defied mechanical harvesting. 
Cotton fails because of the differential costs 
of production, yet continues to be produced 
with inefficient methods. The interde- 
pendence of living, the hazards and risks of 
production, the lack of diversification and 
the cotton culture “complex” have com- 
bined to make an escape from the vicious 
circle almost impossible. 

While the future of the small cotton 
farmer is precarious, there is hope in the per- 
fection of a mechanical picker and the ex- 
tension of cotton culture in the Western 
states. It is doubtful, however, if cotton 
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farmers ever will be able to provide against 
their two greatest risks: the hazards of 
crop failures and the hazards of fluctuating 
prices. 
Ira De A. Rew. 
National Urban League. 


Bryant, A. T. Olden Times in Zululand 
and Natal. Pp. xxi, 710. New York: 
Longmans, Green and Company, 1929. 
$5.00. 

This volume, described as “Part I of a 
complete work on the Early History of the 
Eastern-Nguni Bantu,” is a detailed study 
of the political intrigue which surrounded 
the rise of the famous Zulu empire under the 
leadersh:p of the picturesque king, vari- 
ously called Chaka, Tchaka, and, in this 
work, Shaka. It is apparent that Rever- 
end Bryant has gone deeply into his sub- 
ject, and he tells us in his preface that he 
arrived in Natal in 1883, and spent the suc- 
ceeding forty years in close association with 
the people of whom he writes. 

Certainly he has given us an unusual 
book. In the main, it is rather a history of 
the Zulu clans, and an account of their 
political relations with the peoples who sur- 
rounded them, during the reign of their fa- 
mous king. We have here the result of 
much research into the early historical 
sources which record the first contacts of 
the southeastern Bantu with the Whites, 
and there is also a liberal reference to na- 
tive tracition, which, it may be said, Mr. 
Bryant does not accept except as con- 
sensus, and without as careful checking as 
is possible. 

It is the detail of the book, the result of 
the closeness of the author to his problem, 
that makes it as difficult as it is to follow. 
That might be expected, however, for 
political history, whether among primitive 
or civilized man, is not light reading, and 
when on2 comes to patterns of behavior as 
different from the background of the reader 
as are those of which Mr. Bryant treats, it 
is not strange that the result is a book to be 
studied rather than read.* It is, however, 
unnecessarily involved, it seems to me, 
because of the manner in which the author 
presents native names. It is quite true 
that Bantu linguistic usage is based on 
prefixes, but I cannot see why a name such 
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as iziBisi should not be written as Izzbisi, or 
Tzi-bisi, and thus not affront the eye accus- 
tomed to English usage. Technically, the 
note on phonetics is much too brief; all the 
diacritical marks are not accounted for, and, 
if Mx. Bryant intended his orthography to 
be exact, why are we left entirely without 
information as to the place of the “clicks” 
in the pronunciation of the names he gives? 
Then, too, the inclusion of entire pages of 
Zulu text (as on pp. 69-70) with no transla- 
tion, does not add to the enlightenment of 
the reader. 

At the same time, one must not cavil at 
details such as this. The involved charac- 
ter of the data must be blamed for the in- 
volved nature of the result, and we must be 


grateful for the recognition that tribal 


history is as worth the study as that of the 
predatory Dutch, Portuguese and English 
who overran the land and despoiled the 
natives. Certainly, no one can read this 
book and not come away impressed with 
the political genius of the Zulu and his 
neighbors. That this love of intrigue con- 
stitutes one of the outstanding facets of 
African culture no one familiar with native 
life has failed to recognize, and it is to be 
hoped that this work will encourage some 
of the Africanists working in other parts 
of the continent to do the same sort of 
study for native empires in other regions of 
Africa. 
Mexvi1z J. Harsxovirs. 
Northwestern University. 


Saurer, J. T. The Non-Partisan Ballot in 
Certain Pennsylvania Cities. Pp. xv, 
257. Norman, Oklahoma: The Tran- 
script Press, 1928. 81.50. 

This is an intensive study of the effects 
of the non-partisan ballot in the election of 
councilmen, mayors and controllers in 
Pennsylvania third-class Commission gov- 
ernment cities during 1918, 1915 and 1917. 
Comparison is made with elections in the 
same cities in 1919, 1921 and 1923, after 
the partisan ballot had been restored. 

It is a field study. Dr. Salter ably seeks 
by objective, scientific method to reduce 
political phenomena to a quantitative basis, 
after the best modern manner, and he suc- 
ceeds as well as could be expected. Politi- 
cal scientists may be both disappointed and 
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encouraged by the content of the book. 
The disappointment is not the author’s 
fault; it lies in the refractory character of 
the materials, which almost prevents posi- 
tive determination of the merit of a rela- 
tively simple political device. It will not 
be easy to reduce politics to formula. One 
is enabled to see, however, that with ade- 
quate resources—more comprehensive rec- 
ords which are entirely within the range of 
possibility—some laws of political motion 
may be determined. 

Dr. Salter presents (pp. 82-145) in a long 
chapter on “opinion as to the Non-Partisan 
Primary and Election,” the reactions of 
elected official, defeated candidate, party 
organization, press and chamber of com- 
merce. In succeeding chapters he ex- 
amines the character of officials in both 
periods, the interest of the voter, campaign 
expenses, partisanship and the presentation 
of issues. On some of these matters he can 
speak with greater confidence than upon 
others. The interest of the voter was not 
lessened by the non-partisan ballot; the 
officials nominated and elected by it were 
probably superior in education, occupation 
and wealth to those attaining office upon 
the partisan ballot; and, quite definitely, 


. issues can be most squarely presented to 


the electorate in a non-partisan contest.” 
He concludes that the non-partisan, ballot: 
provision should not have been repealed on 
the basis of any evidence which his in- 
vestigation reveals. 
Raps S. Boors. 
University of Pittsburgh. 


Jans, Sin James. The Universe Around 
Us. Pp. x, 341. New York: The Mac- 
millan Company, 1929. $4.50. 

The Untwerse Around Us, by Sir James 
Jeans, is the latest addition to the remark- 
able books recently published by a group 
of English astronomers whose reputation is 
deservedly world-wide. No book has more 
brilliantly succeeded in setting forth in 
lucid style the recent discoveries and 
theories of astronony, particularly from the 
astrophysical standpoint. The style and 
language are always clear and the reader is 
fascinated by the skill with which Jeans 
describes the most difficult topics in a 
way intelligible to any educated person. 
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He avoids mathematical demonstrations, 
generally by using analogies in their 
stead. 

The one point that deserves serious criti- 
cism is the studied refusal to give Chamber- 
hn and Moulton credit for the Planecesimal 
Hypothesis which is the obvious parent to 
the one offered by Jeans himself. Also, in 
common with many scientists, the author 
seems a little too sure, in some cases, that 
his reasoning is infallible and the results 
therefore permanent. Recent changes in 
scientific viewpoints scarcely make such an 
attitude a safe one. 

CHARLES P. OLIVER. 

University of Pennsylvania. 


FisnrR, Luuan E. The Intendant System 
in Spanish America. Pp. x, 385. Berke- 
ley: University of California Press, 1929. 


After two centuries and a half, the Span- 
ish Government concluded that its system 
of Colonial administration must be re- 
formed, so it inaugurated a new system of 
intendancies designed to relieve the vice- 
roys and captains-general by adding new 
officials to share the burden. Whether the 
system was much improvement is a matter 
of debate; presumably it was inaugurated 
too late. Nearly three-quarters of the 
book is devoted to a translation of the 
voluminous ordinance of intendants for 
New Spain. 

, Roy F. Nıcaors. 

University of Pennsylvania. 


Smrson, Lester Byrd. The Encomienda 
in New Spain: Forced Native Labor in the 
Spanish Colonies, 1492-1550. Pp. 297. 
Berkeley: University of California Press, 
1929. $8.50. (University of California 
Publications in History, vol. 19.) 


This is a lucid and revealing resumé of 
the contents of documents so far available 
affording data on the history of forced labor 
in the West Indies and Mexico in their first 
decades. No sociological or economic his- 
torical analyses are attempted, nor does the 
writer relate the facts to the setting. All 
in all, the paper is a useful guide to the 
literature of the subject. 

W. C. MacLxop. 

University of Pennsylvania. 
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AN APPRECIATION 


Tr is with the greatest regret that the Board of Directors must an- 
nounce that the Honorable Leo Stanton Rowe has firmly declined re- 
election to the presidency of the American Academy. His decision has 
meant a great loss to the Academy—a loss which is but slightly 
lessened by the fact that he continues as a director. 

For twenty-seven years he wes President, and during that period 
he brought the Academy to its present position of national and even of 
internationalimportance. Throughout his successful and distinguished 
administration he maintained the Academy’s prestige as an open forum 
for the fair-minded discussion of public questions, giving without hon- 
orarium his unsparing efforts to the upbuilding of higher ideals and 
standards in both national and international relations. 

In recognition of this contribution to our progress, the Board of Di- 
rectors and the Members of the Academy, meeting on January 20, 1930, 
voted to tender this public expression of their regret at his withdrawal 
from the presidency and their grateful appreciation of his long and effi- 
cient service, 


FOREWORD 


Lano problems, as the most fundamental of all real estate problems, may be 
said to have had their origin with the eviction of Adam and Eve from Paradise. 
From that fateful day, whenever it was, in the history of mankind down to the 
present, man has had to put forth effort to wrest from niggardly Mother Earth the 
wherewithal to satisfy the material wants of his ever increasing numbers: There 
has been no great movement in history, from the conquest of ancient Egypt by the 
nomadic shepherd kings, through the migrations of the Dark Ages, down to the 
World War, which has not been identified with man’s struggle for the possession of 
land and the services of land. 

The invidious distinction attached to the control over land has grown in im- 
portance with the multiplication of its uses. These uses have increased in number 
most rapidly during the past century and a half, since the advent of the Industrial 
Revolution. Not only does land continue to be the source of man’s food supply; 
its many other productive powers which have been discovered are the very founda- 
tions upon which our complex civilization is established. 

It is the purpose of the present volume to indicate some of the many complex 
economic and social problems incidental to man’s uses and abuses of some of the 
productive properties of land. Since these problems deal not only with rural land 
usage, but also with urban land utilization, they have been designated “Real 
Estate Problems,” to indicate that they involve not merely land, but also that 
which has been more or less permanently combined with land, the so-called im- 
provements on land. Space does not permit an exhaustive treatment of the many 
land problems arising from the possible exhaustion of our natural resources. In 
general, the articles are limited to a discussion of some of the outstanding issues 
connected with the present day utilization of urban and rural real estate in the 
United States. 

Without the wholehearted coöperation of the contributors, the present volume 
would have been impossible. Whatever merit it may possess as a contribution to 
a better understanding of many present day real estate problems is entirely due to 
their efforts, 

Karu Scuorz. 


Baal Estate and Real Estate Problems 


By W. CARLTON HARRIS 
Assistant Professor of Finance, University of Pennsylvania, Philadelphia, Pennsylvania 


A used by economists, the term 
“Teal estate” is at the same 
time more comprehensive and in some 
respects less inclusive than the term 
“land.” Land has been defined to 
include not only the solid, physical 
surface of the earth, but all such fac- 
tors as mineral deposits, fertility of 
soil, natural produce, wild animal life, 
bodies of water, climate, and so forth. 
which are attributes of land. It is 
questionable whether or not the term 
“real estate,” in common parlance, is 
extended to embrace wild animal life 
and climate, although these may 
affect the value of land. On the other 
hand, real estate includes all improve- 
ments of a permanent nature erected or 
constructed upon land, such as build- 
ings and wharves, which are called by 
some economists “capital,” and by 
others, “consumers” capital,” or “in- 
strumental capital,” depending upon 
their nature and use. 


ReaL Estate and ReaL Propsrry 


Legally, real estate, or realty, is 
limited to the physical land—buildings 
and improvements thereon, minerals 
therein, and natural produce growing 
on the land—which is not the result of 
annual cultivation; while real property 
has to do with rights of title or control 
over realty, generally those rights only 
which have a duration of a life or a 
lifetime. To this there are certain 
exceptions. For example, a ground 
rent having a duration less than that of 
a life is, nevertheless, real property. 
These rights include not only title to 
the physical land, but certain intan- 
gibles, as easements and riparian rights. 


1 


The terms “realty,” “real estate,” and 
“real property” are frequently used 
interchangeably in common speech and 
in non-legal publications. 

Land lying under water is real estate, 
and title to such land gives to its 
possessor certain privileges in respect 
to the water, but whether or not the 
water itself may be properly called 
real estate is open to debate. Cer- 
tainly, it cannot be owned in the same 
sense that other commodities may be 
owned. Title to water is dependent 
upon taking the water into physical 
possession. If it escapes, title to it is 
gone. For example, if a lake lies 
within the boundaries of a person’s 
land, the owner has title to the under- 
lying land and has the right to use the 
water of the lake for any purpose, but if 
the water overflows to another person’s 
land all title to it and rights over it are 
lost. 

Land is of fundamental importance 
as the basis of man’s economic and 
social life. Not only does mankind 
live upon it, but it is the source of all 
material wealth. So self-evident is this 
fact that its elaboration is unmeces- 
sary. Real estate, that is, land and 
improvements thereon, constitutes 
more than one-half of the wealth of the 
United States, according to the 1920 
report. of the Bureau of the Census. 
At that time realty of all classes con- 
stituted fifty-five per cent of the total 
wealth of the United States. Further- 
more, forty and nine-tenths per cent of 
the dwellings, and sixty-two per cent of 
the farms, were occupied by owners. 
Not only is the ownership of real estate 
widely distributed in this country, but 
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realty furnishes extensive security for 
investments in the form of mortgages 
and bonds, which are widely held by the 
general public. Taxes on real estate 
constitute the main source of income 
for most municipalities, townships, 
boroughs, and counties, and some part 
of the income of most states. These 
considerations clearly indicate the 
primary value and need for study and 
research into real estate problems and 
their solution. The proper utiliza- 
tion of land is essential for economic 
and social well-being. 

Land differs in kind, quality, and 
location, and such differences result in 
varying uses, which may be made the 
basis of economic classification. There 
is no standardized classification of 
land, but there are four fairly obvious 
major divisions, namely, agricultural 
land, mineral land, forest land, and 
urban land. Some writers add water 
resources as a fifth division. These 
may in turn be almost indefinitely sub- 
divided, depending upon the purposes 
of the classification. For example, 
agricultural land may be subclas- 
sified, depending upon the particular 
agricultural use it is best fitted to 
serve, as land suitable for cotton, 
grain, truck farming, pasturage, fruit 
growing, and so forth. Mineral land 
may be subclassified in accordance 
with the specific mineral contained; 
forest land, according to the charactér 
of the wood; urban land, according to 
its suitability for certain types of 
utilization, as residential, commercial, 
industrial, institutional, and so on. 
This classification, based on use, may 
be supplemented by a classification 
into public and private land which is 
based on ownership. This suggests 
some additional uses for publicly owned 
urban land, as for transportation, 
recreation, education, and political 
administration. 

Any classification of real estate 


which may be adopted suggests certain 
problems related to each class. For.the 
purpose of this introductory article, 
however, only a few of the major 
problems will be mentioned, together 
with the lines of study or effort along 
which their solutions may be sought. 
Real estate is so all-pervasive in its 
nature that problems may be proposed 
which relate to real estate, but are 
distinctly problems lying in other 
fields. For example, real estate in- 
cludes mineral lands, but problems 
connected with the technology of min- 
ing would hardly be considered as real 
estate problems. 


LEGAL PROBLEMS 


The purpose of this volume is to 
discuss the economic aspects of real 
estate; therefore, the numerous legal 
problems of interest and concern to 
lawyers cannot be treated in detail. 
The major legal problem related to 
economic and social welfare, in this 
régime of private ownership of prop- 
erty, has to do with the security of 
titles and the undisturbed possession 
of land. Security of title is to a con- 
siderable extent dependent upon the 
system of recording titles, which has 
reached, in general, a fairly high degree 
of excellency. There are some defects 
in it, however. Forged or fraudulent 
instruments purporting to pass title 
may be recorded, but they are not 
validated by the act of recording, and, 
in consequence, the actual title may not 
correspond to the state of the record. 

In the larger cities, the risk of de- 
fective titles is minimized by the oper- 
ations of title insurance companies, 
but such companies rarely operate in 
country districts. A number of states 
have attempted to remedy the defects 
of our recording systems by instituting 
the so-called ‘Torrens System of Land 
Registration,” in which the record title 
is in all cases sustained and an indem- 
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nity fund under the operation of the 
state is established for the benefit of 
those injured by errors in the record. 
This system is extensively used in the 
British colonies, but has made little 
headway in the United States. 

In regard to legal real estate prob- 
lems, it may be of interest to point out 
that they originate largely from the 
conservative lag of the law behind 
social and economic changes. Real 
estate law had its origin in the feudal 
system, and there are still traces of that 
origin in our legal practices which 
conflict with our present day theory of 
allodial ownership. Again, the law 
crystallized in a period dedicated to the 
sacredness of individual property 
. Tights, so that social measures of 
control in the nature of public restric- 
tions, community planning, zoning, 
and so forth, have had to fight their 
way gradually by means of legislation 
and sometimes by means of constitu- 
tional amendments. 

Much of our law is court-made law, 
as distinguished from legislation, and 
the courts are bound by precedent. 
Consequently the law is modified but 
slowly to meet changing conditions. 
For example, the theory of ownership, 
developed before our mastery of the 
air, gave to the owner of the soil title 
to an indefinite extent upwards. This 
resulted in no practical disadvantage, 
as the space overhead was not used 
above the level of buildings. The 
modern use of aircraft will, of necessity, 
bring modifications of this law. The 
courts, bound by precedent, are in diffi- 
culties, and under a strict interpreta- 
tion of the old law airplanes are com- 
mitting innumerable acts of technical 
trespass. This problem calls for legis- 
lative solution, probably along the lines 
of declaring the airways free above a 
certain height, with perhaps the addi- 
tional establishment of definite lanes 
for travel. 


The International Air Convention of 
1919 announced the principle of com- 
plete and exclusive state sovereignty in 
the air space superincumbent upon its 
domains. The Federal Air Commerce 
Act declares that the air space above 
certain altitudes to be designated by 
the Secretary of Commerce shall be 
open and free to all atrial navigation. 
The right of ownership to the air space 
is not touched upon, but a right in the 
nature of an easement is apparently 
created in favor of the air navigator. 
Analogous legislation has been passed 
by a number of states. 

It remains to be decided whether the 
air space will be considered public prop- 
erty similar to navigable waters, or 
whether the title of the surface owner 
to the space above will be maintained. 
If the courts take the latter view the 
exercise of the right of eminent domain 
must be invoked to establish public air- 
ways for commerce. Several decisions 
by lower courts would seem to indicate 
that the air space above a man’s prop- 
erty will not be considered to be owned 
by him absolutely. 


FINANCIAL PROBLEMS 


The problems of financing real estate 
are of great social and economic signif- 
cance, primarily because the cost of 
real estate is high in relation to expen- 
ditures for other commodities. The 
widespread ownership of homes is so- 
cially significant and should be encour- 
aged. A large portion of the cost of 
such homes must be financed by finan- 
cial institutions in order to enable the 
home owners to pay for them over a 
period of years. Financing the acqui- 
sition of homes up to fifty per cent or 
sixty per cent of their cgst can normally 
be accomplished through the ordinary 
financial channels of banks, trust 
companies, and mortgage companies, 
engaged in lending money on the. 
security of first mortgages. The prob- 


4 Tae ANNALS OF THE AmaRICAN ACADEMY 


lem from the standpoint of the home 
owner is one of financing the equity 
above the first mortgage. In some 
states, this is partially accomplished by 
the organization and the operation of 
building and loan associations which 
lend money on the security of second 
mortgages which are amortized over a 
period of years. In many states, 
however, building and loan associations 
are limited by law to the extension of 
loans on first mortgage security. In 
these states, the second mortgages may 
be granted by second mortgage com- 
panies or may be obtained from private 
investors, real estate brokers, or the 
former owners of the properties, who 
occasionally take back second mort- 
gages representing a portion of the 
purchase price. The cost of such sec- 
ond mortgage financing, however, is 
high, and some form of group financing, 
after the manner of building and loan 
associations, operated not for profit but 
for the benefit of the members of the 
group, is probably the best solution of 
that problem. 

Problems of financing real estate, 
however, extend beyond the financing 
of the equities of home owners. An- 
other problem is presented in the 
financing of large commercial real 
estate operations, as for example, 
hotels, office buildings, loft buildings, 
and apartment houses. With the 
growth of the skyscraper and with the 
rapidly mounting cost of land in the 
central sections of our large cities, 
the problem of such financing has 
become acute. Mortgages are re- 
quired in sums so large that only 
comparatively few of the large financial 
institutions can afford to take them. 
Until recently, there has been no 
standard method of splitting the 
mortgage into fractional parts, making 
them available to the average investor, 
as has been the practice of corporate 
financing in other fields. If a railroad 


company needs ten million dollars for 
capital purposes, it is not faced with 
the problem of finding a financial in- 
stitution large and strong enough to 
advance that sum from its own re- 
sources. It issues bonds in convenient 
denominations totaling ten million 
dolars and disposes of those bords to 
the investing public through the chan- 
neis of investment banking houses. 


Morteaan Compantss 


Mortgage companies have been or- 
ganized to perform analogous services 
for large commercial real estate un- 
dertakings. A mortgage aggregating 
sixty to seventy-five per cent cf the 
total cost will be executed in favor of 
the mortgage company, and this mort- 
gaze will secure the issuance of bonds 
in convenient denominations totaling 
the amount of the mortgage. The 
bonds may then be sold with or without 
the guaranty of the mortgage company. 
Tke great disadvantage of this process 
has in the past been the non-liquidity 
of these bonds. They are not generally 
qualified for listing on the exchanges 
and their resale by the original pur- 
chaser has been a matter of some diffi- 
ewty, although occasionally the issuing 
mortgage company has provided some 
sort of market for the resale. Further- 
more, it leaves unsolved the problem of 
financing the equity above this mort- 
gaze. Occasionally, corporations have 
been formed which issue stock repre- 
senting this equity, but that stock, in 
tun, has suffered from lack of liquidity 
and from the absence of organized 
markets for its resale. 

An effort to meet this problem has 
recently been made by the organization 
of the Real Estate Securities Exchange 
in New York City. While the organi- 
zazion has been accomplished, the Ex- 
change is still in an experimental stage. 
To meet the problem of equity financing 
in large real estate undertakings, certain 
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codperative plans have been put into 
effect, such as the cotperative apart- 
ment movement and the Fred F. French 
plan in New York City. The Na- 
tional City Bank, in coöperation with 
other financial institutions in New 
York, has recently announced a plan to 
finance the construction of large real 
estate undertakings without any mort- 
gage financing. The total cost is to 
be covered by the issuance of stock 
which is to be given liquidity by listing 
on the Real Estate Securities Ex- 
change. The success of this plan has 
still to be demonstrated. 

Problems of real estate financing are 
by no means limited to urban localities, 
but the problems of agricultural financ- 
ing have received wider recognition. 
Certain private and semi-public finan- 
cial institutions have come into exist- 
ence to meet this problem, notably, the 
Federal Farm Loan system and the 
Joint Stock Land Banks, organized 
and operated for the purpose of mak- 
ing available to farmers at a reasonable 
cost first mortgage money. The whole 
problem of financing real estate is tied 
up with the social problem of tenancy 
versus ownership. If the conclusion 
is reached, as seems inevitable, that 
from a social and economic viewpoint 
home ownership and farm ownership 
are superior to any existing form of 
tenancy, then adequate and reasonable 
means of financing must be placed at 
the disposal of the home and farm 
owners. 

Although home ownership is to be 
encouraged, a large measure of tenancy 
is, nevertheless, inevitable. During 
the World War, home-building did not 
keep pace with the growing population, 
and the housing situation became acute 
in many localities, leading to excessive 
increases in rentals. As a result, 
various forms of public rent control 
were tried—generally without any 
large measure of success. Extensive 


building operations in the years fol- 
lowing the war brought their own eco- 
nomic remedy, and the agitation for 
rent control has diminished. With the 
exception of periods of national emer- 
gency, there does not seem to be 
any adequate reason at present for 
public interference in this field with 
the free play of the laws of supply and 
demand. 


TAXATION PROBLEMS 


Of equal social importance are prob- 
lems relating to real estate taxation. 
Since real estate is immovable and is 
not subject to concealment, it is pe- 
culiarly suitable for taxation, from an 
administrative point of view, and the 
largest part of the revenues of political 
subdivisions is acquired through real 
estate taxes. The tax problems of 
social importance are largely those of 
the equitable imposition of such taxes 
in a manner to equalize the tax burden 
and to make possible the free develop- 
ment of land utilization without dis- 
couraging such development by undue 
tax burdens or overstimulating develop- 
ment by excessive taxes on undeveloped 
land. Real estate taxes in this coun- 
try are generally imposed upon real 
estate values rather than upon income 
derived from the ownership of real 
estate, and the question of the proper 
ascertainment of the value subject to 
tax immediately presents itself. Par- 
ticularly pertinent is the problem as to 
whether or not the value resulting from 
the potential future income derivable 
from the site should be taxed at the 
present time. 

The Ricardian doctrine of rent, 
namely, that rent is a differential sur- 
plus largely, or in whole, unearned, 
has led to the promulgation of certain 
theories of land tax which usually go 
under the name of the “single tax.” 
In detail, these plans vary all the way 
from proposals to tax the future un- 
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earned income of land, to proposals to 
absorb the past unearned income, 
which would practically amount to 
confiscation and would lead to systems 
of land nationalization. 


VALUATION PROBLEMS 


Intimately related to problems of 
financing and taxation, and cutting 
across the entire field of the real estate 
business, is the problem of ascertaining 
the value of real estate; the evidence 
upon which real estate values should be 
based; and the proper use of that evi- 
cence in order to reach the final result. 
The value of land results, in large 
measure, from the utilization to which 
that land may be put both now and in 
the near future, and the value in turn 
reacts upon utilization. The public 
does not know enough about land 
values, and its lack of knowledge puts 
it to some extent at the mercy of un- 
scrupulous real estate operators. This 
ignorance makes possible the recur- 
rence of unhealthy bursts of land 
speculation at various times and places, 
which results in widespread loss, in 
placing large quantities of land in weak 
hands, and in a reactionary prejudice 
against the real estate business. One 
of the reasons for the lack of knowledge 
of real estate values is the concealment 
of real estate selling prices. Many 
brokers realize this, and tentative 
efforts have been made by certain real 
estate boards to induce the brokers to 
report selling prices, and, in that way, 
to build up a body of public records 
which would be of enormous service to 
the appraisers and the public officials 
valuing the land. Although some 
steps along this line have been taken, 
they have not» extended very far. 


Many professional appraisers discour- 
age any extension of public knowledge 
of real estate selling prices, fearing that 
it would make their services unneces- 
sary, and there are still numerous 
brokers who believe that their success 
in the real estate business is to some 
extent dependent upon public igno- 
rance of real estate values. 


Socrau PROBLEMS 


Important social problems intimately 
related to real estate have resulted 
from the rapid growth of cities in the 
past half century. This has led to 
overcrowded and slum conditions, 
which are detrimental to general 
health and welfare; to traffic conges- 
tion, which has been accentuated by 
the rapid development of the automo- 
bile; and to the unorganized extension 
of building operations without any 
uniform and consistent plan. These 
problems are being met by independent 
municipal efforts along lines of regional 
and city planning, zoning ordinances, 
and improved building codes. 

Although this volume is not designed 
to treat of the real estate business and 
its problems as such, nevertheless, 
much should be made of the very 
laudable efforts to improve the 
ethical standards and practices of the 
business through the organization, by 
real estate brokers, of real estate 
boards, city, state, and natioral in 
scope; through the movement toward 
the extension of real estate education 
in colleges and schools; and through 
legislative enactments requiring the 
licensing of brokers, establishing stand- 
ards for the admission of applicants 
into that field, and creating some form 
of state control over their operations. 


Research Development in Real Estate 
in the United States 


By ARTHUR J. MERTZKE 


Director, Department of Education and Research, 
National Association of Real Estate Boards, Chicago, Ilinois 


ESEARCH in real estate may be 
divided for practical purposes 

into two main divisions, depending 
upon the objectives of the individual re- 
search projects. One of these divisions 
is identified very clearly with public or 
social purposes, because the chief aim of 
the studies falling into this classification 
is to discover facts and principles which 
will enable the community as a whole 


to realize a harmonious and properly _ 


proportioned development of its real 
property resources, thus bringing about 
the most efficient and the most durable 
development and utilization of that 
portion of the community’s wealth 
represented by realestate. The second 
of these divisions is characterized by 
the fact that studies under this classi- 
fication, in the main, have private 
purposes and objectives in the dis- 
covery of facts and principles which will 
be useful primarily in the successful 
development of individual or of private 
real estate projects. 

The two divisions, therefore, have 
much in common in so far as they are 
concerned with the discovery of princi- 
ples for better development and utiliza- 
tion of the real property resources of 
the community. 


TREND TOWARD SOUNDER POLICIES 


One of the most significant results of 
this comparatively new field of re- 
search is the clearly discernible trend in 
the last few years toward sounder 
policies in the promotion, the de- 
velopment, and the ultimate utility of 
an increasing number of real estate 


building and development projects, 
and there are indications that the goal 
of this tendency will be ultimately to 
transfer real estate from the class of 
properties which have generally been 
considered speculative to the class of 
conservative investments. This tend- 
ency has received great impetus, for 
example, by the adoption on the part 
of the National Association of Real 
Estate Boards of standards of appraisal 
practice under which speculative valu- 
ations are practically prohibited be- 
cause the rules governing appraisal 
procedure admit as evidence of value 
only definitely ascertainable data. 

The most practical benefits of real 
estate research will not be realized on a 
large scale until the principles underly- 
ing the proper use and the sound devel- 
opment of real estate are grasped by the 
real estate buying and selling public, 
as well as by real estate operators, 
brokers, builders, financiers, and archi- 
tects. Under the lash of a frozen 
market, for the past few years all of 
these groups, including the general 
public, have learned one very profound 
lesson, namely, that real estate cannot 
permanently be treated as a speculative 
commodity. Real estate values have 
no validity apart from the actual uses 
to which individual properties are, 
or may be, put. Consequently, we 
have learned that an ordinary residen- 
tial lot in an undeveloped community 
cannot be worth five thousand to 
ten thousand dollars, and that no one 
is justified in paying more for a busi- 
ness property than the reasonable 
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net earnings of the property will war- 
rant. 

The realization that something was 
wrong with the blind operations which 
have characterized real estate develop- 
ment projects in the past has led to a 
growing and widespread hunger for 
knowledge of the causes of the success 
or failure of real estate undertakings, 
and a growing willingness to conform to 
sound principles through which the 
enormous losses of the past may be 

The division of real estate research 
under the general headings of public 
and private purposes, suggested above, 
does not serve as a clean-cut division 
for the agencies and the institutions 
conducting research in this field. Col- 
leges and’ universities, which naturally 
interest themselves primarily in the 
social aspects of research problems, 
are engaged in a good many research 
projects which will be of primary in- 
terest to real estate developers. On 
the other hand, a national trade asso- 
ciation like the National Association of 
Real Estate Boards compiles and pub- 
lishes semi-annually a survey of the 
real estate market for the United 
States and Canada, setting forth such 
data as the relative supply of buildings 
of various types, the demand and the 
supply of money, the trend of interest 
rates on real estate loans, and other 
data designed primarily to have a 
stabilizing effect upon the real estate 
market. 

The field of research in real estate is 
still so new that it would be premature 
to undertake the construction of what 
might be compared to a contour map, 
showing the exact extent and volume of 
its achievements. While much has 
been done in adapting general economic 
principles to the real estate field, the 
comparatively small amount of really 
scientific work which has so far been 
completed must be characterized as 


scattered, piece-meal efforts to solve 
here and there a few of the more pres- 
sing problems, rather than as a compre- 
hensive structure dealing with all the 
major questions existing in this field. 


Scarcrry or Puse Records 


It would not be quite fair, however, 
to leave the impression that research 
workers in this field have not accom- 
plished all that cculd reasonably be 
expected with the data available. Very 
few realize how difficult it is to secure 
adequate data on any important prob- 
lem having to do with real estate. 
While real estate represents the most 
important and the most valuable 
single class of wealth in the United 
States, it is impossible, for example, to 
compile anything like a satisfactory 
inventory of our real estate resources, 
not to mention a classification of these 
resources into the large number of 
major categories into which urban 
and rural real estate should be grouped. 
Even the aggregate value of real estate 
in the United States is nothing more 
than the best estimate which our 
census statisticians are able to com- 
pute. It is even more difficult to 
determine the return which various 
classes of properties in the community 
yield, the rates of absorption of new 
properties, or the volume of turnover. 
There are not more than two or three 
states in the Union in which sale and 
selling prices are available in public 
records. The scarcity of public rec- 
ords, combined with very inadequate . 
and unsystematic private records and 
accounts on real estate, make it ex- 
tremely difficult to get the data needed 
for solving most of the questions which 
arise. Under this handicap, it is 
surprising that so much creditable 
work has been dane. As public rec- 
ords gradually give us more facts 
about real estate and as real estate 
accounting becomes more general and 
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standardized, we may hope in time to 
be able to solve a great many more 
problems than we can solve at present, 
and to be able also to prove or disprove 
popular opinions and assumptions, 
many of which are false and unsound 
and only lead individuals as well as 
our public authorities into trouble. 


AGRICULTURAL LAND 


To date the most thoroughgoing, 
systematic research has undoubtedly 
been made in the agricultural field. 
In this branch of the subject, the 
Bureau of Agricultural Economics of 
the United States Department of 
Agriculture has done more than any 
other agency in supplying the agricul- 
tural interests with current information 
about agricultural conditions designed 
primarily to facilitate the regulation 
of the production and the marketing of 
farm products. In the field of studies 
dealing with agricultural land utiliza- 
tion and land policies, the chief credit 
must be given to the universities, 
particularly the University of Cali- 
fornia, Cornell University, Kansas 
State Agricultural College, the Insti- 
tute for Research in Land Economics 
and Public Utilities at Northwestern 
University, the Oklahoma Agricultural 
and Mechanical College, the Oregon 
State Agricultural College, Purdue 
University, and the University of 
Wisconsin. 

Second in importance to the work of 
the universities in the compilation of 
land utilization surveys and the formu- 
lation of public land policies are such 
undertakings as the Michigan Land 
Economic Inventory, carried on by the 
Land Economic Survey Division of the 
State Department of Conservation, 
and the Comprehensive Survey of 
Rural Vermont. The Michigan and 
Vermont surveys are intended to fur- 
nish the basis of g comprehensive and 
constructive land policy for these two 


states. The majority of the studies 
carried on by the universities whose 
work is being done chiefly in the fields 
of taxation, land values, land tenure, 
and land utilization, as a rule cover only 
certain selected typical areas, such as 
counties, with a view to drawing from 
these studies conclusions which may be 
applicable on a larger scale. 

The great bulk of this work, it will be 
noted, lies in the field of rural problems. 
Less than half of the replies received, 
in response to a letter of inquiry 
sent to universities in which research 
studies in real estate and land eco- 
nomics are being carried on, made any 
mention of studies pertaining to the 
urban field. At the University of 
Michigan graduate students are work- 
ing on long-term leases, real estate 
subdivision accounting, an economic 
history of selected subdivisions, fluctu- 
ations in residential rents in Ann 
Arbor, influences affecting growth of 
Michigan cities, and methods of social 
control of platting and improving real 
estate adjacent to large cities. 


URBAN LAND 


Urban land studies completed or 
under way in the Institute for Research 
in Land Economics and Public Utilities 
at Northwestern University include the 
use of deed restrictions in new subdivi- 
sions, financial policies in subdivision 
development, merchandising methods 
in subdivisions, public control in sub- 
division development, taxation of real 
estate in Cook County, the growth 
and shift of retail districts in subdivi- 
sions and towns of the Chicago region, 
the effect of public improvements on 
land values, the economic aspects of 
housing in the United States since the 
war, and the cyclical nature of sub- 
division activity in the Chicago region. 
At the University of Pennsylvania 
major studies are in progress on the 
effect of parks on land values, the legal 
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basis of real estate assessments, and 
causes of declining land values in 
certain sections of Philadelphia. The 
University of Wisconsin is making a 
survey of Madison, and Boston Uni- 
versity is making a study of newspaper 
real estate advertising. 

In addition to these more specialized 
urban and agricultural studies, a 
number of colleges and universities are 
engaged in real estate investigations 
which might be characterized as mis- 
cellaneous. Thus, the University of 
Michigan is at present engaged in a 
study of European housing conditions; 
Rollins College has under way an 
economic study of Florida from 1916 to 
1926; Oklahoma Agricultural and Me- 
chanical College is studying the eco- 
nomic progress of farmers, as well as the 
extent to which farmers move about 
from place to place; while the Univer- 
sity of Wisconsin is making a special 
study of recreation as a form of land 
utilization. 

The research projects, and the in- 
stitutions listed above as conducting 
research in real estate, do not consti- 
tute an exhaustive catalogue of the 
research work which is being done in 
the United States in the general field of 
real estate and land economics. One 
of the principal branches of what 
should perhaps be termed a branch of 
real estate research is the work now 
being done by a lerge number of finan- 
cial and real estate organizations 
which are constantly making investiga- 
tions to guide them in formulating 
policies for their own individual proj- 
ects. In the aggregate, this represents 
perhaps the greatest single course of 
data, that we have today. This type 
of information, growing directly out of 
actual experience in the field, is all the 
more significant because it represents 
the conclusions reached by thoughtful 
and experienced men who, after careful 
study of similar cases, must make the 


decisions governing the actual develop- 
ment of projects of all types. 


AN Ivportant Rerarence Work 


The most important collection of 
this information is contained in The 
Annals of Real Estate Practice, pub- 
lished annually by the National Asso- 
ciation of Real Estate Boards. This 
annual volume, of more than one 
thousand pages, consists of the leading 
papers and research studies prepared 
during the course of the year by the 
ablest leaders in the real estate busi- 
ness, and represents the newest and the 
most constructive thoughts with refer- 
ence to all the principal phases of the 
real estate business put forth during 
the year. Among the research studies 
made during the past year by the Na- 
tional Association of Real Estate 
Boards, reports of which are published 
in The Annals of Real Estate Practice, 
is a survey based on reports from one 
hundred and eleven cities on the esti- 
mated economic life of various types of 
real estate improvements, a study of 
the yield of mortgage investments of 
one hundred and four leading life 
insurance companies compared with 
the yield of investments of the same 
companies in stocks and bonds, and a 
manual of directions for making local 
real estate market surveys showing a 
detailed inventory of all types of 
properties in each city and a survey of 
vacancies in each class of property. 

While the projects cited above, 
therefore, are not an exhaustive com- 
pilation of all that is being done m the 
field, the studies referred to do repre- 
sent a very good cross section of the 
type of work in progress. 

The ultimate objective of the entire 
program, whether viewed from the . 
social or the private point of view, is 
the minimizing of losses and the pro- 
ducing of maximum utilities in real 
estate through more intelligent plan- 
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ning and building. The development 
of the United States during the past 
century moved forward with a rapidity 
unequaled in the history of the world. 
Very little thought was given to the 
planning of this development, and 
consequently the results both in rural 
and urban developments show very 
little forethought in planning and 
proper proportioning. 

As long as the country was develop- 
ing with unprecedented rapidity, many 
of the mistakes were covered up by the 
rapid succession of waves of develop- 
ment which in any event quickly 
rendered many projects obsolete, 
whether they were good or bad. The 
result has been that we have had an 
enormous amount of replanning and 
rebuilding in many of the older com- 
munities, together with an abandon- 
ment of many premature or ill-advised 
undertakings, the remains of many of 
which are still in evidence in many 
communities. 


While in the past this rapid develop- 
ment and enhancement in values has 
helped to blot out many of our worst 
mistakes, the time has come when, on 
account of the enormous values in- 
volved, the consequences of blind and 
haphazard developments are becoming 
constantly more serious. The growing 
recognition that every new project 
must stand on its own feet and must 
repay its own investment without the 
aid of speculative increases in value is 
the most wholesome and reassuring 
aspect of the entire real estate world as 
it appears today. Never before has 
there been such a demand for knowl- 
edge and information in guiding the 
planning and the development of real 
estate operations, ranging from the 
building of single dwellings to the 
planning of whole cities. As a result, 
real estate research today enjoys a 
position of influence and responsi- 
bility unprecedented in the history of 
the United States. 


The Economic Importance of Real Estate Classification 


By Atssrt G. Hinman 


Research Associate, Institute for Research in Land Economics and Public Utilities; Assistant 
Professor of Real Estate and Land Economics, Northwestern University, Evanston, Ilinois 


HE importance of classification 

has long been recognized in the 
biological and physical sciences. It 
has played a leading réle in their de- 
velopment. It has also been recog- 
nized as essential to the development 
of a science of economics. Among 
economists, W. Stanley Jevons per- 
haps stands foremost in emphasizing 


the necessity and nature of scientific’ 


treatment. He says: “Science can 
extend only so far as the power of ac- 
curate classification extends.” | Classi- 
fication is essential to the scientific 
method. Karl Pearson places classi- 
fication as the first step in the scientific 
method. He says: “We have defined 
the scientific method to consist in the 
orderly classification of facts followed 
by the recognition of their relationship 
and recurring sequences.” 2 

Land, as a factor in economic pro- 
duction, has not been subjected to 
classification to the extent that have 
other factors. The only excuse for 
neglect in so treating it rests upon the 
assumption that land is homogeneous. 
But, is land homogeneous? Doubtless 
there are not many economists who 
would so characterize it today. De- 
velopment of the study of land econom- 
ics has brought out and emphasized 
the fact that there are many dif- 
ferent kinds of land, and that we must 
determine in what class a given piece of 
land belongs before any policy can be 
laid down respecting it. “Most of the 


1 W. Stanley Jevons, The Principles of Science, 
p. 730. 


3 Kar] Pearson, The Grammar of Science, 


pp. 18-19. 
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ill-advised policies with regard to land 
have been due to failure to recognize 
this fact about land. As a result we 
have suffered from unscientific treat- 
ment of our land problems.” ? 


CLASSIFICATION OF PusBLIC LANDS 


Dr. Richard T. Ely, the leader in 
the field of land economics, states that 
“the need for classifying land is a prac- 
tical one and has public as well as pri- 
vate aspects,” and that “neglect of 
classification has been not only a fatal 
defect of public policy, but has also 
doomed to failure many private ven- 
tures in land utilization.” 4 

In his book, A History of the Public 
Land Policies, at the beginning of the 
chapter on the classification of public 
lands, Dr. B. H. Hibbard points out 
that there were meager attempts at 
classifying the land as far back as 
1796. That little progress in classifi- 
cation was made for many decades 
after is indicated in a statement from a 
Government document of a much later 
date which Professor Hibbard quotes: 


It is a curious circumstance that the 
method of doing that which was recognized 
as a necessity when the lands were so 
numerous has not been improved or kept 
abreast of the times and pursued with 
greater particularity when the lands have 
become comparatively scarce and the 
necessity for classification therefore the 
greater.’ 


3 Dorau and Hinman, Urban Land Economics, 
p. 125. 4 e 

‘Ely and Morehouse, Elements of Land Eco- 
nomics, pp. 26-27. m 

5Sen. Doc, 60 Cong., 2nd Sess, No. 676, 
VI, p. 409. 
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Professor Hibbard describes four 
periods in the history of the classifica- 
tion of public lands. The years prior 
to 1862 constitute the first period. 
They are characterized by the atten- 
tion given to humid lands for agricul- 
tural use which culminated in the 
Homestead Act of 1862. The second 
period covers the years 1862 to 1879. 
The characteristics of this period were 
the attempts to classify more ade- 
quately the mineral lands. Recogni- 
tion of the difference in physical condi- 
tions between the western half and the 
eastern half of the United States, and 
the necessity for a more complete 
classification of land before the re- 
mainder of the public domain could be 
properly disposed of, brought about the 
third period, 1879 to 1906. During 
this period the Reclamation Act of 
1902 was enacted, which recognized 
irrigated land as a distinct class, and, 
through its approval of construction by 
the Federal Government, registered a 
change in opinion from belief in unfet- 
tered private initiative in the construc- 
tion of irrigation works. The policy of 
public ownership of mountain forests in 
the West, largely to conserve the water 
supply for the irrigated lands, also be- 
came well established during this third 
period. The fourth period is charac- 
terized by awakening recognition of the 
need for conserving natural resources. 
Large areas of valuable coal land were 
withdrawn from entry in 1906, and in 
that same year the United States 
Geological Survey undertook detailed 
land classification work. During this 
period the Enlarged Homestead Act of 
1909 and the Grazing Homestead Act 
of 1916 were enacted, which attempted 
to remedy the original Homestead law. 
“The significant feature of this period,” 
says Professor Hibbard, “is .the fact 
that scientific classification of the pub- 
lic lands has been adopted as prelim- 
inary to their disposal or utilization, 


and that in this disposal or utilization 
the duty of conserving the national 
resources is clearly recognized.” °? 
From this brief survey of these four 
periods, it is evident that it has taken 
many years for real recognition of the 
necessity for classification and scientific 
treatment of the public domain to 
develop. Mistakes which have been 
made have forced this recognition. It 
is seen that we are suffering today from 
mistaken policies of years ago as to 
the disposition of our natural resources, 
which could have been avoided if care- 
ful classification had been used. In 
pointing this out, Professor Ely says: 


For many years the Federal Government 
made no attempt at all adequate to classify 
the public domain in order to dispose of it 
to advantage. The publicly owned land 
area, was divided into 40-acre tracts, and 
during the greater part of our history these 
tracts were generally sold in groups of four, 
called a “quarter-section.” Each tract 
was sold as a unit with little regard to its 
fitness for agriculture, forest culture, 
ranching, or mineral extraction. Petro- 
leum land was sold on an agricultural basis. 
Forest land was sold to private individuals 
just as if it were land suitable for growing 
grain. Ranch land was disposed of with- 
out regard for the requirement of large areas 
by the ranching industry. Swamp lands 
were given to states for reclamation without 
an adequate survey. California, for ex- 
ample, received some ‘swamp land” with- 
out any water on it. Only in comparative- 
ly recent years has the Federal Government 
classified its public domain according to 
fitness for different uses, and that has been 
a partial classification occurring after it had 
disposed of the larger part of the public 
domain. Our past public policy of land 
administration would have brought more 
wholesome conditions in the present if more 
adequate classification according to the 
characteristics of the land had preceded the 
disposal of it.” 


1B. H. Hibbard, A History of the Public Land 
Policies, p. 498. 
1 Ely and Morehouse, op. o, pp. 26-27. 
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In summing up the situation as to the 
classification of public land, Professor 
Hibbard says: 

Particularly should the remaining 
public land be classified with respect to its 
agricultural policies. . . . Overproduction 
of farm produce hes been the bane of farm- 
ing during the last half century, with the 
exception of a few years—abnormal years 
during the war. How to limit agricultural 
production is a conundrum not yet solved, 
but in any case the Government, states 
included, may well cease helping to create 
from year to year a new crop of submarginal 
farmers. To get submarginal land out of 
the farming category, and into a use for 
which it is fitted, would be a worthy goal 
in'a land policy at once desirable and 
attainable.’ 


Thus is indicated the importance of 
land classification in one of the most 
difficult economic problems of today. 


Economic Importance oF CLASSsIFI- 
CATION 


Not only in the field of conservation, 
through right utilization of our natural 
resources, is the economic importance 
of classification being recognized, but 
also in the field of taxation. J. V. 
Van Sickle, writing in the Quarterly 
Journal of Economics, referring to sug- 
gested remedies for the general prop- 
erty tax, says: 

While those remedies are preferable to 
the existing system, they continue for land 
taxation the defect inherent in the general 
property tax. They propose a rule of 
uniformity where there is no uniformity. 
They assume that land is land, whether it 
be agricultural land or residential land, 
forest land or mineral land. As a matter 
of fact, there is as much need for distin- 
guishing between different kinds of land as 
between land and personalty. This need 
is not due to the administrative impossi- 
bility of taxing different types of land at the 
same rate, but to considerations of public 
policy. The very fact that the rule of 


2 Op. cit, pp. 561, 569-70. 


uniformity can be enforced successfully is 
what makes the general property tax 
detrimental to wise land utilization. The 
uniform rule cannot be and should not be 
applied to tangibles and intangibles; it can 
be applied to land, but should not be.’ 

Further on in this article, this author 
describes the Austrian land tax as it 
existed before the war. While this is 
not advanced as a perfect method for 
taxing land, it is an example of the 
classification of land for tax purposes. 
Non-residential land was classified into 
eight classes: crop land, meadow, mar- 
ket garden or truck land, vineyard, 
pasture, mountain pasture, forest, and 
lake, swamp, and marsh land. Any 
land not falling into one of these 
classes was either entirely exempt or 
classed for tax purposes with the imme- 
diately adjacent land. Within each 
class provision was made for eight 
grades according to productivity. In 
all there were sixty-four grades of land. 
For every grade of land in every district 
there was an assumed average net in- 
come which an average owner might be 
expected to earn. He was taxed upon 
such an income, whether he derived 
more or less in any given year. Thor- 
oughgoing economic surveys preceded 
the assignment of lands to their proper 
classes and also the figuring of average 
expected earnings. Urban land was 
usually taxed according to its actual in- 
come and at a higher rate than agricul- 
tural and forest land. Land outside 
the city limits held idle for subdivision 
purposes was taxed as the adjacent 
agricultural land, but once subdivided 
and improved, it was taxed according 
to its real income. 

While all of the elements in this con- 
tinental tax system may not be desir- 
able nor applicable in this country, it 
does suggest that we can go much fur- 


2J. V. Van Sickle, “Classification of Land 
for Taxation,” Quarterly Journal of Economics, 
Nov., 1927, pp. 94-95. 
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ther than we have in classifying land 
for tax purposes. Some headway has 
been made in this direction. While 
not setting up any different ratios of 
assessment for the different classes of 
land, the legislature of the State of 
Kansas in 1911 amended the law re- 
lating to the assessment of real estate 
so as to require the county assessor to 
provide each deputy assessor with a 
field book in form to be prescribed by 
the tax commission, and to be arranged 
for the gathering and reporting of such 
facts in relation to real estate and real 
estate values as the commission might 
require. The commission prescribed 
a form of field bock setting up certain 
classes of land for which data were to 
be reported. Two main divisions were 
created, one designated as “Whole 
Tract,” the other as “Whole Tract, 
Classified.” The first division was 
subclassified into land that could be 
plowed and tilled, upland, and bottom 
land. The second division was sub- 
classified into pasture (tillable and 
non-tillable), timber (not so used and 
used for pasturage), orchard, arable, 
and cultivated.!° 

The State of Minnesota also set up 
classifications of land in its classified 
assessment law, chapter 483 of the laws 
of 1918. Under this law, 
unmined iron ore is taxable at fifty per cent 
of full value, platted real estate at forty 
per cent, and unplatted real estate at 
thirty-three and one-third per cent of full 
value. 

There are indications, thus, that land 
classifications may play an important 
rôle in future policies of real estate 
taxation. That students of taxation 
recognize a need for classification in 
the general property tax was brought 
out as far back as 1912 in the report, 


10 Classification of Real Estate, Kansas Tar 
Commission. Report of the Sixth Annual Con- 
ference of the National Tax Association, pp. 
355-89. 


before referred to, of the Kansas Tax 
Commission to the National Tax As- 
sociation. In discussing the existing 
difficulties and inequalities and possi- 
ble remedies, this report said: 


To the end sought, a correct classification 
of real estate according to quality is an 
indispensable prerequisite. Such a classi- 
fication with an arbitrary assignment of 
schedule values based in general upon 
market values, the assignment to be made 
by a central county authority, would be 
vastly preferable to the present haphazard 
exercise in many jurisdictions of the sepa- 
rate judgment of a number of assessors in & 
given county. 


DEVELOPMENT OF LAND PLANNING 

The thing which is emphasizing the 
economic importance of real estate 
classification more than anything else, 
however, is the development of land 
planning. Land planning is playing a 
larger and larger part in the economic 
progress of land utilization. Planning 
associations and commissions are 
steadily increasing in number and in in- 
fluence. Regional planning is a sub- 
ject of wide interest today, and it has 
greatly broadened the scope of plan- 
ning. It includes not only a plan for 
the city, but also a plan for the region 
surrounding the city, in what has been 
called the metropolitan area. There 
are now indications that the scope of 
land planning will be broadened still 
further to include the state and even 
the nation in a large, comprehensive 
plan. 

The economic significance of land 
planning hardly needs to be empha- 
sized, as it is well recognized. Its aim 
is to secure the most efficient utilization 
of land, which is but another way of 
saying the most economically produc- 
tive utilization of land. If the scope 
of planning is widened to the greatest 
extent, as has been suggested, it will 
include the remainder of the public 
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domain and all privately owned lands 
concerned in the aims of conservation. 
It will, probably, also be concerned with 
policies of taxation, directly if taxation, 
counted as a cost, can be said to have 
any influence upon land utilization, 
and indirectly if a more efficient utiliza- 
tion of land will make possible more tax 
revenue from land. It should be noted 
in this connection, for example, that it 
has been claimed that the tax upon 
forest lands counted as a cost by the 
land owner has forced him to cut his 
timber before it should be cut and also 
that it has caused owners of cut-over 
land to allow their land to revert to the 
Government rather than pay the tax 
cost of holding it, the Government 
thereby losing all revenue from this 
land. It has been suggested, there- 
fore, that this class of land should be 
taken over by the Government because 
it can better afford to hold it for the 
long period of time necessary for the 
timber to ripen to the correct stage for 
cutting, or that it should be treated 
differently from other classes of land in 
tax policies. It has also been claimed 
that in certain states agricultural lands 
have been allowed to revert to the 
Government because the farmers could 
not pay the taxes. The writer is not 
implying any particular position with 
regard to these claims and suggestions. 
He merely uses them as examples to 
indicate that land planning to secure 
conservation through right utilization 
may have to consider land classifica- 
tion with regard to tax policies. 

Jf we recognize the economic impor- 
tance of land planning, we must also 
recognize the economic importance of 
land classification. Classification is a 
concomitant of any scientific procedure 
in land planning. In classifying land, 
however, full regard must be given to 
the economic considerations involved. 
It has been said that merely technical 
engineering factors have too many 


times been almost the sole considera- 
tion in planning. This criticism has 
been raised chiefly with respect to the 
classification and planning of avenues 
for traffic, that such traffic surveys as 
have sometimes been made have really 
been only quantitative measurements 
of present traffic flow. If these eriti- 
cisms be true, remedies based upon 
such analyses may be found to be mis- 
conceived at a later date. We must 
not only know what and where the 
traffic flow is now; we must also fore- 
cast its trend in the future. To 
do this, we must study the economic 
relationship between districts. From 
what districts is traffic coming now, 
and to what districts is it going? Then 
we must analyze the economic factors 
which have located different districts 
where they are and influenced the 
traffic flow. Finally, we must try to 
foresee how economic factors may 
cause changes in these districts in the 
future which will shift the traffic flow. 


ZONING OF DistRictrs 


Such regard for economic factors is 
equally necessary in the classification 
and establishment of districts by 
zoning. The zoning of districts upon 
the basis of present needs may seriously 
hamper the future development of a 
city and its metropolitan area. It has 
been said that too much zoning has 
been done haphazardly, without plan- 
ning, and that many cities in the 
future will suffer from misconceived 
ordinances of today. Planning, which 
involves classification based upon a 
thorough understanding of economic 
considerations, must precede zoning. 
Zoning ordinances must be understood 
to be only the necessary instruments 
for putting planning into effect. 

In classifying land, it must be real- 
ized that classification is not an end in 
itself. It is useful only when it is 
prepared with a specific purpose in 
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view. Land lends itself to innumerable 
different classifications, any one of 
which could be carried on to indefinite 
limits. There is some danger in classi- 
fying that it may be confused or 
carried on beyond its real usefulness or 
without all ends in view. The purpose 
, may not be clear or several different 
purposes may not be properly related. 
Thus, the purpose of classification must 
first be clearly conceived, and then it 
must be studied with regard to other 
purposes of classification. Thus, to 
classify districts for the purpose of 
setting up density of population re- 
strictions, without regard to the classi- 
fication of districts for the purpose of 
setting up construction requirements, 
might lead to serious difficulties. Sup- 
pose, for example, that a certain dis- 
trict were so classified with respect to 
density of population as to permit large 
apartments, and then this district were 
so rated in another classification as to 
permit the erection of structures which 
would be firetraps. Such mistakes 
have been made, and once buildings 
have been erected it is very difficult to 
remedy the situation. The value of a 
classification, thus, is judged by its 
utility for the purpose for which it was 
made in relation to other purposes with 
which its immediate purpose must be 
allied. 

It is the purpose which determines 
the basis upon which a classification is 
made. The general bases for real 
estate classification are the physical, 
thelegal,andtheeconomic. Whenland 
is classified solely upon a physical ba- 
sis, physical characteristics are looked 
for: topography, water area, ground 
area, and so forth. When land is 
classified upon a legal basis, matters of 
ownership are considered : public owner- 
ship, private ownership, and so forth. 
When. land is classified upon an eco- 
nomic basis, study is made of the way 
in which man has utilized the land for 


his economic satisfaction. The eco- 
nomic basis is the most important 
of the three. Economical utilization 
which procures conservation is the real 
aim of planning. Thus, to classify 
land only on physical or legal bases 
would be inadequate. All three bases 
ordinarily should be considered, and a 
very useful composite classification is 
the result. The general classification 
of natural resources set forth below, 
which has been suggested by Professor 
Ely, combines the physical and eco- 
nomic bases: 


SUGGESTED CLASSIFICATION OF 
NATURAL RESOURCES # 
A. Subsurface appropriation—oil, gas, 
minerals, stones, salt, et cetera. 
B. Surface appropriation. 


1. Site purposes 
Manufacturing 
Mercantile 
(a) Urban Residence 
Recreational 


(b) Building sites, non-urban 
2. Land for agricultural purposes 
(a) Arid land 
(1) Irrigable 


(2) Non-irrigable 


(b) Humid land 
(1) Natural appropriation 
(a) Forest and pasture 
(b) Swamps for rice, bay, 
cranberries 
Farm 
(2) Cultivated ; Garden 
Forest 
8. Land for transportation and com- 
munication 
4. Recreational land 
(a) Natural parks 
(b) Forest and stream 
(c) Highways 
C. Water and land connected with it, 
1. Shore lands 
2. Land under water 
8. Riparian land 
Ely and Morehouse, op. cit., p. 80. 
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4, Irrigation water 
5. Navigation water 
D. Supersurface appropriation for the 
aeroplane and radio. 


Another classification, for urban 
land, which has been suggested, re- 
presents a composite of the three bases, 
physical, legal, and economic: !? 


A. Water area. 
1. Publicly owned 
2. Privately owned 
B. Land area. 
1. Publicly owned 
(a) Unutilized 
(1) Utilizable (economically) 
(2) Unutilizable (economically) 
(b) Utilized 
(1) Transportation 
(a) Streets 
(b) Alleys 
(c) Railway rights-of-way 
(d) Miscellaneous 
(2) Recreation 
(a) Parks 
(b) Playgrounds and ath- 
letic fields 
(c) Beaches 
(3) Education 
(a) Schools 
(b) Libraries and museums 
(c) Auditoriums 
(4) Social Service 
(5) Political administration 
(6) Municipal enterprise 


8 Dorau and Hinman, op. ci, pp. 14748. 


x 


2. Privately owned 
(a) Unutilized ; 
(1) Utilizable (economically) 
(2) Unutilizable (economically) 
(b) Utilized 
(1) Residential 
(a) Multi-family 
(b) Single family 
(2) Commercial 
(a) Retail 
fb) Wholesale 
(8) Industrial 
(a) Light 
(b) Heavy 
íc) Nuisance 
(4) Institational 
From the above suggested classifica- 
tions, it is evident that the three bases 
are closely related in the classification 
of land for almost any purpose. It 
would be difficult to conceive of any 
purpose for classifying land which 
would not require consideration of 
physical, legal, and economic factors. 
Nevertheless, it is the economic factors, 
in the utilization of land, that are of 
fundamental significance. This should 
point out clearly the economic im- 
portance of real estate classification. 
The reader should note, however, that 
this very economic importance places 
the obligation upon real estate classifi- 
cation that it be properly used, that it 
follow a clear definition of purpose, and 
that it include only such factors, but 
all such factors, as make it economically 
useful. 


Real Estate as a Marketable Commodity 


By Wurum{m H. Tan Haran 
Associate Professor of Real Estate Pracitce, Marquette University, Milwankee, Wisconsin 


COMMODITY which forms the 

basis of all wealth and which is 
also instinctively desired by the entire 
human race can hardly be classed as 
unmarketable. Yet, that is precisely 
what the best-known writers on the 
subject of marketing seem to have done 
in the omission of real estate from their 
discussion of marketable commodities. 
They discuss at great length the mar- 
keting of agricultural products, of 
products of the forests and mines, and 
of manufactured products, but devote 
not so much as a single paragraph to 
the buying, the selling, and the ex- 
changing of real estate, which com- 
prises about sixty-five per cent of our 
national wealth. 


LAND 48 A Factor OF PRODUCTION 


It was my privilege to be associated 
for several years with a prominent re- 
search organization which has adopted 
the slogan, “Under All, the Land.” 
These four words express more em- 
phatically than hundreds that I might 
use the basic importance of land in our 
economic system. I do not wish to 
take the writers of treatises on market- 
ing to task too severely, however, for 
ignoring real estate as a marketable 
commodity. Until about ten years 
ago, land as a factor of production had 
received very litile attention from 
writers in the field of economics. This 
may have been due to the fact that 
familiarity had bred contempt. All 
of us, from childhood on, have been so 
intimately associated with land that 
we have taken it more or less for 
granted. The other factors of produc- 
tion, labor, capital, and the manager, 
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had for years been written about, but 
land, the primary factor, without which 
none of the other factors could con- 
tinue to exist, or could even have come 
into existence in the first place, had for 
these many years been sadly and 
strangely neglected. So it is but nat- 
ural thet a discussion of the marketing 
of real estate should, even up to the 
present time, have found no place in 
marketing literature. 

The wording of my title, I believe, 
presupposes that real estate is a mar- 
ketable commodity, and I shall, there- 
fore, not attempt to prove that it is 
such. Suffce it, in the brief space of 
this article, to point out the outstand- 
ing peculiar characteristics of this com- 
modity which are of significance in its 
marketing. It will be left to the reader 
to make his own mental comparisons 
between each one of these and those 
of the generally accepted marketable 
commodities. 

The legal content of the term “real 
estate,” or, more precisely, “realty,” is, 
land and all that is attached perma- 
nently to the land, or so intended. 
There are certain exceptions to this 
rather broad definition, specifically 
defined by statute; but, generally 
speaking, all permanent improvements 
made on the land, such as buildings, as 
well as all appurtenances which have 
been made a part of them or which are 
necessary to their completeness, are 
included in the classification of realty. 
Lack of space compels me to confine my 
discussion to the so-called natural ele- 
ment in real estate, that is, land, and 
more particularly to urban land. 

One of the leading writers in the 
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marketing field divides the charac- 
teristics of marketable commodities 
into three major classes: (1) physical 
characteristics of the commodity; (2) 
characteristics of the production of the 
commodity; and (3) characteristics of 
the use ‘of the commodity. Let us 
analyze urban land from these three 
points of view. 


IMMOBILITY or URBAN LAND 


The first and most important physi- 
cal characteristic of urban land which 
is of economic significance is its immo- 
bility. This obvious attribute consti- 
tutes at once a market asset and a 
liability. There are a certain number 
of choice sites near the heart of the 
downtown business section of any city 
and a certain number of ideal home 
sites in the high-class residential dis- 
tricts, Conditions remaining as they 
are, these business and residential sites 
need never fear competition from those 
less suitably located. The physical 
immobility of land is a market asset to 
the former sites, and a liability to the 
latter; but each has been lessened by 
the economic mobility of the sites 
which have the less favorable loca- 
, tions. By this I mean that although 
the physical location of a particular 
site cannot be changed, its economic 
location can be improved, thus narrow- 
ing the gap which exists between the 
well-located and poorly-located sites. 
As the means of transportation are in- 
creased and the methods improved, 
business centers are being made more 
accessible to the outlying districts, and 
outlying districts are being brought 
closer to business centers. A lot lo- 
cated a distance of ten miles from the 
business section, but only a short dis- 
tance from adequate electric or motor 
transportation, may be more valuable 
for residential purposes than a lot lo- 
cated only one mile away with no 
downtown transportation of any kind. 


Time, not distance, has become the 
criterion of convenience to the central 
commercial area of the modern city. 
Hence, faster forms of transportation 
have a tendency to offset the obvious 
disadvantage of physical immobility in 
the case of urban land. 

A second physical characteristic 
which rivals the first in the importance 
of its economic implications is that of 
indestructibility. Urban land cannot 
be destroyed. It is true that other 
kinds of land may become less valuable 
through the removal of certain ele- 
ments which give them value. Agri- 
cultural land may lose some of its 
fertility. Forest land may have all of 
the trees cut down and removed. 
Mineral land may have all of its valu- 
able minerals extracted. But all land, 
and particularly urban land, has one 
valuable attribute which nothing can 
destroy, namely, its extent, area, stand- 
ing-room, space, or whatever designa- 
tion it may be given. That is abso- 
lutely not subject to destruction, either 
by the hand of man or by nature. 
Since the principal service which urban 
land renders is to furnish standing- 
room, and since this is indestructible, 
no provision need be made for main- 
tenance or for depreciation. Although 
this fact seems to be a decided advan- 
tage to urban land, considered from the 
investment point of view, it is not en- 
tirely so. One who has invested in a 
depreciable commodity has the oppor- 
tunity of gradually withdrawing the 
amount of his investment from it by 
failure to maintain it. This is some- 
times desirable when the investment 
has proven to be a failure. But, one 
who has invested in the non-de- 
preciable commodity, urban land, 
does not have this option when the 
land has been dedicated to a certain 
use for a number of years by the erec- 
tion upon it of a certain type of 
building. 
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_ Lack or Homoemnarry 

A third physical characteristic of ur- 
ban land, which follows necessarily 
from its physical immobility, is its lack 
of homogeneity. No two parcels of 
land can be exactly alike, since each 
differs from every other in at least the 
one particular of geographic location. 
To this dissimilarity of units can be 
ascribed one of the several peculiarities 
of the real estate market, as distin- 
guished from almost every other type 
of market. Land is a commodity 
which cannot be standardized, and 
hence there can be no substitution, nor 
short selling. In every transaction, a 
certain particular piece of land is 
bought and sold, which fact precludes 
market quotations from day to day, 
from week to week, or even from month 
to month. The'nearest approach to 
such market data is the prices quoted 
for similar lots in a subdivision and for 
frontage on a certain street. Pieces of 
land are also physically dissimilar 
from the point of view of topography, 
although topographical conditions can 
be changed or be modified so as prac- 
tically to eliminate the differences. 

When we come to the consideration 
of the characteristics of the production 
of urban land, we are treading on con- 
troversial ground. There are those 
who maintain that land is not produced, 
but is a free gift of nature. How- 
ever, if we look upon production as 
consisting of the creation of form 
utility, time utility, and place utility, 
we can scarcely deny the fact that be- 
fore almost every urban site is utilized 
there is created by someone either form 
or time utility, or both. Very few 
parcels of urban land are utilized in 
their original form, nor do very many 
escape the transition period between 
agricultural and urban use. Again, 
when a site is changed from one urban 


use to another, time utility is usually 


created by the owner. Someone must 
necessarily hold the land when it is 
first being developed for urban use, and 
make the necessary changes in its form, 
such as, grading, draining, filling, lay- 
ing out of streets, and so forth. After 
all, the production of so-called manu- 
factured products consists of nothing 
more nor less than changing the form of 
certain raw materials furnished by the 
earth. The difference between the 
creation of form utility in a piece of 
furniture, for example, and the creation 
of form utility in a city lot ready to be 
built upon, is only a matter of degree. 
Similarly, one who holds a vacant lot 
until there is a demand for its improve- 
ment, or an improved lot in a lower use 
until there is a demand for its higher 
use, is a creator of time utility no 
different from that created by the fur- 
niture retailer who keeps the piece of 
furniture in stock until there is a de- 
mand for it. 


LARGE-SCALE PRODUCTION OF URBAN 
LAND 


The development of our modern 
cities is characterized by large-scale 
production of urban land, which results 
in lower costs per unit. The pur- 
chasers of lots in a large subdivision 
benefit because the overhead costs, as 
well as the actual expenditures for de- 
velopment, are spread over many units 
of the product. Here we have the 
closest approximation to a standardized 
commodity in the real estate market, 
and consequently there are not infre- 
quent sales without inspection. The 
economies incident to large-scale pro- 
duction of residental lots in subdivi- 
sions are probably responsible for over- 
production in this field of real estate 
activity in many cities of the United 
States. In fact, there is very little 
question but that the underlying cause 
of our present dull market is funda- 
mentally an overproduction of various 
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types of buildings and of subdivisions. 
Real estate is a form of wealth which is 
not unique in this respect, but some- 
thing which is a produced and re- 
producible good, in which overproduc- 
tion is just as likely to occur as in any 
other line of industry. 

So far as the method of production is 
concerned, we may say that urban Jand 
is produced largely by nature, partially 
by hand, and partially by machinery. 
Nature endowed certain geographic lo- 
cations with distinct advantages over 
others, such as, proximity to agricul- 
tural resources, to fishing resources, to 
lumbering resources, to water power re- 
sources, to mining resources, and to 
points of advantage for trade. Other 
respects in which some locations sur- 
pass are the suitability of the soil for 
building construction, and healthful 
climatic conditions. Most of these 
factors have lost much of their impor- 
tance in the determination of the loca- 
tion of our newer cities, but they are 
responsible for the original location of 
the largest cities of the world. Modi- 
fication of the original form of land for 
urban utilization is accomplished both 
by hand labor and by machinery. 
Nature generally produces without 
uniformity, but in the case of land 
within a given urban area, the differ- 
ences are principally those of location 
rather than of physical quality. 

The length of the production period 
of urban land depends largely upon 
whether or not the time is opportune. 
In some cases of premature develop- 
ment of an outlying area considerable 
time elapses before the last lot is sold, 
sometimes as long as five or ten years. 
The holding of these last lots until they 
are wanted by the ultimate consumer 
or utilizer, as T have already intimated 
above, is just as much a part of the 
productive process and of equal signifi- 
cance with the initial surveying, the 
laying out of streets, platting, leveling, 


drainage, or filling. Generally speak- 
ing, the length of the production period 
of urban land is greater than that of al- 
most any other commodity, not except- 
ing those commonly held in storage for 
long periods. We may even say that 
the production of urban land in the 
typical growing American city is never 
definitely terminated. It is actually a 
continuing process, since it is con- 
stantly being improved and even re- 
produced. The process becomes most 
apparent when a site is changed from 
one use to another, but should also be 
recognized when it takes the form of 
merely holding a site out of a possible 
present use for some more economical 
future use. 


CHARACTERISTICS OF Usm OF A 
COMMODITY 


The characteristics of the use of a 
commodity, or the characteristics of 
the consumer’s attitude toward it, 
affect marketing channels and methods 
probably to a greater extent than 
either of the two classes of character- 
istics already discussed. Of these the 
scale of consumption, or the quantities 
which individual consumers will pur- 
chase, is no doubt the most important 
and the most significant. The con- 
sumer of urban land, whether he pur- 
chases for his own personal use and 
enjoyment, or for some impersonal and 
productive use, is essentially a small- 
scale consumer, so far as the number of 
units which he will ordinarily buy is 
concerned. One home site or one busi- 
ness site, or one of each, represents the 
average individual’s consumption scale. 
What is more, one purchase in a life- 
time is in many cases the sum total of 
the individual’s purchases of urban 
land. The nature of the demand for 
urban land being such, that is, for one 
unit at 2 time and only one time for 
most people, presents certain marketing 
problems which I shall briefly review. 
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The large-scale consumer of urban 
land, as of every other commodity, 
generally possesses considerable knowl- 
edge of its value, its most profitable 
use, its future possibilities, whether his 
knowledge has been acquired scientifi- 
cally or from practical experience in 
dealing with it. Many large-scale 
utilizers employ experts to examine and 
to purchase sites in various urban 
areas. The modern chain store is an 
outstanding example of corporations 
which follow this practice. On the 
other hand, the small consumer gener- 
ally has a very superficial and inade- 
quate knowledge of urban land as a 
commodity in the market, necessitat- 
ing his dependence almost entirely 
upon the word of the local retailer, or 
broker, anduponhisadvertising. Serv- 
ice is of relatively more importance to 
the small-scale consumer than to the 
large-scale consumer because of his 
comparative ignorance of underlying 
hidden factors and of details involved 
in a real estate transaction. 

Another characteristic of the use of 
urban land is that it is used by many 
consumers. Many purchasers call for 
many brokers and a relatively high de- 
gree of specialization in the handling of 
the various types of urban property. 
Commodities purchased by many con- 
sumers are more likely to be subjected 
to a higher degree of social control. 
Real estate is no exception to this 
general rule. Prior to the legislative 
year of 1929, twenty-two states had 
enacted license laws for real estate 
salesmen and brokers, and during the 
past year three others have written 
license laws on their statute books for 
the first time, making license legislation 
effective in more than fifty per cent of 
the states of the Union. Six other 
states had bills introduced providing 
for licenses which failed of passage last 
year, while interest in the license law 
movement was noted in three other 


states, although no bill was presented in 
any of these. This leaves only four- 
teen states in which such interest has 
not been manifested. 

The most remarkable feature about 
this comparatively recent development 
in the real estate marketing field is that 
the initial move toward raising the 
standards of integrity and of conduct, 
which is the object of all license laws, 
has come from those engaged in it 
themselves. The ultimate goal for 
which the large majority is striving is 
the professionalization of the real es- 
tate business. The most important 
reason why the marketing of real es- 
tate should become a profession is be- 
cause a mistake in the purchase of land 
by the one who utilizes it is so serious. 
Many a man, a victim of high pressure 
salesmanship, who has bought poor 
land, or good land at an exorbitant 
price, has shouldered himself with a 
burden which he is not able to shake 
off until death relieves him, and then 
only to have the burden passed on to 
his children. The marketing of real 
estate is constantly becoming more and 
more complex and specialized; hence 
the urgent need of putting it upon a 
higher and higher plane. 


LAND AS AN INVESTMENT 


A last characteristic of the use of ur- 
ban land is that it may be purchased as 
an investment, in which case it is 
looked upon with little personal inter- 
est, and more and larger purchases are 
usually made. As a marketable com- 
modity, it must then stand or fall by 
its own merits or demerits as a form of 
investment. First, let us see what the 
marks of a good investment are, and 
then let us apply these tests to real 
estate. A good investment has three 
main characteristics. Others may 
come to mind, but they are relatively 
unimportant. Security of principal is, 
without a doubt, the first in order of 
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importance, followed by fair rate of re- 
turn, and ease of liquidation. 

A careful investor does not put his 
money into anything unless there is a 
reasonable degree of certainty that its 
value will remain at least as great in the 
future as it is at present. I am not 
speaking of gamblers or even of specu- 
lators. Both of these classes of pseu- 
do-investors are willing to “take a 
chance” on the value’s going either up 
or down. In that respect there may be 
but a slight distinction between them, 
largely a matter of degree. A gambler 
bets that the price will go up, without 
having any intelligent basis for think- 

‘ing so. His risk factor is fifty per cent, 
there being just as much chance of its 
going up as its going down, and vice 
versa. 

A speculator forecasts price changes, 
and to the extent that this is done 
scientifically and intelligently his risk 
is decreased, though far from being re- 
moved entirely. Faulty forecasting 
means loss, which the speculator must 
bear. The difference between a specu- 
lator and an investor lies largely in 
their attitudes toward risk. The spec- 
wator is willing to assume the risk in- 
volved, while the investor prefers a 
moderate return with the least possible 
risk. To be sure, the latter must as- 
sume some risk in any investment, but 
he reduces this to a minimum. If his 
principal is reasonably secure, the first 
requisite of a sound investment has 
been met for him. He looks for his 
gain primarily to the annual income of 
interest or dividends, which consti- 
tutes the second characteristic of a good 
investment, namely, a fair rate of 
return. 

The third characteristic, ease of 
liquidation, becomes important only 
when the investor wishes to use his 
money or to transfer it to some other 
form of investment. The ease with 
which he is able to dispose of his hold- 


ings for an amount of cash equal to 
what he paid for them, becomes a 
matter of vital importance at such a 
time. : 


Is REAL ESTATE A GOOD INVESTMENT? 


How does real estate measure up to 
these three qualifications of a good in- 
vestment? Security of principal is 
assured in real estate as it is in no other 
form of investment, especially in so 
far as the land i3 concerned. This also 
applies to the improvements when land 
is properly improved, that is, put to its 
highest and its best use. As I have al- 
ready stated in another connection, ur- 
ban land, at least, cannot bedestroyed, 
because standing-room is not subject to 
destruction. 

But, you may say, physical inde- 
structibility does not spell permanent 
value. Quite right, but this fact does 
eliminate a good share of the risk in- ’ 
volved. Cannot land go down in 
value, like anything else? Certainly, 
and there are not a few illustrations of 
just that happening. But, the general 
trend of land values over a long period 
of time has always been upward. If 
land is purchased in a normal market, 
at a fair market price, the odds are very 
heavy in favor of its value actually in- 
creasing—not merely remaining as it 
is, or decreasing. Investment in real 
estate is especially desirable from the 
point of view of security of principal. 

Does investment in real estate offer 
a fair rate of return? Again, we must 
say that real estate purchased in a 
normal market, at a fair market price, 
will bring a return equal to, if not 
greater than, the return obtainable 
from other forms of investment afford- 
ing similar security of principal. These 
first two characteristics of a good in- 
vestment are so closely related that 
they are inseparable. If the security 
of principal is very good, the rate of 
return is bound to be only moderate, 
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and if the security of principal is not so 
good, the rate of return tends to be 
correspondingly higher. 

So far as the third and least impor- 
tant characteristic of a good investment 
is concerned, real estate appears to be 
at a disadvantage. There is no free 
buying and selling of real estate as 
there is of listed stocks and other se- 
curities. But, this very quality has 
much to recommend it. It is not as 
easily borrowed upon as a security 
with a ready market, which serves as a 
protection against rash and impulsive 
ventures. It does not have a due date, 


as has a bond, and may therefore re- 
main a satisfactory investment through 
several lives, and finally be sold at a 
great profit to the beneficiaries. It al- 
lows an individual control entirely im- 
possible in most. other types of per- 
manent investment, such as shares of 
stock in a corporation. 

One of the greatest Americans, 
Theodore Roosevelt, once said: “ Every 
person who invests in well-selected real 
estate in a growing section of a pros- 
perous community adopts the surest and 
safest method of becoming independent, 
for real estate is the basis of wealth.” 


An Organized Real Estate Securities Exchange i 


By Cyrus C. Mrz 
President, New York Real Estate Securities Exchange, Incorporated, New York City 


URING the last twenty years it 
has been apparent with ever 
increasing clearness to students of the 
problem that the old way of handling 
real estate in the cities in single, small 
parcels by single owners, was passing. 
Increasing demand for better housing 
conditions produced buildings erected 
on larger ground areas and created 
larger units. Office buildings and 
industrial buildings increased in cost 
and size in the same way. This cost 
became greater than the average buyer 
could pay, so that the builder, in order 
to recover his capital from the opera- 
tion for use in other operations, had to 
devise some way of splitting up the 
ownership, in order to make it possible 
for the small buyer to contribute his 
money to the enterprise. 

The method came into use of having 
multiple owners of the property, 
either in participation in the ownership 
of the fee, in the ownership of the stock 
of the corporation owning the property, 
or in the ownership of small certificates 
based on mortgages on the property. 
It received public favor, and many 
millions of dollars’ worth of such 
securities were sold. However, it was 
found that the plan had two weak- 
nesses. One was that there was no 
organized body, in which the public 
had confidence, to give approval to 
such certificates before they were sold, 
and the other was that there was no 
market in which to sell them. The 
only course the holder had was to hold 
them until maturity and to return them 
to the issuing house with the request 
that the house buy them, or to get such 
price as he could from a private buyer. 
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This lack of market had the effect 
of locking up many millions of dollars 
invested in such securities and render- 
ing them frozen. A vast amount of 
capital at present is locked up in these 
securities, which are comparatively 
unmarketable and are not available as 
collateral in banks. The organizers of 
the Real Estate Securities Exchange 
hope to afford a place where the public 
may trade in safety in real estate 
securities, and where such securities 
will be liquid sə as to be sold or used as 
collateral. 


REAL ESTATE as AN INDUSTRY 


Real estate, as operated in the large 
cities at least, is an industry—the 
largest basic industry in the country. 
Other industries, such as railroads, 
commercial companies, and the like, 
carry on their business from the money 
received from the public by the sale 
of their securities, which securities in 
turn are readily salable on a public 
exchange, such as the New York Stock 
Exchange and the New York Curb 
Exchange. In the competition with 
such companies for the dollar of the 
public, real estate was at a disadvan- 
tage, as there was no means in existence 
whereby its securities could readily be 
bought and sold. It was recognized 
that the continuance of such conditions 
would hamper the development of the 
industry. 

As real estate operations grow larger, 
corporate ownership and management 
must become more common. One 
result of this will be the elimination of 
waste in real estate. One might state 
without exaggeration that no other 
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industry could suffer the waste from 
inexperienced ownership, speculative 
and costly building, poor architecture, 
neglect, diversion of revenues, injurious 
neighborhood buildings, and other 
causes too numerous to mention, and 
still survive. Corporate management, 
with adequate capital, trained execu- 
tives, able and experienced architects 
and engineers, will have the effect of 
creating and preserving values. The 
standardization of the planning, con- 
struction, and management of real 
estate Improvements will follow. 

Of all the large industries, real estate 
alone has no securities index. The 
securities handled on the Exchange 
should represent a large percentage of 
the investments in real estate in the 
United States and should make avail- 
able an index comparable to the other 
group investment indexes made pos- 
sible by the listings of the New York 
Stock Exchange and other exchanges. 
Such an index will be invaluable in 
measuring relative national investment 
positions of the various groups and will 
serve to indicate the national flow of 
investment capital into well-defined 
channels. It should serve as a barom- 
eter to the national condition of the 
real estate industry and to the eco- 
nomic condition of the nation. The 
existence of such a barometer should 
serve both as a check against cver- 
building and as an additional safeguard 
in providing at all times adequate 
housing and office facilities. 


PURPOSES AND OBJECTS OF THE 
EXCHANGE 


For these reasons the New York 
Real Estate Securities Exchange, In- 
corporated, was formed. It was spon- 
sored by the Real Estate Board of 
New York, Incorporated, an organi- 
zation which has in its membership 
most of the prominent real estate 
owners and dealers in New York City. 


The purposes and objects of the Ex- 
change, as expressed in its charter, are: 


First. To facilitate the negotiation, sale, 
and transfer of all stocks, bonds, and any 
or all other securities pertaining to or con- 
nected with real estate, the financing of real 
estate transactions or issuing out of real 
estate. 

Second. To afford a market and maintain 
a regular place for the sale, transfer, or 
other disposition of any such stocks, bonds, 
or other securities. 

Third. To make investigations of any 
real estate transaction in connection with 
which any bonds, stocks, or other securities 
may be sold or offered for sale or listed or 
offered to be listed upor: the Exchange, and 
to take such steps as may be expedient or 
advisable to prevent the sale, transfer, 
or other disposition of any such stocks, 
bonds, or other securities as may be 
prejudicial to the public welfare or to real 
estate or to the Exchange. .. . 

Fifth. To do all and everything neces- 
sary, suitable, advisable, and/or proper 
for the accomplishment of any of the pur- 
poses, or the attainment of any of the 
objects, or the furtherance of any of the 
powers hereinbefore set forth. 


The Exchange is located at twelve 
East Forty-first Street, New York 
City, and is equipped with administra- 
tive offices and a floor for trading 
similar to the New York Stock Ex- 
change or the New York Curb Ex- 
change, although on a smaller scale. 
The rules are similar to the two ex- 
changes named. 


QUALIFICATIONS FOR MEMBERSHIP 


The qualifications for membership 
are as follows: 


Section 1. No person shall be eligible for 
membership whether by original applica- 
tion, by transfer, or otherwise, unless he 
be a citizen of the United States, at least 
twenty-one years of age, and a member in 
good standing as an Active Member, Class 


1 Constitution af the Real Estate Board of 
New York Exchange, Inc., pp. 3-4. 
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A or Class B, Borough Broker Member, 
Non-Resident Broker Member, Sustaining 
Member, Contributing Member, Class A 
or Class B, or Honorary Member of The 
Real Estate Board of New York, Inc. 

Section 2. The number of members of the 
Exchange shall be 500, which shall consti- 
tute the original membership. This num- 
ber shall not be increased except upon 
action by the Board of Governors which 
shall determine the number by which the 
membership may be increased and pre- 
scribe the conditions of admission, except 
that the price of such membership fixed by 
the Board of Governors shall not be less 
than the price of original memberships. 
Such action must be submitted to the mem- 
bers of the Exchange at a regular meeting 
or at a special meeting called for that pur- 
pose and approved by a two-thirds’ vote. 
(Temporarily, by resolution of the Board of 
Governors, the membership of the Ex- 
change has been limited to 250.] 

Section 3. There shall be paid to the 
Exchange by original members such sum 
as may be fixed by the Board of Governors, 
which may include the initiation fee. 
Members admitted by transfer shall pay to 
the Exchange an initiation fee of one 
thousand dollars, except as hereinafter 
provided. [The membership fee is $5,000; 
the annual dues are 8800. For the first 
500 members, the initiation fee is included 
in the membership fee.] 

If and when the number of members 
shall be increased over 500 by action taken 
under the preceding section of this Article, 
the Board of Governors may fix an initia- 
tion fee in excess of one thousand dollars for 
members thereafter admitted and however 
admitted. 

Section 4. If the initiation fee of an 
applicant for admission to membership is 
not paid within three days after his election 
and notification by the Secretary, such 
election: shall be void. 

Sectton 5. No person shall be deemed a 
member nor exercise the privileges of 
membership unless and until he shall have 
subscribed his name to the Constitution 
and pledged himself to be governed by the 
same and by any amendments or additions 
theretofore or thereafter made, and to 
abide by any and all rules of the Board of 


Governors and rules and regulations made 
or adopted pursuant to the Constitution, 
and all decisions, orders, directions, and all 
regulations made or adopted under the 
authority thereof, and unless he continues 
to be a member in good standing of The 
Real Estate Board of New York, Inc., as 
provided in Section 1 of this Article, so long 
as he is a member of this Exchange. 


If the applicant is a Real Estate 
Broker, Mortgage Loan Broker, Agent, 
Appraiser, or Auctioneer, with business 
headquarters in the Borough of Man- 
hattan, city of New York, he must 
apply for Active, Class A membership, 
unless he happens to be a partner or an 
officer in a firm which is already repre- 
sented by one or more Active, Class A 
members, in which case he is eligible 
to Active, Class B membership. 

If the applicant is a Real Estate 
Broker; Mortgage Loan Broker, Agent, 
Appraiser, or Auctioneer, whose main 
office and main business is in any other 
borough of the city of New York except 
Manhattan, he must apply for either 
Borough Broker membership or Active, 
Class A membership. 

If the applicant is a Real Estate 
Broker, Mortgage Loan Broker, Agent, 
Appraiser, or Auctioneer, whose busi- 
ness is conducted wholly or mainly 
outside of the city of New York, he 
must apply for either Non-Resident 
Broker membership or Active, Class A 
membership. 

If the applicant is not a Real Estate 
Broker, Mortgage Loan Broker, Agent, 
Appraiser, or Auctioneer, he must apply 
for either Sustaining membership; 
Contributing Class A membership, or 
Contributing Class B membership. 


Tue COMMITTERE on Lisrina 


Before a security may be traded in 
on the floor of the Exchange as a 
listed security, it must be approved by 
the Committee on Listing. For tem- 
porary trading, however, some securi- 
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ties are granted the privilege of being 
traded in on the floor, but it is under- 
stood that such privilege does not have 
the weight and the value which pertain 
to a security which has been listed 
after being scrutinized, investigated, 
and approved by the Committee on 
Listing. When an issue is presented 
to the Exchange for listing, it is re- 
ferred to the Committee on Listing. 
The latter investigates to determine 
whether or not the security on which 
the issue is based is adequate. For 
this purpose, it has the real property 
appraised by appraisers from the Real 
Estate Board of New York in New 
York City, or similar organizations in 
other cities, whose names are guaran- 
tees of ability and good faith. In 
addition, the financial condition, finan- 
cial history, and personnel of the person 
or corporation offering the issue for 
listing are required and examined. 
Upon these data, if the Committee on 
Listing is satisfied with the soundness 
of the security on which the issue is 
based, it will list the issue and allow it 
to be bought and sold on the Ex- 
change. The theory of the application 
is based on the idea that it shall con- 
tain information respecting the corpora- 
tion desiring to list its securities. An 
investor may upon investigation form 
his own idea of value. 

The Exchange tries to stand be- 
tween the listing owners and the public, 
as well as to safeguard the interests of 
the dealer and the investor; but the 


Exchange assumes no responsibility as 
to the legality of the issue of securities 
or as to the statement of facts contained 
in the application, or because of the 
fact that it has allowed a security to be 
listed. However, it endeavors to make 
a thorough examination of the state- 
ments submitted in order to protect 
the public in such securities as may be 
listed. In conclusion, it is expected 
that all information received by the 
Committee on Listing will be available 
to the public, and that the Committee 
will not receive any statements with 
respect to a corporation that cannot be 
printed in a listing application or be 
accessible to the members of the 
Exchange. - 

Under the final plans for the Ex- 
change, a clearing house will be set up 
for the purpose of acting as the common 
agent of the members in receiving and 
delivering the securities handled. The 
hours for the transaction of business on 
the floor will be from 10 a.m. to 8 p.m., 
excepting on half holidays, when the 
Exchange will close at noon. A fine 
of twenty-five dollars may be imposed 
on members who make offers or bids 
before or after these hours. Loans of 
money or securities may, however, be 
made after the official closing of the 
Exchange. 


Commission RATES 


The schedule of commissions for the 
execution of orders on the Exchange is 
as follows: 


(a) On business for parties not members of the Exchange, including joint account transac- 
tions in which a non-member ts interested; and on transactions for partners or officers of 
corporations, of which a member is an officer, not members of the Exchange: 


On Stocks 


Price 
Selling under 50c. . 


Selling at 50c and above, but under $1.... 
Selling at $1 and above, but under 10.... 
Selling at 10 and above, but under 25.... 
Selling at 25 and above, but under 50.... 


Rats per share 


eaha Sed totes Nee As mutually agreed 
Sees seseeeecesses + Not less than 8e 
EE TEE E Not less than 736e 
POENE EE EEE Not less than 12}4c 
Taran Ea aa Not less than lic 
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Price Rate per share 
Selling at 50 and above, but under 75...... 6 6.0 cece eee eeee Not less than 1744c 
Selling at 75 and above, but under 100............. 0c cece eee Not less then 20c 
Selling at 100 and above, but under 200... ..........0000 05 ca aees Not less then 25e 
Selling at 200 and above, but under 250 2.1... eee eee eee eee ees Not less than 80c 


For each additional $50 in price, öc additional, provided, however, that on every trans- 
action which involves an amount of $15 or more, the minimum commission shall not be 
less than $1.00. 


On Bonds 
Not less than $2.00 per $1,000 par value. 
On Subscription Rights 

Price Rate per right 
Selling ider Geerars a vise eehs otadege wees Geet setts Gel y As mutually agreed 
Selling at 50c and above, but under $1... 2.2.0.0... 0... e cece eee Not less than 3c 
Selling at 81 and above, but under 6........... 0. ccc ccc eens Not less than 6c 
Selling at 6 and above, but under 10.............. ccc eee eee Not less than 735e 
Selling at 10 and above............ ec cece cee eee eee eee nees Not less than 15c 


(b) On business for members of the Exchange when a principal ts not given up: 


On Stocks 
Price Rate per share 
Selling under 50c.. 0.0... cece ccc ee eect eee e eee eeeee .As mutually agreed 
Selling at 50c and above, but under 8]....... ccc e cece eee ees Not less than 34e¢ 
Selling at 81 and above, but under 10................ cc cee eee Not less than 134c 
Selling at 10 and above, but under 125.....................0005 Not less than 834c 
Selling at 125 and above., vss ..03 cme eivinGeenhs Marads wn ales ee Not less than 5c 
On Bonds 
Not less than 80c per $1,000 par value. 
On Subscription Rights 
Price Rate per right 
Selling at:506 aera peie a ae La alee Palas EE oes gels As mutually agreed 
Selling at 50c and above, but under $1........ e Heeb ee es Not less than 34e 
Selling at $1 and above, but under 5.......... 0. cece eee neces Not less than 1}4c 
Selling at 5 and above, but under 10............ ccc cee eevee Not less than 134c 
Selling at 10 and above........... cece cece ee eee AEE onions Not less than 334c 
(c) On business for members of the Exchange when a principal is given up: 
On Stocks 
Price Rate per share 
Seling at 606+ 5.0 a nie oot ety Sask Sia eed wien oie oon As mutually agreed 
Selling at 50c and above, but under 81.......... cece eee eee nee Not less than ge 
Selling at $1 and above, but under 10............ 0. e eee e eee Not less than lic 
Selling at 10 and above, but under 125............... cee ee eee Not less than 2l4c 
Selling at 125 and above... 1... ccc cece eet a cent eee Not less than 8c 


Except that when the amount dealt in is less than 100 shares of stock odd lots of the 
commission shall not be less than lc per share on stocks selling below $10 per share and 
2c per share on stocks selling at $10 per share and over. 


On Bonds 
Not less than 40c per $1,000 par value. 
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On Subscription Rights 


Gelling at 500... 00. cee cece eeee eee cee 


Selling at 50c and above, but under $1 


Selling at $1 and above, but under 5.. . 
5 and above, but under 10... 


Selling at 
Selling at 10 and above 


bis Seto E ta Mave biavee Not less than 3c 
Sadia Pata sand deeb Not less than 13e 
Eee shee ahs HO mete a Not less than 246e 


Rate per right 


arate ra saey Siam ule ea Tens As mutually agreed 


mae ae tae a Not less than 4c 


(d) On bonds or notes having five years or less to run: 

Such rates to members or non-members as may be mutually agreed upon; provided, 
however, that the Committee on Commissions may determine special rates on any of said 
securities, reporting the same to the Board of Governors.? 


The unit of trading in bonds will be i 


one thousand dollars in par value 
thereof. In the case of stocks selling 
at fifty cents a share and over, the unit 
of trading will be one hundred shares. 
In the case of stocks selling below fifty 
cents, the unit will be one thousand 
shares. 


GOVERNMENT OF THE EXCHANGE 


The government of the Exchange is 
vested in a Board of Governors com- 
posed of twenty-one members. An 
Executive Committee of the Board of 
Governors consists of the President, 
the Chairman of the Board, the Vice- 
President, the Secretary, and the 
Treasurer, of the Exchange, and two 
other members of the Board of Gover- 
nors. 

The Standing Committees are: 

(1) A Finance Committee, to con- 
sist of five members and the 
Treasurer. 

(2) A Committee on Commissions, 
to consist of five members. 

(3) A Committee on Membership, 
to consist of nine members. 

(4) A Committee on Listing, to 
consist of seven members. 

(5) A Committee on Securities, to 
consist of five members. 

(6) A Committee on Business Con- 
duct, to consist of five mem- 
bers. 


(7) An Arbitration Committee, to 
consist of five members. 

(8) A Law Committee, to consist of 
five members. 

(9) A Committee on Constitution, 
to consist of five members. 

(10) A Committee on Arrangements, 
to consist of seven members. 

(11) A Committee on Quotations, to 
consist of five members. 

(12) A Committee on Clearing 
House, to consist of five 
members. 

Special Committees may be ap- 
pointed from time to time, as occasion 
requires. 

An eminent authority has computed 
our annual expenditures for real estate 
as follows: 


Real estate interests operating in their 
respective fields have built our cities and 
our suburbs, and during the last five years 
have added, it is estimated, approximately 
$10,000,000,000 of new value each year in 
new buildings of all kinds—85 per cent, or 
88,500,000,000, for residential construction; 
20 per cent, or $2,000,000,000, for public 
works and public utilities; 20 per cent, or 
$2,000,000,000, for industrial buildings; 15 
per cent, or $1,500,000,000, for commercial 
buildings; 6 per cent, or $600,000,000, for 
educational buildings; and 4 per cent, or 
400,000,000, for hospitals and institutions. 
Add to this at least $2,500,000,000 for 
ground value, and the annual capital re- 
quirements to finance the real estate opera- 


2 Constitution of the Rea] Estate Board of New York Exchange, Inc., pp. 52-54. The rate on 
bonds has lately been increased to $8.50, $1.25, and 75c, respectively, per $1,000 par value. 
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tions per year in the United States have 
reached the large total of $12,500,000,000. 
Of this amount perhaps $500,000,000 should 
be deducted as being represented by the 
exchanges of real estate, leaving $12,000,- 
000,000 to be financed yearly by cash or 
mortgages or contract. ... 

With so large amount of operations put 
out annually in the form of credit primarily 
in bonds, I am in a position, in fact know, 
that it would help their salability, likewise 
their use as collateral at banks, if those that 
met the test could be listed upon some 
exchange and an active trading market 
established.* 


It mustybe evident that the capital 
requirements for such operations must 
be met more and more by the sale of 
securities to the public. One of the 
new sources of supply for money for 
real estate operations will be what may 
be called seasonal money. 

Many merchants require capital 
during their busy seasons, but allow it 
to lie idle in the banks between such 
seasons. If they are satisfied that in 
real estate securities there is a larger 
rate of interest and that they can resell 
them readily, such seasonal money 
will be brought into the real estate 
market where it has never been 
before. 

It might be well to discuss the value 
of membership in the Exchange to 
real estate men outside of New York 
City. As the Exchange is national in 
scope, it follows that securities of real 
estate in Maine, California, Oregon, 

3 From a recent address by Mr. George B. 


Caldwell, Vice-President of the United States 
Bond and Mortgage Corporation. 


and other localities, will be listed as 
well as those in New York City. The 
prestige of belonging to the Exchange 
in New York will be of value to the 
dealer operating outside of New York 
City. Also, he will represent com- 
panies in his locality whose securities 
are listed on the Exchange. He will be 
entitled to buy and to sell securities 
on the Exchange for investors in his 
neighborhood, and to participate in the 
commissions. 

The Exchange is now in actual 
operation. While its early weeks have 
been very gratifying to its sponsors, it 
is having the experiences which it 
anticipated in its announcement pub- 
lished before it began operations. 
Such experiences are welcome, and will 
result in the increasing usefulness of 
our organization to the public. 

In organizing the Exchange, its 
members have put forth on an un- 
charted sea, but it is the result of well- 
nigh irresistible forces whose moving 
principles are well known. Confident 
of its success, they realize that only 
through the experience gained from 
actual operation will the maximum 
results of their ambition be attained. 
The day of collective ownership has 
come for real estate as well as for other 
industries. In the competition for the 
public’s dollar, real estate cannot afford 
to do less for the public than other 
industries do. By the organization of 
exchanges on which their securities are 
sold, they give the public liquid securi- 
ties. Real estate is preparing to do 
the same. 


English Professional Societies in Real Estate 


By H. Morton Boprisu 


Assistant Professor of Economics, Northwestern University; Director, Consultation 
Bureau, National Association of Real Estate Boards, Chicago, Ilinois 


HE real estate business as an or- 

ganized occupation is somewhat 
more specialized and is considerably 
older in England than in the United 
States. In general, the business has 
matured in that country. It is char- 
acterized by less frequent alienation of 
land; more term contracts, such as 
leases; less subdividing, or estate devel- 
opment, as it is called there; and more 
attention to the management aspects of 
the business. Finally, real estate op- 
erations in England are considerably 
more complex than in this country 
because of numerous legislative require- 
ments, such as rent acts, peculiar rating 
and valuation statutes, town planning, 
and housing regulations. 


Tue Rear Estate Business IN 
ENGLAND 


Thus, the maturity of the real estate 
business in England furnishes the back- 
ground for English professional so- 
cieties. These societies are of interest 
in so far as they may indicate possible 
trends in this country, as our real estate 
business shifts from the pioneer devel- 
opment stage to an operation or B 
management basis. 

The English societies will be de- 
scribed as they are now organized and 
functioning, with particular attention 
to the examination system, which is the 
heart of the English professional idea. 
The general scope and type of the busi- 
ness in England will be indicated as the 
individual societies are described. The 
officers and membership of English 
societies consider their business dis- 
tinctly a profession and feel that 
through the societies they have at- 
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tained a professional status. These 
societies do not include all those en- 
gaged in the business, but like trade 
organizations in this country they do 
include the eminent practitioners and 
most of the prominent individuals in 
the business. 

There are four important so-called 
professional societies operating in the 
British Isles. Three of them are ma- 
ture and are generally regarded as the 
leaders. Their standards and actions 
dominate the business. The oldest 
and the first to acquire a “professional” 
basis is the Surveyors’ Institution. 
The others are: the Auctioneers’ and 
Estate Agents’ Institute of the United 
Kingdom; the Land Agents’ Society; 
and the Incorporated Society of Auc- 
tioneers and Landed Property Agents. 
For brevity, these will be spoken of as 
“the Surveyors’ Institution,” “‘the 
Institute,” “the Land Agents’ So- 
ciety,” and “the Incorporated So- 
ciety.” These abbreviations are in 
accordance with general parlance in 
England. It should be noted here that 
many individuals hold membership in 
two, and in rare cases three, of the so- 
called professional bodies. As our 
English friends continually speak of the 
business as “the profession,” the fol- 
lowing descriptions will use the word 
as they use it, although there are some 
needed qualifications which will be 
pointed out later. 


Tus Surveyors’ INSTITUTION 


The term “surveyor” as used by the 
Surveyors’ Institution! has a breadth 


1 The society occupies an extensive and m- 
viting building at 12 Great George Street, West- 
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not customary in the United States. 
The bounds of the profession are sug- 
gested in the following excerpt from its 
charter: 


[Surveying is] the art of determining the 
value of all descriptions of landed, mineral, 
and house property, and of the various in- 
terests therein; the practice of managing 
and developing estates; and the science of 
admeasuring and delineating the physical 
features of the earth and of measuring and 
estimating artificers’ work. 

The older and the more popularly 
known branch of the work, the measur- 
ing of tracts of land, is practically con- 
fined to the measuring of parcels for 
building development. 

The activities of the members of the 
Surveyors’ Institution can be classified 
in four groups. The intending sur- 
veyor chooses the one which he prefers 
to follow, and his training depends to a 
considerable extent upon his decision. 
Naturally, these subdivisions reflect 
the specialization which takes place 
within the organization itself. 

Land Agency. The management of 
country estates, which requires a 
knowledge of agriculture, forestry, land 
drainage, tenant-right valuations, con- 
struction and upkeep of farm buildings, 
law and procedure with regard to im- 
perial and local taxation, the Agricul- 
tural Holdings Acts, and other statutes 
dealing with agricultural land. 

Valuation of Urban Agency. The 
management and the development of 
urban estates, town planning, road- 
making, sale and letting of house and 
commercial property, dilapidations, su- 
pervision of repairs, sanitation, valua- 
tions, Acts of Parliament dealing with 
buildings, and so forth, in towns. 

Building and Quantity Surveying. 


minster, London. I have given the address of 
the principal offices of the several societies, 
although I hope that our very courteous English 
friends will not be imposed upon by too extended 
inquiries. 


For this division is needed a knowledge 
of building construction and the prep- 
aration of builders’ quantities, ebility 
to advise on alteration of buildings, to 
supervise building and sanitary works, 
to advise on party-walls, air and light, 
and so on, or to settle building contracts. 

Mining Surveying. This division is 
the most clearly specialized of the four. 
It involves advanced technical knowl- 
edge of surveying and training in min- 
ing law, geology, and so forth. 

In actual practice members of the 
Surveyors’ Institution often combine 
Land Agency with Urban Agency or 
Urban Agency with Building and 
Quantity work. 


HISTORY or THE SURVEYORS’ 
INSTITUTION 


The Surveyors’ Institution is the 
oldest of the professional societies. 
Its standards are possibly the most 
exacting and many of its policies are 
followed in substance by the other so- 
cieties. Its history is pertinent, there- 
fore, as illustrative of the story of the 
evolution of the English professional 
society. 

The business of the land, its manage- 
ment, development, and treatment of 
the interests therein, emerged about 
sixty-five years ago as a distinctly 
specialized undertaking or business. 
The introduction of railways, land en- 
closures, and great industrial develop- 
ment of urban areas had created the 
opportunity for specialized services. 

The initial organization of men deal- 
ing distinctly with problems of the land 
other than agricultural procedure seems 
to have occurred in 1792.2 A small 
group of architects and surveyors, 
mainly from the great city companies 
in London, comprised its fifteen mem- 
bers. This organization still flourishes 

2 The architects and engineers in England 
established professional societies in 1818 and 
1884, respectively, 
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and includes among its members lead- 
ing architects and building surveyors. 
It bears its original name—the Sur- 
veyors’ Club. 

In 1834, the Surveyors’ Club was 
followed by the Land Surveyors’ Club, 
which also still exists. In addition to 
general practice, its membership has 
been largely concerned with the man- 
agement of large country estates. A 
similar body, called the Surveyors’ As- 
sociation, was founded in 1864. 

No one of the above organizations 
was a distinctly professional society, 
nor was its membership open to every- 
one in the country who was properly 
qualified. 

In 1868, the Surveyors’ Institution 
wasfounded. The time was opportune 


because of demands on surveyors dur- 


ing the agricultural and the other 
prosperous developments of the mid- 
Victorian age. Population was in- 
creasing rapidly and the committee 
rooms of both houses of Parliament 
were full to overflowing with private 
bills for town improvements, railway, 
dock, and harbor extensions, and the 
enlargement of borough areas—matters 
which brought surveyors from all parts 
to London either in support or in oppo- 
sition. Professional friendships were 
formed out of these contacts, and these 
provided the foundation upon which 
the new society was built. 

A Royal Charter was granted to the 
society in 1881, and in the same year 
the examination system was instituted. 
At that time, qualification by examina- 
tion was rather unique. By statutory 
regulation, the professions of law and 
medicine could be entered only through 
examination. Apparently the practi- 
cal man favored practical qualification 
only, fearing that the examination 
system might separate practice from 
theory. As the tests apply largely to 
theory, the provisions regarding actual 
experience are rigidly enforced. 


In 1881, only fifteen candidates pre- 
sented themselves for examination. 
A transition period ended in 1891 when 
no admissions other than by examina- 
tion were permitted. It seems that 
the grant of the Royal Charter in 1881 
was indirectly conditioned on the un- 
derstanding that as soon as practical 
all members entering the Institution 
should be required to attain profes- 
sional knowledge, proof of which could 
be given only in the examination hall. 

Since the modest start in 1881, over 
20,000 candidates have presented them- 
selves for the professional examina- 
tions; of this number, about 12,500 
have been successful. To the foreign 
observer, it is difficult to estimate the 
effect on the profession of the concen- 
tration and the study represented by 
these efforts. Even the unsuccessful 
must have benefited by their studies, 
and the general standard of knowledge 
and attainment must have been raised 
to the benefit of the public. 

In 1928, fourteen hundred candidates 
submitted themselves to eighty ex- 
aminers, and only a little over fifty 
per cent were passed. The Institution 
feels that the proper qualification of 
members has an important bearing 
on the high professional standards 
which it demands of the “Chartered 
Surveyor.” To the employing public, 
the designation is a guarantee of 
integrity as well as of efficiency. 

One additional development of the 
examination system may be mentioned 
here. Triennially, and sometimes 
more frequently, examinations are 
held for special diplomas. These ex- 
aminations supposedly afford a severe 
test of the candidate’s knowledge of 
theory and practice in a particular sub- 
ject, and the possession of a diploma 
indicates unusual proficiency in that 
subject. Special diplomas may be 
obtained in Land Surveying, Forestry, 
Sanitary Science, Rating (tax valua- 
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tion work), and Valuation. The ad- 
ministrative officers of the Institution 
consider that the study and the ap- 
plication necessary to the acquiring of a 
diploma are of as great importance to 
the member as the diploma itself. 


MEMBERSHIP IN THE SURVEYORS’ 
[INSTITUTION 


The total membership of the Institu- 
tion is over seven thousand, and consists 
of four classes: Honorary Members, Fel- 
lows, Professional Associates, and As- 
sociates. Probationers and students 
are considered as attached to, rather 
than as members of, the Institution. 

Fellows. Members of the class are 
over thirty years of age and have passed 
the final examination following stu- 
dentship, or the direct fellowship ex- 
amination in some cases. Prior to 
election as a Fellow, the candidate 
must have held for five years “a posi- 
tion of complete responsibility equiva- 
lent to that of a principal in an es- 
tablished business.” 

Professional Associates. This class 
of members must be twenty-one years 
of age and must have passed prelimi- 
nary, intermediate, and final examina- 
tions. Holders of university degrees 
whose studies have pertained to sur- 
veying are admitted to this class upon 
a single final examination. Further, 
they must be engaged in professional 
work as surveyors, a condition which 
applies also to Fellows. 

Associates. Persons over twenty- 
one years of age, not surveyors by pro- 
fession, but whose pursuits are such as 
to qualify them to coéperate with sur- 
veyors in the advancement of profes- 
sional knowledge, are placed in this 
group. ` 

Students. This group has passed the 
preliminary examination, or one of the 
exemption school examinations, and 
must be engaged as pupils or assistants 
in the office of a member of the Institu- 


tion or must be studying, with a view 
to entrance into the prefession, at such 
places of professional irstruction as are 
approved by the Institution. 

Probationers. Stud2ntship expires 
at the end of the twenty-first year. 
Such persons, together with these hav- 
ing passed the interm=diate examina- 
tions, are probationers. They cannot 
remain in this class in excess of five 
years, or three years after passing their 
intermediate examinat on. 

Honorary memberstips need no ex- 
planation as they are ior persons who, 
either by reason of the r position or ex- 
perience, or their eminence in science, 
can render assistance in promoting the 
objects of the Institution. Election to 
membership is by ballot of all the cor- 
porate members. All Fellows, Profes- 
sional Associates, anc Associates are 
required to attend a meting within the 
year for formal intrcduction and to 
sign the register. They are also re- 
quired within the same period to con- 
tribute an original paper on a subject 
connected with the profession, or to 
make a donation to tke library fund. 

Under some conditions the Council 
may, by a three-fourtis vote, dispense 
with the examination in favor of a 
candidate of exceptional stancing and 
experience as a surv=yor, holders of 
official appointments zs surveyors, and 
so forth. The granting of such mem- 
berships is quite infreyuent. 

The Council has tke right to expel 
from the Institution any Fellow, Pro- 
fessional Associate, cr Associate who 
has been convicted of any felony, 
larceny, embezzlement, or misde- 
meanor, or who violates any of the rules 
of the Institution. To be adjudged 
bankrupt or to make a composition to 
creditors is cause fcr expulsion. Of 
course, any violation of the fundamen- 
tal rules of the Institution is similarly 
punishable. The fundamental rules 
deal with professional conduct, particu- 
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larly in regard to charges for services 


and discounts or allowances in connec- | 


tion with professional business. 

It is significant to note that any ten 
members can request an inquiry into 
the conduct of a member, and proceed- 
ings are prescribed for the inquiry and 
the discipline. 

Membership in the Surveyors’ In- 
stitution is evidenced by a diploma of 
membership, which remains the prop- 
erty of the Institution and is recalled in 
the event of cessation of membership 
for any cause. 

Entrance fees and annual subscrip- 
tions are charged. Annual subscrip- 
tions may be omitted to Fellows or 
Professional Associates who, after a 
long professional career, are unable to 
continue to practice or to continue to 
remit annual subscriptions. 


EXAMINATIONS 


The Institution definitely encourages 
university work in preparation for the 
profession. It grants annually two 
very substantial fellowships to candi- 
dates selected by competitive examina- 
tion. Special degree-holders’ examina- 
tions are held, and a candidate can thus 
become a Professional Associate without 
the period of several years necessary 
to non-degree holders. Candidates 
who have passed the B.Sc. (estate 
management) examinations of the 
Universities of London and Cambridge 
are exempt from all professional ex- 
aminations. It should be noted that 
regardless of educational qualifications 
the student must acquire practical ex- 
perience in the office of a qualified sur- 
veyor. Two years is the minimum, 
and it is generally “articled pupilage.” 
In other words, premiums are paid for 
this training, some running as high as 
three hundred guineas, although small 
salaries are frequently paid by the prin- 
cipal in the second and third years. 

From his investigation, the writer 


gathered that the educational or the 
training requirements of the Surveyors’ 
Institutior were the most exacting of 
the several societies. The Institution 
is open to women, although as yet there 
is only a small number of qualified 
women surveyors. They are working 
primarily at personalty valuations and 
house property management. 

Fellows and Professional Associates 
use the inizials F. S. I. and P. A. S. I., 
respectively, after their names, and may 
stylethemselves“‘chartered surveyors.”? 

The Institution considers that the 
possession of a recognized qualification, 
membership in a well-trained and pro- 
fessional body, can but lend authority 
to the surveyor’s views and increase his 
opportunities. The charter and by- 
laws provide for members in the col- 
onies, and they are also privileged to 
use the initials F. S. I. 

In election to the Institution for the 
first time, or in the transfer from one 
class to another, the name of the candi- 
date must be sponsored by six Fellows, 
or four Fellows and two Professional 
Associates. Four members of the 
Council, including the president, may 
also suffice. Always such sponsorship 
involves personal acquaintanceship 
and certification of the candidate’s 
qualifications. 


ORGANIZATION AND WORK 


The affa:rs of the Institution are 
under the management of a Council, 
elected annually by ballot of all cor- 
porate members.‘ The Council is ad- 


3 In general, the work of the surveyor involves 
the sale, manazement, development, and valua- 
tion of property of every description, rural and 
urban, land, buildings, and minerals, negotiation 
and settlement of disputes over boundaries, 
light and air caims, landlord and tenant rights, 
and so forth. 

‘Obviously I have drawn heavily upon the 
printed materials of the societies, in several 
cases including the complete substance of their 
statements where personal investigation has 
confirmed their correctness. 
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vised by the county branches and a 
number of standing and special com- 
mittees appointed to consider the vari- 
ous matters referred to it. Its work 
includes examination of Parliamentary 
bills affecting valuation, management, 
the development of landed property, 
and various interests therein; prepara- 
tion of memoranda, and submission of 
evidence for the use of government 
departments, royal commissions, and 
departmental and other committees in 
connection with matters upon which 
the collective knowledge of the profes- 
sion would prove of assistance; and the 
rendering of advice to imperial or local 
authorities when called upon to do so 
by statute or otherwise. 

In addition to its activities in the 
advancement of the public interest, 
the Council has continually in view the 
elevation, ethical as well as intellectual, 
of the profession which it represents. 
It has afforded practical help to places 
of professional instruction, has founded 
scholarships, and has furthered tech- 
nical education generally. It has also 
felt it to be its duty strictly to ad- 
minister the rules of conduct which all 
members are required by the by-laws 
to observe. The Council has also, 
through its Professional Practice Com- 
mittee, used its influence in inspiring a 
high ideal of professional honor among 
members. 

The organization of the Institution 
includes a system of metropolitan and 
county branches,’ the object of which 
is to enable the Council to give the 
considered views of the profession from 
all parts of the country on matters of 
public interest; to afford opportunity 

5 There are twenty-four county branches 
scattered over England, Scotland, Ireland, and 
Wales. In many respects these branches re- 
semble the state associations found in our own 
real estate organization, although the relation- 
ship ‘between these county branches and the 


parent organization is much closer and inter- 
woven. 


for members generally to take an active 
part in the affairs of the Institution; 
and to assist the Council in ascertaining 
their local wants and wishes. The 
system includes machinery for local 
representation on, and succession to, 
the Council and the standing commit- 
tees and provides, in addition, oppor- 
tunities for the discussion of profes- 
sional questions and social intercourse 
at centers easily accessible to members 
in country districts. The affairs of 
each metropolitan and county branch 
are managed by an exe2utive ccmmit- 
tee, which is elected annually. 


Tue JUNIOR Mustines 


The junior meetings are established 
for the benefit of the younger members 
of the Institution, to bring them into 
closer touch with the Council, and by 
fostering among them an interest in 
professional affairs to prepare them for 
higher office in the future. The work 
of the junior meetings is administered 
by a representative central executive 
committee, which is responsible to the 
Council for their affars as a whole. 
Junior organizations in the county 
branches have been eszablished where 
justified by numbers. 

The fine home of che Institution, 
adjacent to the Parliament buildings, 
contains, in addition to offices, direc- 
tors’ rooms, conference rooms, and 
assembly hall, a most extensive library 
and collections which are germane to 
the work of the land agent. The loan 
library is independent of the general 
reference collection, and contains 
some sixteen hundred volumes, in- 
cluding all principal professional text- 
books, which may be borrowed by 
members according tc the prescribed 
rules. 

The fund provides jor the needs of 
members and their dependents who, by 
reason of age, sickness, or misfortune, 
are unable to support themselves. It 


Ne 
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is maintained entirely by voluntary 
contributions. 


ScHOLARSHIPS 


Two scholarships, of an annual value 
of £100 each, if held at Oxford or Cam- 
bridge, or at any other recognized uni- 
versity or affiliated college, and tenable 
for three years, are offered annually by 
the Institution. After completing his 
university course, the holder of a schol- 
arship must agree to “enter into Arti- 
cles,” or become otherwise profes- 
sionally engaged in the office of a 
chartered surveyor practicing in Great 
Britain and Ireland or, in suitable 
cases, in the dominions and colonies, 
and, in due course, to present himself 
for the examinations of the Institution, 
with a view to attaining membership. 
A portion of the scholarship emolu- 
ments is retained by the Council until 
the scholar has entered the surveying 
profession, when the accrued balance is 
turned over to him. 

A number of valuable prizes are 
offered in connection with the Institu- 
tion’s examinations. 

There are sixty-one volumes of trans- 
actions, presenting the papers read at 
general meetings since 1868; also. 
twenty-six volumes of professional 
notes, and eight volumes of the jour- 
nal. In 1921, the professional notes, 
which were formerly issued four times a 
year, were replaced by the present 
journal, which is published monthly. 
In these publications one can find ma- 
terials on practically any question of 
theory or practice connected with the 
profession. The journal is a very 
dignified publication, edited much in 
the same style as our professional 
economic publications. It contains 
articles on legal, operation, and pro- 
fessional matters, as well as organiza- 
tion data and notices of examinations, 
reviews, statistics, and English and 
Scottish law cases significant to the 


profession. Parliamentary bills are 
also included. Incidental publications 
include complete catalogues of the li- 
brary. The catalogue of the loan li- 
brary is in its seventeenth edition. 


THE AUCTIONEERS’ AND ESTATE 
Aqaents’ LystiruTEe 


This society ® is next in importance 
to the Surveyors’ Institution. Its 
membership is almost as large, number- 
ing 6,138 at the end of 1928. The 
membership falls into the following 
classes: 28 Honorary Members and 
Fellows; 3,591 Fellows; 1,176 Asso- 
ciates; 927 Licentiates; and 416 Stu- 
dents. 

Examination for membership in this 
society was made compulsory in 1921. 
Prior to that time, membership was 
through studentship and examination, 
or through extended practice. The 
beginning of the Institute proper was 
in 1886. The Articles of Association 
indicate the following objects: 


(a) To provide a central organization for 
auctioneers, estate agents and valuers, both 
men and women, and generally to do all 
such things as from time to time may be 
necessary to elevate the status and procure 
the advancement of the interests of the 
profession. 

(b) To provide for the better definition 
and protection of the profession by a system 
of examination and the issue of certificates 
of the results of examinations. Provided 
that the Institute shall not grant or profess 
to grant titles or diplomas. 

(c) To provide opportunities for inter- 
course among the members and to give 
facilities for the reading of papers, the 
delivery of lectures, and for the acquisition 
and dissemination by other means of useful 
information connected with the profession. 


6 The society and the executive staff are housed 
in their own building at 29 Lincoln’s Inn Fields, 
London, W. C. 2. The Institute building re- 
ceived a medallion from the Royal Institute of 
British Architects denoting it as the best building 
erected in 1924 within four miles of Charing 
Cross (this means central or business London). 
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(d) To watch over, promote, and protect 
the mutual interests of its members. 

(e) To establish, undertake, superintend, 
or administer any charitable or benevolent 
fund from whence may be made donations 

,or advances. 


The Institute * includes three general 
groups: auctioneers, estate agents, and 
valuers. Probably eighty-five per cent 
of the members conduct a general busi- 
ness which encompasses the three ac- 
tivities. Sale by auction of real estate, 
motor cars, furniture, and so forth, is 
much more extensive in England than 
in this country. This is particularly 
true of real estate. Auctions are con- 
ducted by reputable firms after wide- 
spread advertisement, and the assump- 
tion is that the maximum demand price 
is obtained in this manner. It is dis- 
tinctly not a liquidation or a forced sale 
process in most cases. The estate 
agent’s function involves management, 
direct sales (spoken of as sale “by 
private treaty”), and leasing. The 
valuing involves appraising all classes 
of property for individual contract, 
taxation, or rating purposes. The In- 
stitute excludes from its membership 
those engaged in any activities regarded 
as incompatible with the work of the 
profession. 

The seat of management of the In- 
stitute is in London, where the staff and 
the library are housed in a beautiful 
building designed for the work and 
owned by the Institute. The elabo- 
rate library, conference rooms, direc- 
tors’ rooms, assembly room, and general 


‘The original name was “the Auctioneers’ 
Institute of the United Kingdom,” and was 
changed March 6, 1912. Prior to 1912, the 
present Institute consisted of two bodies, 
namely, the Auciioneer’s Institute, and the 
Estate Agents’ Institute. The Auctioneers’ 
Institute is really the parent body of the two 
and was founded in 1886. 

3 There is a legal license requirement for auc- 
tioneers which does not apply to other phases 
of the profession. 


appointments are especially impressive 
to the foreign visitor. . 


OFFICERS OF THE INSTITUTE 


The officers include a president, 
vice-president, secretary, auditors, 
examiners, assistant examiners, and 
a Council. The Council, which is the 
important governing body, consists of 
thirty elected members and the past 
presidents. The president and the 
vice-president are selected from the 
Council and by the Council. Provi- 
sions are made for forfeiture of the 
Council seat for non-attendance of 
meetings, the rule even applying to 
ex officio past presidents.* The powers 
and the responsibilities of the Council 
are complete and subject only to the 
Institute in general meeting. 

Like the Surveyors’ Institution. the 
Institute has a number of branches. 
Membership in the Institute carries a 
simultaneous membership in the 
branches which deal primarily with 
matters of local interest. Several 
branches have local headquarters which 
operate their own auction marts, access 
to these facilities being restricted to 
members. 

In connection with the general work 
of the Institute, it may be noted that 
the branches report periodically. Half- 
yearly conferences are held between the 
Council and the branch chairman and 
secretaries. An annual dinner, pro- 
vincial meetings, branch meetings, and 
sessional meetings occupy a prominent 
place in the organization’s program. 

The Institute encourages organiza- 
tions composed of junior members. 
These members are largely individuais 

? The British tendency to insignia is noted in 
the annual report of the Council which states 
that Mr. Driver “had the pleasure of being the 
first president to wear the handsome new badge 
of office incorporating the armorial bearing of 
the Institute.” Later, “nearly every branch 


has now become possessed of a chawman’s 
badge, either by gift or by purchase.” 
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who are studying for the professional 
examination. Junior members must 
be under thirty-three years of age. 
There are eleven such organizations, 
the largest being in London. Papers 
pertinent to the business are read at 
their meetings, and interest in the 
preparation of papers by juniors is 
fostered by prizes, and so forth. The 
London junior organization is over 
twenty-five years old. 


CLASSES or MEMBERSHIP 


The members of the Institute consist 
of six classes, namely, Fellows, Asso- 
ciates, Licentiates, Students, Honorary 
Members, and Honorary Fellows. The 
qualifications for the active classes are 
as follows: 

Fellows. Members are eligible for 
election as Fellows by the Council who 
are twenty-five years old and who have 
creditably passed the professional 
examinations. Further, a practical 
knowledge of the profession is required 
in the form of five years’ service in some 
responsible position in the profession. 
The last-mentioned character of posi- 
tion is important, although men who 
were Associates prior to 1922, who have 
belonged in the classification for ten 
years and who are over forty years old, 
may be elected. 

Associates. These members have 
qualified by passing the professional or 
final examinations, are over twenty-one 
years of age, and have served with a 
Fellow as an articled clerk for three 
years or as an assistant for five years. 
Individuals passing the examinations, 
but having three years’ practice as a 
principal, are admitted to this class. 

Licentiates. This group is elected 
from those who have passed the inter- 
mediate examinations and who are also 
occupying a position in the profession. 

Students. Only persons are elected 
as students who have passed the pre- 
liminary examination or whose prelimi- 


nary examination has been waived 
because of previous educational experi- 
ence. In order to qualify as members 
of the profession, students must be six- 
teen years old and must be either study- 
ing or working. ` 

Under the foregoing regulations, the 
Council may admit, without qualifica- 
tion, persons of unusual professional 
qualifications or attainments. Very 
few persons have been so admitted.!? 

Honorary members are selected from 
eminent persons who are interested in 
the profession, but who are usually not 
practicing it in any way. Members 
who have retired from business may 
retain their membership on payment 
of one-half the annual subscription or 
dues. It is interesting to note that 
on election Fellows or Associates either 
deliver to the Council an original paper 
or make a donation to the library fund 
of not less than one guinea." 

Typical provisions for resignation, 
expulsion, and so forth, appear in the 
Articles of Association, but it is signifi- 
cant that 


a member who, on reaching the age of 25 
years is still a student, or a member who, 
on reaching the age of 80 years, is still a 
licentiate, shall tpso facto cease to be a 
member.” 


Tus Work or THE INSTITUTE 


A fair picture of the interests and the 
work of the Institute is given by the 
titles of the important active and stand- 
ing committees. They are as follows: 
Agriculture; Benevolent Fund; Con- 
stitution; Discipline; Elections; Ex- 
aminations; Finance; General Pur- 
poses; House; Parliamentary; Practice; 

10 Seven were so admitted from 1921 to 1929. 

£ In 1929, the forty-fourth year of the Insti- 
tute, approximately 1,100 applications were 
presented for the annual examinations. Nearly 
500 represented new aspirants, the balance being 
members seeking to quelify for a higher grade 


of membership. 
1 Clause 94A. 
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Publications and Library; Publicity; 
Registration; and Scale of Charges. 

The last committee to be formed is 
the Practice Committee which is 


to consider in all aspects the relations be- 
tween agents, between agents and their 
clients, and between agents and the public. 


This is the only tendency in the in- 
stitutions to develop standards of prac- 
tice, which have been so important in 

‘the development of American trade 
associations. It is a new development 
in the Institute’s work, and the lead- 
ership is encouraging the branches 
to give assistance to those con- 
templating the formulation of such 
standards. 

The conduct of members is not dis- 
cussed in a detailed formulation. No 
member is permitted to engage in any 
occupation which is inconsistent with 
the practice of the profession. He 
shall not conduct himself in such a 
manner as to injure his professional 
status and shall not join with a com- 
mercial business to carry on profes- 
sional activities as an adjunct to the 
commercial business. Participation by 
others in professional charges is not 
permitted. A membership is termi- 
nated when bankruptcy proceedings 
are Initiated, or when a member makes 
any assignments or proposes to take 
advantage of any statutory provisions 
for arrangements with creditors. The 
annual report of the secretary indicates 
several expulsions for unbecoming 
conduct. 

The distinguishing letters of Fellows 
are F. A. I., and of Associates, A. A. I. 
Of course, the use of letters is confined 
to members of present good standing. 
The distinguishing letters are personal, 
and are not intended for use after the 
title of a firm. They can only be used 
with a firm name when all the members 
are Fellows or Associates. While it is 
seldom that the Council has to take 


steps in regard to the improper use of 
the letters indicating membership in 
the Institute, three cases occurred in 
1928. In one case the matter was set- 
tled by an apology in the press, but in 
the other cases it became necessary to 
protect the interests of members by 
proceedings in the Chancery Court. 
In both these cases the claim of the 
Institute to a perpetual injunction was 
upheld. 


EXAMINATIONS 


All of the British societies consider 
that the essence of professionaliza- 
tion is found in the requirements of 
competency. Theseareconditions pre- 
cedent to affiliation, and such attain- 
ments can best be tested by examina- 
tions. In the Institute there are three 
examinations: preliminary, interme- 
diate, and professional. As in the Sur- 
veyors’ Institution, certain educational 
experience permits exemption from 
the preliminary examinations. Medals 
and prizes are awarded for success in 
the examinations. In 1928, 109 candi- 
dates out of 160 passed the prelimi- 
naries. In the professional examina- 
tions, in the same year, there were 784 
candidates, of whom 492, or 62.7 per 
cent, were successful. 

The aim of the preliminary examina- 
tion has been to admit only those who 
have potential professional qualifica- 
tions. The officers of the Institute 
indicate that the standards of the pre- 
liminary examination particularly are 
being continually raised. In 1930, for 
example, a foreign language is no longer 
required, but a candidate must take 
five compulsory subjects and one addi- 
tional elective. The compulsory sub- 
jects are English, Arithmetic, Algebra, 
Geometry, and Modern English His- 
tory. The elective subject may be 
chosen from Latin, French, German, 
Modern Geography, or General 
Knowledge. 


ENGLISH PROFESSIONAL SOCIETIES IN REAL Estate 43 


Special certificate examinations are 
held in such subjects as Taxation and 
Rating, Tenant-Right, and other Agri- 
cultural Valuation, and even Antique 
Furniture. These examinations are 
open only to Fellows of the Institute, 
and ten years of practical experience in 
a particular subject is a prerequisite to 
examination in the subject. Twenty- 
two candidates were examined in 1928, 
of whom seven were found qualified for 
the certificate. 

A benevolent fund is maintained and 
administered to assist members or 
former members who cannot provide 
adequately for themselves or for their 
wives and daughters. The significance 
of this work is indicated by its 1928 
balance sheet which showed invest- 
ments and cash of £33,645. The fund 
has considerable annual income from 
members’ subscriptions. £2,841 198 
3d was expended in assisting specific 
cases during the above year. 


The library of the Institute is very. 


complete. Books are even loaned to 
members by post. 

The principal Institute publication 
is the Journal of the Auctioneers’ and 
Estate Agents’ Institute of the United 
Kingdom, which is issued monthly. It 
includes papers, organization notices, 
bills before ‘Parliament, and the like. 
The Institute also issues supplements to 
the Journal, special memoranda, and a 
yearbook. 

Apparently there is considerable un- 
employment in the profession in Eng- 
land, and the examination system pro- 
duces many proficient pupils whom the 
society assists in a nominal way to find 
positions. The Institute does this 
through an appointment bureau. This 
bureau is open only to members who 
are disengaged, or who have received or 
given definite notice to terminate their 
employment. The applications, how- 
ever, greatly exceed the number of 
posts available. 


Auction Marrs 


The largest auction mart in London 
is conducted under the auspices of the 
Institute. Several of the Institute 
branches also have marts which can be 
used by members only on payment of 
proper room charges. Sales rooms 
vary in size from those seating twenty 
to twenty-five persons to a very large 
room in the London Mart which seats 
in excess of two hundred and fifty per- 
sons. The Mart has certain rules gov- 


„erning the use of its facilities and pro- 


viding for display of announcement 
posters. Sometimes the rooms are let 
for committee meetings, arbitrations, 
and like purposes. 

It should be remembered that al- 
though the above quarters are for the 
exclusive use of Institute members 
many firms have their own private auc- 
tion rooms. 

A service which is available only to 
members of the Institute and the Sur- 
veyors’ Institution deals particularly 
with values as derived from actual 
sales. The records of the Estate Ex- 
change extend over a period of sixty- 
eight years and are open to inspection 
by all subscribers. A yearbook, con- 
taining sometimes as many as seven 
hundred pages, records approximately 
twenty thousand transactions through- 
out the country. 


LAND AGENTS’ SOCIETY 


The land agency subdivision in the 
Surveyors’ Institution has already 
been mentioned. However. a Land 
Agents’ Society, which has recently 
received a Royal Charter, exists solely 
for the land agency profession. The 
membership numbers about 1,050. 
The work of the members consists pri- 
marily of the management of landed 

8 The registered offices of this Society are at 


12 Little College Street, Westminster, S. W. 1, 
London. 
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estates, agricultural, moorland, wood- 
land, and occasional urban land. The 
rural land owner seldom appoints as his 
agent anyone who is not a qualified 
member, by examination, of one of the 
professional bodies. Obviously, the 
work varies from maintenance to valua- 
tion and leasing, in addition to every- 
thing which management implies. 

The membership is classified into 
Fellows, Qualified Associates, and Can- 
didates. Entrance is possible only 
through examination, and the subject 
matter and experience requirements 
are similar to those of the two societies 
previously described. Only those who 
have passed the advanced examinations 
and who are managing agricultural 
estates, or an estate of not less than 
two thousand acres, are eligible for 
election to Fellowship, which is the 
highest grade of membership. Many 
of the members are Associates and 
Qualified Associates, the latter having 
fulfilled practical experience require- 
ments in addition to passing the ex- 
aminations. It should be noted that 
all the societies prepare scales of 
charges which the members are ex- 
pected to observe. Violation of these 
scales is one of the much-empha- 
sized departures from professional 
etiquette. 

It should also be noted that the three 
previously discussed societies operate 
in a highly codperative manner and 
often cotperate in dealing with matters 
of legislation, registration, and the 
like. 


PROFESSIONAL EDUCATION IN THE 
UNIVERSITIES 


The societies exempt from all ex- 
aminations, but not from the practical 
experience qualifications, holders of 
degrees in estate management. At the 
University of Cambridge the instruc- 
tion particularizes on rural estate man- 
agement, and the instruction is given 


in the department of agriculture." 
The teaching of estate management is 
connected with the actual workings of 
the university farm and with the man- 
agement of property owned by the 
university and the colleges. For those 
with proper entrance prerequisites the 
degree course is three years. The 
curriculum is completely prescribed. 

The university degree for those in- 
terested in urban matters is given by 
the University of London. Candi- 
dates enroll as external students and 
are advised as to the proper courses and 
studies which they shculd pursue in 
relating their present or proposed pro- 
fessional occupation to the appropriate 
intellectual preparation. Candidates 
must pass a matriculation examination 
and an intermediate and final examina- 
tion. The following subjects indicate 
the character of knowledge required. 

Intermediate: Land Surveying, in- 
cluding its Mathematics and Draughts- 
manship; Economics; Agriculture or 
Town Planning; Accounting; Business 
Organization; Elementary English 
Land Law. 

Final: Theory and Principles of the 
Valuation of Land and Buildings; His- 
tory and Principles of Taxation and 
Tithe; English Law Relating to Land; 
Construction of Buildings; Town Plan- 
ning and Estate Development; Sanita- 
tion; Municipal and Local Government 

wW. 


CoLLEGE or Estate MANAGEMENT 

Certain individuals aspire to the pro- 
fessions who could not contemplate a 
university course in preparation. Sev- 
eral firms had been in the business of 
coaching students for the examinations 
either through correspondence or 
through direct instruction. The Col- 


u Some instruction is given at Oxford which is 
accepted in lieu of & professional examination, 
particularly in surveying, architecture, and the 
like, 
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lege of Estate Management was 
founded in 1919, taking over the equip- 
ment, good will, and personnel of the 
most widely known coaching firm. 
The founding of the college was spon- 
sored by the Surveyors’ Institution and 
the Auctioneers’ Institute and it is an 
accredited training institution for their 
examinations, for the Land Agents’ 
Society, and for the examination for the 
B.Se. (in estate management) of the 
University of London. The college 
also gives courses in preparation for the 
examinations of the Royal Sanitary 
Institute and the Incorporated So- 
ciety. General education is possible, 
although the college is primarily 
equipped for specialized instruction. 

The instruction is of three types: 
full-time day work for those who can 
devote their whole time to their studies; 
evening instruction for those employed 
in or near London; and correspondence 
instruction for students in the prov- 
inces. Lectures and some instruction 
are given in the so-called provincial 
centers of the college at Birmingham, 
Bristol, Cardiff, Liverpool, Manches- 
ter, and Newcastle. The instruction 
by correspondence does not approach 
university standards, although the 
direct instruction at the college is com- 
parable with that of our better evening 
schools. go 

The significant fact is that an insti- 
tution of considerable size is devoted 
entirely to training individuals for real 
estate work. 


THE INCORPORATED SOCIETY 


A generation or two ago the work 
now done by auctioneers and estate 
agents was quite frequently carried on 
in connection with another calling or 
business. The solicitor (lawyer), the 
furniture shop owner, and even the 

15 The College of Estate Management occupies 
its own building at 35 Lincoln’s Inn Fields, 
London, W. C. 2. 


undertaker,’ participated actively. 
Other instances might be cited. It 
reminds one of the earlier days in this 
country when the fruitful specialization 
which now prevails wasvery infrequent. 
An extraordinary amount of new 
legislation had hastened the responsi- 
bilities of the estate agent or auctioneer. 
Auctioneering or estate agency became 
a business which could not be carried 
on properly in conjunction with other 
callings. The Auctioneers’ and Estate 
Agents’ Institute therefore in 1919 
closed its door to applicants who were 
not exclusively engaged in the work of 
the profession. The Surveyors’ Insti- 
tution had maintained this policy for 
years. This excluded a number of 
persons who, together with those un- 
willing to seek membership through 
proper examination, formed the In- 
corporated Society.” Entrance to the 
Society can be obtained without ex- 
amination, a condition regarded as 
non-professional by the three older and 
chartered societies. The Incorporated 
Society has provided for an examina- 
tion system and has announced dates 
after which members will not be ad- 
mitted without examination. 
Notwithstanding the above, the 
Incorporated Society is patterning 
after the older societies and apparently 
is trying to maintain a good standard of 
practice among its members. It has 
distinguishing letters, and in most of 
its details follows the organization of 
the older societies. The distinguishing 
feature of membership is ineligibility 
for the three previously mentioned 
societies by reason of connection with 
commercial or other interests. The 
society publishes a monthly magazine 
and incidental documents. Its mem- 


16'The undertakers worked primarily on pro- 
bate valuations, the shopkeepers mentioned 
often sold property as well as rented it. 

11 The Society’s registered offices are at 26 
Finsbury Square, London, W. C. 2. 
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bership is less than two thousand, and 
is divided into Fellows, Associates, and 
Students. It should be noted that it 
is aggressively seeking membership 
through advertising and promotional 
correspondence, a procedure regarded 
as non-professional and therefore not 
engaged in by the older societies. 


PROPOSALS FOR REGISTRATION 

As licensing and registration has 
accompanied the progress which has 
been made in developing real estate 
morality, it is interesting to see what 
proposals the societies have made re- 
garding it. 

At present all auctioneers are li- 
censed by the government, but there is 
no governmental registration or licens- 
ing of the profession in general. Jn 
1922, a registration bill was introduced 
into the House of Commons through 
the joint action of the Surveyors’ Insti- 
tution, the Institute, and the Land 
Agents’ Society. The bill provided 
that every person in the business or 
profession be entitled to register during 
a stated period. Afterward, any per- 
son desiring to be registered would 
have to pass examinations prescribed 
by registration boards. The registra- 
tion board was given quite full powers 
to make conditions of entry, and one of 
the generally anticipated conditions 
was that of full-time participation in 
the professional work. 

With striking analogy to experience 
in the United States the bill was ag- 
gressively opposed by the Law Society, 
and the gentlemen of the bar rather pre- 
vail in the English Parliament as in 
our state legislatures. The builders’ 
organization was opposed to it and, of 
course, the Incorporated Society, which 
fought it most aggressively. Since 
thenthematterhasrested. Theopposi- 
tion of the legal group and a complete 
unwillingness on the part of the spon- 
soring societies to agree to admit mere 


dabblers are the two principal reasons 
for this inaction. Active discussion 
has arisen recently, however, and it is 
possible that the effort will be revived. 
The Incorporated Society has at- 
tempted to introduce a bill providing 
for registration, but with the admission 
of those working on part time. Not 
having the sponsorship of the three 
principal bodies, the measure has re- 
ceived little attention. 

A joint committee set up by the 
Surveyors’ Institution, the Institute, 
and the Land Agents’ Society is work- 
ing on the character and the method 
for another registration bill. 

It is apparent that in the original 
registration bill the societies attempted 
to control completely entrance into the 
business. This is in contrast to the 
procedure in this country, where the 
objective has been to establish certain 
minimum controls through license laws 
which attempt primarily to protect the 
owners and the purchasers of real es- 
tate from the incompetency and the 
unethical practice of many engaged in 
the real estate business. 


Tue American TRADE ÅSSOCIATION 


In order to contrast the organiza- 
tion’s effectiveness in this country with 
that of the English societies it is neces- 
sary to review briefly the organization 
of the National Association of Real 
Estate Boards, the only organization of 
real estate men in this country. It is 
primarily a federation of 624 local 
boards in all the principal cities of the 
United States and several important 
cities in Canada. Its membership is 
38,937, of which 20,031 are actively 
engaged in the business on a full-time 
basis. Thirty-four state associations 
are affiliated with it. The Associa- 
tion admits to membership anyone en- 
gaged in the business, but membership 
is supposed to necessitate adherence to 

18 Figures as of April 1, 1929. 


ENGLISH PROFESSIONAL SOCIETIES IN REAL ESTATE 47 


the standards of practice or the so- 
called Code of Ethics of the Associa- 
tion. Membership carries the right 
to use the term “realtor,” which right 
is the special property of the Associa- 
tion and is designed to differentiate 
those who subscribe to the standards of 
practice of the Association from those 
who are not affiliated. The term 
realtor is actually used a great deal by 
members of the Association, and large 
numbers of the public comprehend 
that some added amount of responsi- 
bility is attached to the individual who 
belongs to the Association and who 
subscribes to its business standards. 
It is therefore analogous to the dis- 
tinguishing letters of the English 
societies. 

The Association makes the keynote 
of its program the exchange and the 
dissemination of information among its 
members. In general, it is a service 
organization, giving a great deal of its 
energies toward making its members 
more proficient in their particular 
work. In doing this it has an extended 
program of appraisal, development, 
and merchandising instruction. The 
Association enters actively into the 
publicity field, attempting to keep its 
activities and proper information con- 
cerning real estate before the public at 
all times. 

The Association, in the main, has 
separated the policing and the leader- 
ship functions. Constituent boards 
have arbitration and conduct commit- 
tees which deal with flagrant violations 
of the business code, but the principal 
reliance for insuring honesty and in- 
tegrity in the business is placed upon 
the development of public control 
through license laws. Half of the 
states in the Union have license laws, 
and others are considering such legis- 
lation. The legal status of the license 
laws is insured through a number of 
important cases, particularly the 


United States Supreme Court case, 
Bratton v. Chandler. These license 
laws deal primarily with the integrity 
of the participant in the business, but a 
development of competency is one of 
their objectives. In four states, at the 
present time, examination conditions 
are a part of the law and examinations 
are periodically given, dealing with 
financing, conveyancing, and the legal 
relationship of agency. The laws have 
avoided any restriction on entrance to 
the business other than to eliminate 
such entrance as might react to the 
detriment of the interests of the public 
and to the participants themselves, 
through lack of personal integrity and 
competency. 

In admitting all to membership, the 
boards assume that the standards of 
the business can be elevated most 
rapidly through frequent contact and 
close organization of as many partici- 
pants as possible. 

The publications of the Association 
are distinctly of a trade nature, and 
considerable attention is given to 
legislative matters. 


WHAT Is A PROFESSION? 


In order briefly to compare the trade 
groups in England and America as to 
professionalization, it is essential to 
decide what a profession is. The Eng- 
lish societies have considered them- 
selves as having established profes- 
sionalism in the real estate business, 
and membership in their organizations 
is considered as constituting profes- 
sionalization of the individual. In the 
writer’s opinion, there has been no end 
of careless thinking regarding the con- 
cept of a profession or professionaliza- 
tion. Economic groups of all kinds, 
from the icemen and the barbers to the 
lawyers, have assumed that because 
they have a common technique and a 


19 Bratton v. Chandler, 260 U.S.110. See also 
Hass v. Greenwald (72 L. ed. 115). 


48 THE ANNALS OF THE AmERICAN ACADEMY 


common occupation they have the rudi- 
ments of a profession. It seems that, 
in the main, the idea of profession is an 
ideal rather than an actuality. His- 
torically, the ministry was about the 
only group that unqualifiedly met pro- 
fessional ideals, although at the present 
we are inclined to include the medical, 
legal, dental, and teaching groups. It 
would seem that the essence of the 
concept professionalism is exactly the 
reverse of commercialism, which is 
dominated by acquisitiveness. Ac- 
quisitiveness is not necessarily bad and 
accounts for a major portion of our 
activity and social organization. On 
the .other hand, many of our legal 
control devices are designed to guide it. 

A tentative definition of profession is 
therefore in point in order that the 
movements in the two countries may be 
compared. 

(1) The first requisite of a profession 
is training. This item is associated 
with education, science, culture, and 
the approval of such interests. 

(2) The acquisitive or profit-making 
motive becomes secondary or inciden- 
tal. There has been a great deal of 
talk about the service ideal in business 
in lieu of profit making. A fallacy 
lurks in this inspirational concept. 
Service in business is a means and not 
anend. Service is an important basis 
for profit making.?° 

(8) Individuals are dealt with fre- 
quently in relationships of a fiduciary 
or a confidential nature. 

(4) Standards of conduct are for- 
mulated and accepted. This item 
needs no explanation. 

(5) The item of individual relation- 

70“. . Service as a basis for profit making is 
coming to be recognized as the true method for 
creative industry.” See “The Profession of 
Commerce in the Making,” The Annals, May, 
1922, p. 203. Loose presentation of the service 
ideal as applied to real estate business is found in 
eo and Dorau, Real Estate Merchandising, 


ship, or personal service, is essential to 
professionalization and stands in direct 
contrast to aggressive sales promotion, 
and so forth. In the profession the 
customer seeks the practitioner rather 
than the practitioner the customer. 

(6) Public responsibility means an 
obligation to render service, regardless of 
monetary relationships. It means’ the 
obligation of the doctor to treat every- 
one (and here a friend raises the question 
as to whether medicina is a profession) 
and the minister to serve all alike. 

Clearly, these standards represent 
an ideal, but with every occupation in 
the world aspiring to and calling itself 
a profession, some cziteria must be 
established. 


PROFESSIONALIZATIONIN REAL Estate 


In the light o7 these criteria, then, do 
the English professional societies, in 
contrast with the American Associa- 
tion, approach the professional ideal? 
The English societies are centered 
around the notion of tzaining, and they 
have gone a long way in satisfying 
this requirement. In the American 
organization it is noz an essential to 
entrance. Secondly, # professionaliza- 
tion involves a subjuzation of the ac- 
quisitive motive, certainly neither can 
be completely approved as a profession. 
The English practitiorer has fewer cross 
purposes than our American real estate 
man. For example, it is decidedly 
unethical conduct for a man whose 
primary business is that of agency to 
buy or to sell for himself as contrasted 
with working for prinzipals. It would 
seem that in both co.intries sales pro- 
motion and working cnly on stipulated 
compensation quite diminate the per- 
sonal service and public responsibility 
idea so essential to a >rofessional ideal. 

The question may be frankly raised 
as to whether or not the real estate busi- 
ness either in England or the United 
States is a trade or a profession. In 
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the final analysis, it is primarily a way 


-of earning a livelihood. Of course, it 


should be conducted under decent and 
fair working rules. However, behind 
these attempts to professionalize the 
real estate business is the primary fact 
that it pays. It is doubtful whether 
business can, or need be, profession- 
alized. 

In conclusion, the English societies 


show us much. They have established 
significant categories of membership 
which are incentives to self-preparation 
on the part of members. The whole 
educational structure which has been 
built by the older societies is strikingly 
significant. The movements in both 
countries could profit by more intimate 
knowledge of each other’s interests and 
activities. 


The Indestructible Properties of Land 


By W. H. Voskom 
Assistant Professor of Industry, University of Pennsylvania, Philadelphia, Pennsylvania 


AND is valued because of its pro- 
ductive power, which is here 
widely defined to include its usefulness 
for dwellings, offices, and factory sites, 
crops, forests, and mineral products. 
Differences in land values arise out of 
differing degrees of productive power 
for each or any of the above purposes. 
Not only does the productive power of 
one tract of land differ from that of 
another, but the same tract of land 
changes in this aspect from time to 
time. These changes in productive 
power may be brought about by ex- 
ternal factors, such as movements of 
population, growth or decline of in- 
dustries, changes in the habit of living, 
changes in diet, and so forth. 

Changes in the quality of land itself 
also may alter its productive power, 
as, for example, soil erosion, accumula- 
tion of alkaline salts, and development 
of soil acidity. Certain properties of 
land, however, may be regarded as 
indestructible, regardless ,of the pur- 
pose for, and the extent to, which the 
land has been used. For purposes of 
analyzing the indestructible properties 
of land, we shall classify it into four 
groups, namely, agricultural, forest, 
urban, and mineral lands, this classifi- 
cation being based upon the different 
types of products derived from each. 


AGRICULTURAL LAND 


In the case of agricultural land, its 
productiveness consists in its ability 
to yield crops of grain, vegetables, 
cotton, and so forth. Ricardo stated 
in The Principles of Political Economy 
and Taxation that rent is paid for the 
“use of the original and indestructible 


properties of the soil” under a rational 
system of agriculture. This statement 
has evoked criticism based upon the 
fact that soils, under continuous crop- 
ping, are known to return declining 
yields. Such criticism, however, arises 
largely out of a misunderstanding of 
the meaning of the terms “original and 
indestructible powers.” First, it will 
be well to examine the views of the 
students of soils. The terms “worn- 
out soils,” ‘depleted soils,” or “ex- 
hausted soils” are frequently encoun- 
tered in the literature. One of the 
foremost students of soils, the late 
Cyril G. Hopkins, said: 


The most important material problem 
of the United States is to maintain the 
fertility of the soil, and no extensive agri- 
cultural country has ever solved the prob- 
lem. ... 

The rule is almost universal that old 
land is less productive than new land... . 

If the art of agriculture has ruined land, 
the science of agriculture must restore it; 
and the restoration must begin while 
some farmers are still prosperous, for 
poverty-stricken people are at once helpless 
and soon ignorant.? 


The general view of soil scientists 
is that soils decrease in productive 
power under the ordinary practice of 
agriculture as carried on in this coun- 
try. The economist assumes, without 
explicitly stating it, that when he 
says soils are permanent and in- 
destructible, he means that a rational 
system of agriculture will be practiced 


1 Consult the Book of the Rothamsted Experi- 
ments (1917). 

1C, G. Hopkins, Soil Fertility and Permanent 
Agriculture, pp. xviii, xix. 
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—an assumption not always justified 
by observed conditions in the United 
States. 

However, much of the difference of 
opinion between soil scientists and 
economists is a matter of misunder- 
standing of terms, the economist being 
in part at fault in not being explicit 
in his definition, and the student of 
soils being at fault in placing too 
narrow an interpretation on the mean- 


ing of the word land. 
POWERS OF THE SOIL 


First, what is meant by powers of the 
soul? Evidently it means power to 
produce, or, in short, productiveness. 
Productiveness is a better term to use 
than fertility, since the latter term 
has very often come to be used in 
connection with chemical composition. 
Second, what is meant by soil? For the 
purpose of this discussion, all the 
physical factors that affect the produc- 
tiveness of the land are included in 
the term soil. These factors can be 
classified into two groups: (1) the soil 
itself; and (2) the external factors, 
especially climate and topography. 

In order to dispose of the second of 
these groups, a few examples may be 
cited to illustrate the importance of 
topography or climate as factors in 
the productiveness of land. 

(1) The raisin industry of the Fresno 
district, California, owes its peculiar 
advantage to the fact that it is in a 
region of shifting winds, the moisture- 
bearing, prevailing westerly winds of 
the winter giving place to the warm, 
drying, northeast trade winds of the 
summer. It is also a region of low 
humidity. These factors combine to 
give it a warm, dry period in which the 
grapes can be dried in the sun, a process 
that is less expensive than artificial 
drying, and hence is a valuable asset 
to this grape district. 

(2) Another instance is that of the 


coffee district of Brazil. The topog- 
raphy of this district is that of a tilted 
block with its up-raised side facing the 
ocean. The southeast trade winds 
blow against the “block” and drop 
their moisture. Passing down the 
gentle slope of the block to the interior 
they become drying winds, this climatic 
condition existing at the time that the 
coffee is ripe and is being dried. Here 
is an instance where topography and 
wind direction coöperate with the soil 
itself to give a region peculiar ad- 
vantages in production. 

Climate is, of course, an unchange- 
able condition. Topography is usu- 
ally so in the case of rural land, al- 
though there are exceptions to this 
rule in regions of rough topography 
where the removal of the forest cover- 
ing, or the prairie sod, has resulted in 
the washing of the soil. These in- 
stances are, however, minor and usu- 
ally the farmer will take steps to 
prevent erosion if his acres are valuable. 
In urban land sites, however. substan- 
tial changes in topography are very 
frequently effected. With these ex- 
ceptions and explanations, there can 
be no disagreement with the statement 
that these factors are permanent and 
cannot be changed by man. 

Returning to the first of these two 
groups, the soil itself, there seems to 
be a difference of opinion between 
economists, on the one hand, and the 
soil scientists, on the other. The dif- 
ficulty can be cleared up by analyzing 
or separating the soil into its several 
parts and considering the function of 
each: texture, organic matter, chemical 
composition, and organisms of the soil. 


Som TEXTURED 


By soil texture is meant the size of the 
soil particle. Thus, we have sands 
where the soil particle ranges from 
0.5 millimeters to 0.25 millimeters in 
diameter, to the clays where the soil 
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particles are 0.005 millimeters, or 
smaller. A given soil texture imparts 
to the soil a very definite character. 
It is the most important factor govern- 
ing the water-holding capacity and the 
water retentivity. It determines the 
workableness of the soil. Upon tex- 
ture, more than anything else, depends 
the kind of crop to which the soil is 
best suited. Texture governs to some 
extent the soil temperature, and thereby 
affects the length of the growing season. 
Soil texture, under ordinary con- 
ditions, cannot be altered, and the 
character it imparts to the soil is 
thereby destroyed. It is true that the 
character of a heavy clay soil, for 
example, can be altered by adding 
sand; but the quantity of sand re- 
quired to effect a perceptible change, 
even on a small plot, is so enormous 
that it is out of the range of practical 
possibility on general farm land. 


ORGANIC MATTER 


The organic matter of the soil is the 
residue of partly decayed grass and 
tree vegetation which has accumulated 
since vegetation on the existing land 
areas began. This organic matter may 
be considered in two classes, active 
and inactive, although no very sharp 
lines can be drawn between them. 
The most active organic matter con- 
sists of such substances as decaying 
plant roots and crop residues, green 
manures, and animal manures, in- 
corporated in the soil. These products 
decay rapidly in the soil, and in the 
process of decomposition they liberate 
not only plant food which they contain, 
including nitrogen, phosphorus, and 
potassium, but they also set free other 
decomposition products, such as car- 
bonie acid, nitric acid, and organic 
acids, which have power to dissolve 
more or less additional plant food from 
the mineral part of the soil. 

The inactive, or less active, organic 
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matter consists of the more resistant 
organic residue which remains after 
several years and which decomposes 
very slowly. If present in large quan- 
tities, its gradual decomposition may 
still supply sufficient nitrogen to meet 
the needs of gocd crops, although its 
power to liberate mineral plant food 
from the soil may not provide adequate 
supplies of available phosphorus, po- 
tassium, and so forth. 

The organic matter has accumulated 
over a period of time’ requiring many 
years, and is relatively permanent. 
Organic matter cannot be added to in 
any appreciable amount by plowing 
under green crops. For example, a 
soil whose organic content is six per 
cent has in an acre seven inches of 
soll of 2,000,090 pounds, 120,000 
pounds of which is organic matter. 
If a two-ton crop of clover is plowed 
under, assuming that none of it was 
oxidized to end products of carbon 
dioxide and water,’ it would add only 
about three per cent to the organic 
content of the scil and two-tenths per 
cent to the weight of the soil itself. 
Much of the clover, however, would be 
oxidized and escape as carbon dioxide, 
water, or free nitrogen, with the result 
that the existing organic matter is 
increased in quantities far below one 
percent. This does not mean that the 
plowing under of organic matter (green 
crops) does not play an important part 
in crop production, but its function 
is not that of adding to the quantity 
of organic matter. 

It is the active organic matter which 
furnishes the nitrogen for the plant, 
and this can be exhausted. For this 
reason, it should be placed in the cate- 
gory with the critical mineral elements. 
It can be supplied by green manuring 
or by commercial inorganic nitrogen. 

It is the inactive humus, however, 


3 Carbon dioxide and water are the final 
products of complete decay of organic matter. 
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which affects the water-holding capac- 
ity of the soil and, to some extent, its 
workableness, that is regarded as 
permanent. Thus, the difference be- 
tween high organic soils (prairie soil) 
and low organic soils (timber soil) is 
probably a permanent one. 

The microorganisms are a necessary 
part of the soil in so far as its produc- 
tiveness is concerned. The growth of 
plants could not go on without the aid 
of the microdrganisms, which serve 
to make available the nitrogen and 
insoluble plant foods. They are in- 
destructible and cannot be controlled 
by man. They represent an inde- 
structible power of the soil. 


CHEMICAL COMPOSITION 


The chemical composition of the soil 
is generally understood to mean, not 
a complete analysis, but a determina- 
tion of the amount of those plant food 
elements of which there is a possible 
scarcity, namely, phosphorus, potash, 
nitrogen, calcium, and probably sul- 
phur. Under an exploitative system 
of agriculture these elements, particu- 
larly phosphorus, can be depleted to 
a point where the productivity of the 
soil will suffer. But these elements can 
be replaced with comparative ease, and 
there are abundant quantities of each 
found in nature. The rising price of 
agricultural products and the increas- 
ing demand for land will result in a 
practice of replacing these critical 
elements in quantities equal to, or 
greater than, the amount removed in 
the erop. This is already the case in 
certain European countries. Hopkins 
has pointed out that Italy imports 
more phosphorus in fertilizers than is 
removed in the crops from the agricul- 
tural lands. The supply of mineral 
plant food is not inexhaustible, and 
the productive power of the soil, 
which is in part dependent upon a 
supply of these minerals in soluble 


form, is not an indestructible power 
under an exploitative system of agri- 
culture as is practiced in the United 
States. It is significant, however, 
that the productiveness of the soil, 
in so far as it is dependent upon 
chemical elements, is quite easily 
maintained or restored. 

The soil may be compared to a 
manufacturing plant, with this dif- 
ference, however, taat, whereas the 
buildings and the machinery of a 
manufacturing plant depreciate, the 
soil factory is permanent. It is a 
factory in which rew materials are 
converted into finished food products, 
i.e. the chemical elements are com- 
bined to form corn and wheat. Cli- 
mate, topography, ard soil texture are 
the buildings and grounds in which 
the operations are carried on. The 
critical plant food elements may be 
regarded as the suppl: of raw materials 
out of which the finished product is 
made. The decaying organic matter 
and the microdjrganisms causing this 
decay may be regarded as the power 
factors in the plant. Where the plant 
is supplied with a large quantity of raw 
materials, manufacturing can be car- 
ried on for a long time without re- 
plenishing the supply. Eventually, 
however, there will be needed a re- 
plenishment of plant food elements 
out of which to manuzacture food—the 
application of fertilizars, or a rational 
agriculture. 


RATIONAL AGRICULTURE 


There remains yet to be defined the 
term “rational.” The rational use of 
agricultural land means: (1) the resto- 
ration of critical or limiting plant foods 
in an amount equal to, or greater than, 
that removed by the crops; and (2) 
the proper protection and management 
of the soil against destructive erosion. 
This does away with the necessity of 
saying that livestock farming, or 
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rotation of crops, and so forth, is a 
rational system of agriculture, for this 
is not strictly true. There is, under 
the best livestock management, or 
dairying, a loss of phosphorus which 
must eventually be replaced by the 
mineral fertilizers. 

Probably not more than one-tenth of all 
the phosphorus shipped from American 
farms in anımal products is returned to the 
soil in bone fertilizers. . . . 

In any case, livestock farming can never 
be permanently profitable to a large propor- 
tion of the farmers in a great agricultural 
country, because the world cannot live on 
meat and dairy products only, and the 
relative supply and demand always com- 
pels the sale of much grain from most 
farms . . . and livestock farmers who feed 
only the produce from their own land 
gradually reduce the phosphorus of the soil, 
at least by the amount sold in the animal 
products.‘ 

On the other hand, a rational agri- 
culture can be carried on without the 
use of livestock. Experiments carried 
on for thirty-five years on plots at the 
Pennsylvania Experiment Station show 
that the fertility and organic content 
of a soil can be maintained by growing 
crops in rotation and applying mineral 
fertilizers.5 What constitutes a ra- 
tional system of agriculture, then, will 
depend upon the locality, the kinds of 
crops raised, the climatic conditions, 
and the kind of farming engaged in, 
but it must take care of the two 
propositions laid down in the definition 
above. 

Productivity of forest lands is, in 
many respects, the resultant of the 
same elements which operate in the 
ease of agricultural land. Certain 
characteristics, such as the supply of 
organic matter (leaf mold) can be 
destroyed in part by forest fires. The 
surface of the land in an area denuded 


1C. G. Hopkins, Soil Fertility and Permanent 


Agriculiure, p. 184. 
* Bul. No. 146, Pa. Agr. Exp. Sta. 


of its forest covering is less subject to 
control than in the case of agricultural 
land. The greater depth of tree roots, 
as compared with annual plants, serves 
to extend the soil environment from 
which mineral plant foods can be 
drawn, so that the question of soil 
exhaustion in forest greas is not likely 
to arise. 


Urnpan LAND 


The productivity or urban lands 
consists of benefits derived trom the 
use of such land for residential pur- 
poses, office buildings, factcry sites, 
terminal facilities, and so forth. The 
properties of the land which give it 
value are standing-room and situs. 
By situs is meant the location of a 
plot of land with reference to those 
activities of man in its vicinity which 
permit of its use for profit-taking 
purposes. The value of a plot for a 
warehouse, for example, is governed 
largely by its location near a railroad 
depot or a dock. Situs value, there- 
fore, determined by external factors, 
may vary with the rise or the decline 
of industry, changes in population, 
or any of the many. variables charac- 
teristic of economic society. 

Standing-room, or space, i3 a prop- 
erty of the land itself; it can neither be 
created nor destroyed. The produc- 
tive power of such an area can, how- 
ever, be impaired or destroyed in- 
directly. Its most effective use for a 
given purpose depends upon its being 
in a unit of economic size. A depart- 
ment store cannot find it profitable to 
use a lot large enough for a dwelling 
or a gasoline filling station. Cases 
may arise where a plot of land is too 
small to be used by any of the types of 
business that can advantageously lo- 
cate in its vicinity, and where conditions 
are such that it cannot conveniently 
be added to adjoining properties with- 
out necessitating rearrangement or 
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reconstruction of entire buildings. In 
such cases, the immutable location of 
property boundaries renders its poten- 
tial spatial productivity of no avail. 
In the ordinary sense, mineral lands 
possess none of the indestructible 
properties of agricultural or urban 
lands. The mine is a wasting asset, 
and, although it may require several 
years or even decades to exhaust an 
individual mine, the day of exhaustion 
eventually arrives. For the mining 
company, this necessitates a policy 
of continually purchasing additional 
mineral-bearing lands. For society, 


generally, the factor is not of acute con- 
cern, inasmuch as the world’s apparent 
stock of metals and minerals is far 
from being exhausted. 

The term land covers a natural re- 
source composed of many complex 
relationships, all of which are factors 
in determining its degree of produc- 
tivity. Some of the factors in this 
complex substance—land—are in- 
destructible; others are not. The lat- 
ter properties are easily restored, 
however, through proper soil manage- 
ment and replenishment by available 
elements. 


Limitations to Private Property Rights 
in Land in the United States 


By W. C. Prosar 
Assistant: Professor of Economics, Univermty of Pennsylvania, Philadelphia, Pennsylvania 


ROPERTY means ownership. It 

is the legal right to the services of 
wealth or to the services of free human 
beings, that is, to income, as the word 
is commonly used by economists. 
Wealth, as the term is here used, refers 
to all those things such as food, cloth- 
ing, automobiles, buildings, and land— 
things which are necessary for existence 
and for the enjoyment of life. As re- 
gards wealth in general or land in 
particular, property means the right to 
acquire, to use, to control, and to dis- 
pose of it. Mere possession of an ob- 
ject does not constitute property right 
in it. There must be some sort of 
social recognition; the laws and customs 
of the community in which the wealth 
is located or in which the owner lives 
must protect him in the exclusive use 
and control of the thing owned. 


CONCEPT OF PROPERTY 
A CHANGING ONE 


While the right of property denotes 
in every state of society the largest 
powers of exclusive control over wealth 
which the law accords, yet, as was ob- 
served by a distinguished economist 
writing fifty years ago, these powers of 
exclusive use and control are various 
and differ greatly in different times 
and places. A historical treatment of 
the institution of property, or a com- 
parative study of the institution as it 
exists among the various countries of 
the world at the present time, shows 
clearly that the word property does not 
always stand for exactly the same idea. 
While the concept of property may be 
explained very satisfactorily in a gen- 
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eral way, in spite of the fact that it 
is a changing concept, it always means 
something more definite when ex- 
plained in connection with a given 
group of people at a given time. Pri- 
vate property in general is one of the 
fundamental institutions of our pres- 
ent economic system; private prop- 
erty in land has always occupied a 
strong position in the United States, and 
continues to do so at the present time. 

It is scarcely necessary to mention 
that absolute property hardly exists, 
that is to say, the right of use, control, 
and disposal is almost always limited 
or restricted by law. It is the purpose 
of this article to call attention to the 
limitations to private property in land 
in the United States at the present 
time, with some regard also to the 
immediate past. 


TAXATION 


Taxes upon land are a distinct limi- 
tation of private property rights. 
Land possesses certain characteristics 
not found in other classes of wealth, 
and for this reason it has often been 
regarded as a subject for special taxes. 
These taxes in amount may range all 
the way from a small fraction to the 
entire income of land. The purpose of 
such taxes, if they are comparatively 
small, is to raise revenue for the sup- 
port of the Government; but if they 
are very large, the predominating pur- 
pose is usually to bring about reforms 
in the social system. Taxes on land in 
this country date from the earliest 
colonial times and have always been one 
of the important forms of taxation. 
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Since the publication of Progress and 
Poverty in 1879 by Henry George, in 


which he advocated what is known as, 


the single tax, there have been numer- 
ous individuals and groups who would 
like to bring about radical changes in 
the social-economic order by further 
limiting private property rights through 
heavier taxes on land. The advocates 
of the single tax contend that the 
Government should take in taxes the 
entire economic rent of land, and that 
this should be the only form of taxa- 
tion. The use of the single tax would 
mean practically the abolition of pri- 
vate property in land and the substitu- 
tion of community ownership. There 
would probably still remain the right of 
private possession, of alienation, and of 
use for productive purposes, but the 
user of the land would be compelled to 
pay to society, in the form of taxes, the 
full economic rent. By economic rent 
is meant the income of land itself, ex- 
clusive of any improvements on it. 
Since the market value of land depends 
upon its present and anticipated future 
income, the introduction of the single 
tax would take from the present owners 
the equivalent of the entire value of 
their land. 


ATTEMPTS TO INTRODUCE THE 
Snae Tax 


Frequent attempts have been made 
locally to introduce the single tax. Mr. 
George ran for mayor of New York 
City in 1886 on a single tax platform, 
and though defeated he made a sur- 
prisingly good showing. The State of 
Oregon was a battleground of those for 
and against the single tax from the 
years 1908 to 1918, during which time 
a single tax movement to amend the 
Constitution was strongly supported, 
but finally defeated. There has been 
agitation for the single tax in other 
states, principally in California, Col- 
orado, and Missouri. 


In 1918, the legislature of the State of 
Pennsylvania provided for a gradual 
decrease of building assessments for 
cities of the second class-——Pittsburgh 
and Scrantcn—until by 1925 the rate 
was to be fifty per cent of that on land. 
This is far f-om being a single tax law, 
but it does discriminate against land 
and in favo? of improvements thereon 
for taxation purposes. While both 
Pittsburgh and Scranton are thus privi- 
leged to meke land bear a relatively 
greater burden of taxation than the 
buildings on it, Pittsburgh is the only 
one actually doing it. 

In 1922, the legislature of New York 
authorized the various local govern- 
ment units to exempt from local taxes 
all new buildings planned for dwelling 
purposes exclusively. Such exemption 
was not to extend beyond January 1, 
1982. The purpose of the act was to 
relieve an acute housing problem. 

Taxes or land will undoubtedly 
continue to be one of the principal 
forms of taxation. There will prob- 
ably continue to be agitation for the 
single tax, out, judging by the past, 
there does not seem to be much likeli- 
hood that such an extreme measure 
would be adopted even locally. Pri- 
vate property rights in land are too 
firmly established. One of the desira- 
ble effects of the single tax movement, 
however, has been to call attention to 
the “unearned increment” as a subject 
of taxation. Many fiscal authorities 
who condemn the single tax see nothing 
unjust about taking at least a large part 
of future increases in land values which 
are socially created, providing the 
Government announces its intentions 
beforehand. The Federal income tax 
law recognizes increases in land values 
as a subject for taxation by providing 
that increment and decrement from 
purchases and sales are to be included 
in making the return of income for tax 
purposes, 
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Eminent Domain 


Eminent domain, or the right to take 
private wealth for public or quasi- 
public purposes by paying just com- 
pensation, is a power of the Federal and 
state governments. This power is also 
commonly delegated by state legisla- 
tures to municipal corporations. City 
governments generally have power to 
appropriate private property, under 
the condition that the wealth be for 
public use and that the owner be com- 
pensated for it in the manner pre- 
scribed by law. 

At the present time municipal gov- 
ernments have need of a great deal of 
land, and usually acquire it by “con- 
demnation,” as the proceedings are 
called, when private land is taken for 
public use under the power of eminent 
domain. Land is needed for public 
schools, public libraries, museums, 
parks, and for other public purposes too 
numerous to mention. 
city governments buy their land in the 
open market, just as a private person 
would do, but the opportunities for 
graft are so great that some cities are 
prohibited by their charters from buy- 
ing land in this manner. With the 
growth of cities and the broadening 
functions of government more land is 
needed by municipalities, and this is 
being transferred from private to pub- 
lic ownership under the right of emi- 
nent domain. 


PUBLIC OWNERSHIP 


To the degree that there is ownership 
of land by the Federal, state, or local 
governments, there is an extensive 
limitation of private property rights in 
land. The Federal Government is the 
largest single land owner in the United 
States. It has been estimated that the 
Federal, state, and municipal govern- 
ments own a total of 870,000,000 acres 
of land in the United States and Alaska. 


, present time. 


Sometimes the. 


This is about thirty-eight per cent of 
the total land area of the United States 
and Alaska. The remaining sixty-two 
per cent is privately owned. 

On account of the great public do- 
main, the proportion of land owned by 
the Federal Government at cne time 
was much greater than now. It was 
the policy of our Federal Government 
during the last century to transfer this 
land to private ownership as rapidly as 
possible in order to populate and de- 
velop the country. With all the ad- 
vantages of this policy of encouraging 
home ownership and owner-operation 
of land, particularly agricultural land, 
there were some distinct disadvantages 
of alienating so rapidly the forest and 
mineral lands. 

Private interests own four-fifths of 
the timber in the United States at the 
These timber lands were 
at one time part of the great public 
domain, and were transferred from 
public to private ownership in very 
much the same way a3 the agricultural 
lands. As satisfactory as this policy 
may have been in regard to agricultural 
lands, it resulted in wasteful and other- 
wise unsatisfactory utilization of forest 
lands. 

The necessity for conservation of our 
forests was recognized by some persons 
during the period of homestead laws 
and the period of land grants to rail- 
roads and to the states, but little was 
done about the matter before the time 
of President Roosevelt. The Presi- 
dent, with the aid of Gifford Pinchot, 
“the father of conservation,’ and 
others, was responsible for a public 
conservation movement which resulted 
in a change of the policy of alienating 
the forest and mineral lands. The 
Government decided to retain certain 
of the forest lands under public owner- 
ship and mineral rights in other lands. 

Of the five hundred million acres of 
forest land in the United States, four 
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hundred million acres are privately 
owned and one hundred million acres 
are publicly owned. Most of the 
publicly owned timber is in the national 
forests. The timber owned by the 
Government is of poor average quality 
and is hard to reach. Eighty per cent 
of our standing merchantable timber is 
privately owned. Ninety-seven per 
cent of our annual cut comes from 
privately owned forests. By reason of 
their extent, quality, and location, the 
forest lands now in private ownership 
have always ‘furnished, and must 
always furnish, the great bulk of the 
nation’s timber supply. 


Buivoine RESTRICTIONS AND ZONING 

Building restrictions, which are a 
limitation of the right of the owner to 
use his land as he sees fit, have been 
imposed by state and city governments 
in this country for more than a century. 
The purpose of these restrictions in the 
earlier times was to reduce fire risk. 
Later, safeguarding of health became 
one of the objects of such restric- 
tions. Laws prohibiting the erection 
of wooden buildings in congested dis- 
tricts had been in force since early days. 
Slaughter houses, pigsties, and livery 
stables were many years ago subjected 
to restrictions concerning location. 
In 1885, New York City limited the 
height of dwellings to eighty feet. 
Chicago and Boston shortly thereafter 
also established height limits for build- 
ings. In 1909, Los Angeles was di- 
vided into residential and industrial 
districts, and industry was excluded 
from the residential sections of the city. 

Zoning is the name which has been 
given to the recent practice of dividing 
a city into districts for the purpose of 
applying regulations governing the use 
to which the land in the various dis- 
tricts and the buildings thereon may be 
put. New York City is generally cred- 
ited with being the first American city 


to pass a ccmprehensive zoning ordi- 
nance. This was done in 1916. It 
was followed in quick succession by 
numerous other cities which passed 
ordinances providing in great detail for 
dividing the city into districts classified 
as residential, business, and industrial, 
and limiting the use and height of the 
buildings in zhe various districts. 

These various restrictions have been 
contested in the courts on the ground 
that they have been unwarranted or 
unreasonable infringements of the 
right of private property, but on the 
whole the courts have declared the 
restrictions to be constitutional. In 
1908, the Supreme Court of the United 
States declared an ordinance regarding 
height limits to be constitutional. In 
1927, the Supreme Court of the United 
States in one of its decisions declared in 
favor of the right of a city to regulate 
building lines, that is, to prohibit 
buildings from being constructed with- 
ix a certain number of feet of the street 
or of other buildings. While, on the 
whole, the Supreme Court has declared 
in favor of building restrictions, it has 
not approved every zoning ordinance 
that has been passed and contested in 
the courts. Some of them have been 
declared unconstitutional for various 
reasons, particularly because they are 
not definitely justified by public welfare. 

Several of the states have adopted 
laws discriminating against aliens in 
regard to land ownership. California 
and Washington refuse to permit aliens 
ineligible to citizenship to own land or 
to lease it for longer than a period 
of three years. Washington includes 
other aliens who have not declared their 
intention tc become citizens. The 
Supreme Court, in two decisions handed 
down in 1923, decided that these laws 
are constitutional. 

It has been pointed out above that 
private property is one of the funda- 
mental inst:tutions of our present 
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N this economic world useful things 
become valuable when they become 
scarce. A price is set upon them and 
their values are reckoned either in 
terms of all other useful commodities 
and services or in terms of one com- 
modity, such as gold. This price of a 
desirable and a scarce thing is said to 
be its value. The process by which 
men agree upon the value of a thing 
may properly be called valuation. 

The two terms “value” and “valua- 
tion” are seldom distinguished in this 
manner. The literature of economics, 
and particularly those sections dealing 
with land economics and real estate, 
is replete with examples of the varying 
and the confusing uses of the two 
terms.! 

This article is an attempt to delineate 
the terms and to suggest a usage which 
will prove serviceable and in accord- 
ance with the facts. 


Wuar Is a Tuzory? 


The confusing uses of the terms 
“value” and “valuation ” spring origi- 
nally from a misunderstanding of the 
nature of a theory and of the process of 
its construction. To the average man 
the word “theory” is a synonym for 
“vague” and “impractical.” It is 
something to be scrupulously disdained. 
It is easy to find him saying that a 
thing looks all right in theory, but that 
it has no value in practice; or that it 
looks good on paper, but does not 
work. 

1 For an example of -his among economists, 


consult Lionel D Edie, Economics’ Principles 
and Problems, pp. 172-74 
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This conception of a scientific theory 
isa mistaken one. A scientific theory, 
if it is a correct one, is not an impractical 
thing, but is, instead, an extremely 
practical explanation. A theory is an 
explanation of facts, and if it ade- 
quately explains the facts it musi be 
practical. In any observational sci- 
ence there is always one final test of 
the validity of a theory. If it works, 
it is a good one; if it does not work, 
then it must be discarded and another 
one must be developed. 

The economist constructs theories 
or explanations of the economic system 
in somewhet the same way as the 
physicist or chemist offers theories to 
explain the constitution and the be- 
havior of matter. The economist is 
confronted by an economic system in 
which men, known as business enter- 
prisers, compete for the use of other 
productive agents (land, labor, and 
artificial capital). Having secured 
these agents, enterprisers use them to 
produce commodities and services. 
As these commodities (bread, clothing, 
furniture, and so forth) and services 
(insurance, transportation, and so 
forth) are produced, a price is set upon 
them. This price may be taken as 
the value of the commodity or service 
at any given time, although it cannot 
be used as a measure of value over long 
periods, since the price is in terms of 
money based on gold and the value of 
gold may change over a period of time. 
A price is also set upon the productive 
agents, and as this price is high or 
low the share of the agent in the total 
product is large or small. This is 
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equivalent to saying that the four 
productive agents—land, labor, arti- 
ficial capital, and business enterprise— 
unite to produce commodities and 
services. This product is called in- 
come. Payments for the use of pro- 
ductive agents are at the same time 
the costs of production of the business 
man and the shares of the productive 
agents in the total net income pro- 
duced. Netincome, it should be noted,’ 
is the remaining income after all 
replacements have been made. 

It is the economist’s most imposing 
problem to explain the processes, 
rules, principles, or laws which govern 


_the values of commodities and of the 


productive agents used to producethem. 
How difficult and how important this 
problem is, may be seen from the fact 
that the total annual income produced 
in the United States approximates 
ninety billion ‘dollars, that the esti- 
mated value of our national wealth 
is several times this sum, while the 
total annual value of all exchanges, i.e., 
purchases and sales, in the United 
States is upwards of seven hundred 
billion dollars. Exchange or market 
values are placed upon all items of 
wealth and income which are exchanged 
as well as upon many items which are 
not exchanged. 


Tur Turory or VALUE 


The economist’s explanation of the 
manner in which these values are 
determined is known as the theory 
(or explanation) of value. According 
to this theory, briefly stated, the value 
of those commodities which are re- 
producible will tend to be established 
at the cost of production, so long as 
conditions of competition prevail. 
This is brought about by the action 
of the familiar forces of supply and 
demand. 

In the case of the division of the 
income from the productive agents, 
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the explenation is that the marginal 
or “last” unit of a given agent. will 
determine the price at which the other 
units may be had, amd hence, under 
competitive conditions will determine 
the share or percentaze of the total 
product which the agent will receive. 
In the case of two of the productive 
agents—abor and artificial capital— 
the supply can be ircreased or de- 
creased. The amount of labor avail- 
able at any given tim tends to vary 
according to the size o? the population 
within a given area aad according to 
the proportion of that population 
which is gainfully 2mployed. The 
supply of artificial capital varies with 
the amount of savings which are used 
for purposes of investment in durable 
economic goods. Th= share of the 
business enterpriser is known as “pure 
profits ”—the residue which is left over 
after all expenses have been paid. 
The expenses of the eaterpriser would 
include a payment for his own labor 
and interest on his own capital. If 
competition were perfect and if un- 
certainty could be entirely eliminated, 
the pure profits of the business 2nter- 
priser would not exist. But, this is a 
condition contrary to fact in a world 
of reality, and corsequently pure 
profits continue to exist. 

The share of income which goes to 
land as rent is determined by circum- 
stances which are partly peculiar to 
land. The supplies of labor, artificial 
capital, and business enterprise may 
be increased or decreesed by incurring 
specific costs; but the physical supply 
of land is practically fixed, and even 
the economic supply available for use 
can be increased or decreased in any 
one locality only within narrow limits. 
Hence, the share o? income which 
goes to land, and ther2fore to the value 
of land, is influenced primarily by 
the demand for it under conditions of 
relative fixity of supply. As demand 
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increases, the possibility of increasing 
the usable supply is more remote than 
in the case of labor and artificial 
capital. As a result, the share of 
income which goes to land and to the 
value of land may be expected, in the 
long run, to rise sharply, unless 
economic supply can be increased in 
direct proportion to growing demand 
with increasing population. 


Processes oF VALUATION 


The actual values which the econ- 
omist sees placed upon commodities 
and services in the business world of 
today are the results of processes of 
valuation’ carried on by those engaged 
in business. Business men are ac- 
customed to sell their products for 
what they can get for them—fre- 
quently regardless of the costs of 
production. In the business man’s 
estimate of the sale value of products, 
there will usually appear an estimate 


not only of its present value, but also . 


of its future value, provided, of course, 
that it is a product which can be held 
without deteriorating. Similar con- 
siderations influence the buyer. Be- 
tween seller and buyer a process of 
bargaining is carried on until a price 
(or value) is agreed upon and e sale 
is made. ‘This constitutes the market 
value or the market price. 

There are many cases in which it is 
necessary to secure an expression of a 
value for an article of wealth when no 
such value is placed upon it by the 
ordinary market processes described 
above. Numerous cases are found 
among the public utilities when rate- 
making is involved, and, in the case 
of real estate, for taxation and other 

*The term “appraisal” is a convenient 
synonym for “valuation.” Both terms may be 
restricted in their meanings to processes of 
reaching “values.” “Assessment” might also 
be used as a synonym for “valuation,” but it is 


less desirable because the use of the term is 
usually connected with taxation. 


purposes, where a sale is neither in- 
tended nor perhaps desirable, although 
the fixing cf a value is necessary. 

If the article of wealth is freely 
reproducible—a building, for instance 
—a value night be placed on it by the 
process of securing figures on market 
costs of production and deducting 
suitable amounts for depreciation due 
to various causes, or by securing figures 
on present cost of production new, 
and deducting depreciation. Another 
process of valuation which might be 
resorted to is the capitalization of the 
regularly recurring net income yielded 
by the building at the prevailing rate 
of interest, with a similar capitalization 
of the expected inctease in future 
income. Since expected decreases in 
future net incomes cannot be com- 
puted mathematically, allowances for 
such decreases are usually made by 
increasing the present rate of capitali- 
zation. Resort is often made to cruder 
methods of valuation in an effort to 
secure value. Sometimes a commit- 
tee. may meet to discuss and to agree 
upon a value. That is perhaps the 
crudest method in use. 

Except within certain limits, land is 
not a reproducible good. Hence, as 
land, in its natural state, it has no cost 
of production and the process of valua- 
tion from cost of production is there- 
fore not applicable. Furthermore, 
since land is not composed of standard- 
ized units, sach parcel being unique, 
and since sales are infrequent and 
usually not made in a highly compet- 
itive market, selling prices established 
under such eonditions are a rather un- 
satisfactory index of value. Thus, 
there remains only an analysis of the 
net income which land produces, and 
that which it may bè expected to 
produce in the future, as the most 
reliable basis of valuation in order to 
arrive at a value. It is to the capital- 
ized value of such present and antici- 


64 THE ANNALS OF THE ÅMERICAN ACADEMY 


pated net incomes that, in the long 
run, the economist would expect land 
values to conform. 


Dirrerent Processes GIvE 
Dirrerent VALUES 

It would be too much to expect that 
different processes of valuation would 
produce the same value results. Thus, 
when values are sought, there is apt 
to be disagreement as to how the 
valuation should be accomplished or 
what method of valuation should be 
employed. Again, there may be dif- 
ferent values based on different valu- 
ation procedures for different pur- 
poses. A recent example,* which 
strikingly illustrates the point, has 
come to the attention of the writer. In 
a Georgia town an appraisal company 
was valuing the real estate within the 
town limits for taxation purposes at 
the same time that the valuation 
experts of the railroad were valuing the 
property of the railroad within the 
town for rate-making purposes. Since 
the appraisal company’s contract ex- 
cluded the railroad’s property, the 
town was left without a value for the 
property of the railroad within its 
limits. It was suggested that the 
town accept for taxation purposes the 
railroad’s own value of its property, 
arrived at by the process of valuation, 
for rate-making purposes. The rail- 
road promptly objected. Aside from 
questions of attempts to secure high 
rates and low taxes, it becomes evident 
that if, for example, the railroad’s 
property were given a value based on 
original cost less depreciation, or on 
reproduction cost less depreciation, and 
the remainder of the property within 
the town’s limits were assessed at 
lower values atrived at by other proc- 
esses of valuation than either of the 
above, the result would cause dis- 


.* For this illustration I am indebted to Mr. 
Louis Knight. 


criminatory taxation of the railrcad’s 
property. 

If valuation processes, used in cases 
where a market value is not provided 
by the usual market processes, were 
more perfect, it would be possible to 
approximate more closely those market 
values which competition would create. 
Such values would be the “normal 
values” of the economist, that is, 
those which would tend to be reached 
in a market composed of numerous and 
competing buyers and sellers, able and 
willing to buy and sell, and thoroughly 
informed as to the object of the 
transaction. 


“NormaL” VALUE 


The desirability of approaching the 
economist’s concept of “‘normal value,” 
in cases where it is necessary to select 
a value by valuation procedure, raises 
the question of whether or not several 
valuations and several resulting values 
are more likely to give a close? ap- 
proach to “normal value” than the use 
of a single valuation process. It 
would seem thet the larger the body 
of evidence, the more reliable the 
conclusions. Each process of ascer- 
taining a value approaches the problem 
from a different angle, and the com- 
posite result is that the final judgment 
is inclined to be more circumspect and 
reliable as evidence of normal value. 
The final value would be a composite 
or average result. 

A case of measurement analogous to 
this, but by no means identical with it, 
is illustrated by the method cof the 
National Bureau of Economie Re- 
search in estimating the income of the 
United States. Happily, the market 
values were provided. But, two meth- 
ods were used to estimate the total 
income, and esch estimate was made 
independently of the other. The 
first method used was to estimate 
by industries, in terms of money, 
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the annual net value product. The 
second method employed was to total 
the money incomes received. Each 
method attempted to measure the 
same thing from a different angle. 
Which of the two estimates could be 
taken as the income of the United 
States? The Bureau split the dif- 
ference between the two and calledthe 
average of the two estimates the na- 
tional income. 

Similarly, in finding values by 
valuation processes it is seldom pos- 
sible to secure one satisfactory result. 
The use of several valuation processes 
may prove more satisfactory than one, 
since each will be g check on the other. 
This is again analogous, and only 
analogous, to the choice of a median, 
a mode, or an average, by the statis- 
tician, although the cases are by no 
means identical, since value is not a 
statistical concept and the present 
writer is not prepared to discuss the 
possibility of its being made one. 


VALUE AND VALUATION OF 
REAL ESTATE 


Real estate is composed of two 
agents of production—land and arti- 
ficial capital. Under the term “land” 
is included not only land which is used 
for site or agricultural purposes, but all 
natural resources. The term “arti- 
ficial capital” includes all the products 
of man’s labor—buildings, roads, 
fences, drainage systems, and so forth. 
The artificial capital element in real 
estate can itself be divided into two 
classes. The first of these consists of 
improvements to the land such as 
roads, improved harbors, and so on. 
Such improvements are usually of a 
public nature and frequently increase 
the value of the land far above the cost 
of the improvements. The second 
class of improvements may be termed 
improvements on the land. These 
consist, for the mest part, of buildings. 


Such improvements are usually, but 
not always, made by private agencies, 
and can be evaluated on a cost basis 
with satisfactory approximation. 

Since real estate is composed of the 
two compcnents, land and artificial 
capital, and since the supply of the 
first is relatively fixed in any one 
locality and the supply of artificial 
capital can be increased or decreased, 
as previously explained, the principles 
determining the net incomes, and 
therefore the values of the two com- 
ponents, d:ffer essentially. The for- 
mer analysis follows the laws of 
economic rent, while the latter follows 
those laws pertaining to the deter- 
mination of the interest rate. There- 
fore, when real estate is valued, the 
valuation process should be separated 
into two farts: (1) the land should 
be evaluated by any or all possible 
valuation processes intended to ascer- 
tain the present and the anticipated 
income-yielding capacity of land; and 
(2) the improvements on the land 
should be evaluated on a cost, less 
depreciation, basis. Let it be carefully 
noted again that in considering the 
value and the valuation of real estate, 
clarity is attained only when “value” 
is used as a result and when “valua- 
tion” is used as a process of finding 
a value. 


_ SUMMARY 


A substantial confusion exists in the 
literature af both economics and real 
estate concerning the use of the terms 
“value” ard “valuation.” This con- 
fusion, in the opinion of the writer, 
springs originally from the misunder- 
standing of the nature of a theory. A 
theory is an explanation of facts. 
Hence, a theory of value is an explana- 
tion of the influences determining value 
and a theory of valuation is an ex- 
planation of the processes used in 
arriving at a value. A value is the 
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result of valuation procedure. Valua- 
tion is the process of reaching a value. 
In the business world this process is 
carried on in market transactions, and 
values are reached. These facts be- 
come the material which the economist 
analyzes. The economist’s analysis of 
the determination of values under 
conditions of competition offers a 
guide to valuation procedure when 
market prices are not obtainable. 
Frequently reliable value evidence 
is not made available by the ordinary 
operations of business in real estate 
market transactions. Then it be- 


comes necessary to resort to special 
processes of valuation in order to 
determine value. But, different proc- 
esses give different results. The proc- 
ess or processes of valuation which 
come nearest to giving the value which . 
would be reached under assumed 
competitive conditions should be the 
goal of valuation procedure. Several 
processes of valuation may be more 
satisfactory than one in arriving at 
reasonably accurate value, since each 
would tell us something about the 
value of real estate and one would 
serve as a check on the other. ‘ 


The Unearned Increment in Land Values and Its 
Social Implications 


By Wuruam N. Lovers 
Assistant Professor of Economics, University of Pennsylvania, Philadelphia, Pennsylvania 


HE unearned increment in land 

values has been discussed for many 
decades. Proposals have been made 
to do this, that, and the other, with the 
increment. Programs of social and 
economic reform have been based on 
the socialization of the increment. 
Yet, surprising as it may seem, very 
little attention has been given to the 
basic question: What is an increment 
in land value? 


Tan Socia, Versus THE INVESTMENT 
INCREMENT 


There is no exclusively correct 
definition of an increment. It may be 
defined in a variety of ways, the one to 
be selected depending upon the pur- 
pose of the discussion or the object of 
the analysis. In general, there are 
two points of view from which the 
increment may be considered. These 
may be designated “the investor’s 
viewpoint” and “the social viewpoint.” 

To the investor, no increment in the 
value of land has occurred unless 
the selling price of the land exceeds the 
price at which it was purchased by 
more than enough to compensate the 
owner for all the costs of holding the 
land and for the cost of any improve- 
ment he has placed upon it. Included 
in these costs of holding would be the 
amount of interest which would have 
been received had the buyer of the land 
placed his money in some alternative 
investment of equivalent safety. It 
will be impossible to analyze carefully 
in this discussion just what should and 
should not be included in these costs 
of holding. Failure of investors to 


base their calculations on an accurate 
investment concept of the increment is 
undoubtedly responsible for the losses 
of many buyers. 

When examined from the social 
point of view, the increment comes to 
be something quite different. An in- 
crement in value has occurred when the 
difference between the purchasing price 
and the selling price—the latter having 
been corrected for a change in price 
level—is in excess of the cost of any 
improvement the owner has made on 
the land during the period of his owner- 
ship. The adjustment for any change 
in price level is necessitated by the fact 
that a value increment has occurred 
only when some buyer becomes willing 
to give in exchange for the piece of 
land more goods and services or 
purchasing power, rather than merely 
more dollars, than formerly were 
offered. It will be noted that an 
increment in this sense may exist even 


‘when the amount by which the selling 


price exceeds the purchasing price is 
not enough to cover the investor’s 
costs of olding the land. It is 
also true that an apparent increment 
from the investor’s point of view may, 
from the social point of view, be 
merely an increase in price due to a 
change in the general level of prices. 
If the price level has remained stable, 
the occurrence of an investment in- 
crement always indicates the existence 
of a social increment.” On the other 
hand, social increments often occur in 
the absence of investment increments. 

It is our purpose to discuss the social 
aspect of land value increments. 
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Therefore, the term “increment,” un- 
less otherwise specified, will always 
refer to increment from the social point 
of view. This concept may be ex- 
pressed as a formula: Increment equals 
selling price (corrected for change in 
price level), minus purchasing price. 
Many interesting questions, such as 
the legitimacy of possible deductions 
from the selling price before the incre- 
ment is calculated, cannot be treated 
here.! Although much remains to be 
done by way of clarifying the meaning 
of the term “increment,” the formula 
expressed above will serve as a suff- 
ciently accurate concept for use in the 
following discussion. 


InapEquacy or Data 


Probably no controversial economic 
question is more handicapped by a lack 
of statistical data than is the one be- 
ing treated here. Astounding reports 
of fortunes made through profitable 
investment in land are constantly 
circulated. However, comprehensive 
surveys of the existence and the extent 
of increments are so scarce as to be 
real curiosities. Do increments really 
exist? Are they, on the average, 
entirely offset by decrements? To 
what extent are increments, from the 
social point of view, eaten up by in- 
vestor’s carrying costs? What is the 
relation between population and in- 
crements; between public improve- 
ments and increments; between tech- 
nical progress and increments? The 
list of questions, to which as yet there 
are no satisfactory answers, could be 
extended almost indefinitely. 


1 For discussion of these questions, see: G B. L. 
Amer, “Land Values in New York City,” 
Quarterly Journal of Economics, 36:545-48 
‘Aug. 1922); H. L. Shannon and H. M. Bodfish, 
“Increments in Subdivided Land Values in 
Twenty Chicago Properties,” Journal of Land 
and Public Utility Economics, 5:29-36 (Feb., 
1929); W. N. Loucks, “Increments in Land Val- 
ues in Philadelphia,” Ibid., 1: 469-77 (Oct , 1925). 


It is not a mere coincidence thet we 
know so little about increments. Ac- 
tual selling prices of specific pieces of 
land must be known as che prerequisite 
of all research in this field. This infor- 
mation is practically inaccessible in 
the great majority of ceses. Scraps of 
data may be discovered in taxation 
records and in deeds wich are open to 
public inspection, but tLe sources af the 
most necessary information lie con- 
cealed in private transactions and in 
confidential real estate eccounts. 

Despite the difficultes involved, a 
few more or less extensive searches have 
been made for incremen-s or decrements 
which could be stated in definite dollar 
terms. Five of these will be reviewed 
briefly. Four of the five deal with the 
cities which rank firsz, second, and 
third in population n the United 
States. 


Lanp Varom In Ney York Crry 


The first study, that of land values 
in New York City, is based upon a 
variety of samples cf vacant and 
slightly improved land? It is rather 
difficult, in view of the complications 
involved, to summarize the findings, 
but, briefly, they are aa follows. Ina 
group of nine vacant tracts in Man- 
hattan, the values in 1880, expressed 
as percentages of the values in 1991, 
were as follows: 44 per zent, 8 per cent, 
21 per cent, 20 per cent. 20 per cent, 19 
per cent, 9 per cent, 2% der cent, and 14 
percent. A large tract in the Washing- 
ton Heights section wa: worth, in 1891, 
seventeen per cent of its value in 1921. 
However, investigatior of a group of 
ten tracts sold at aucticn discloses that 
their values in 1913 varied from 71.1 
per cent to 185 per cen: of their values 
in 1921, four of the tracts having 
experienced decrements in value. 
None of these figures has been cor- 
rected for changes in the price level. 

2 Arner, op. cit , pp. 545-80 
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The Chicago study traced the chang- 
ing values of twenty tracts of vacant 
subdivided land located in the North 
and South sections of the city The 
periods over which the increments 
were calculated vary from four to 
fifty-three years. The aggregate price 
of these properties in the purchasing 
years was $45,104, and the aggregate 
value in 1925 was $221,800, the appre- 
ciation in value having been $176,696. 
However, this increment is not cor- 
rected for changes in the price level, 
and, since the period covered was in 
general one of rising prices, such a 
correction would reduce the increment. 
It is interesting to note that in this, 
as well as in other similar studies, the 
investigators are the first to warn 
against accepting the results as con- 
clusive. The smallness of the sample 
used, together with the difficulties of 
making such an investigation, seriously 
reduces the significance of the results. 

A study made in Philadelphia in- 
cluded in its scope fifty tracts of vacant 
land. These tracts were divided into 
four groups, the first consisting of six- 
teen small tracts clustered together in 
the northern part of the city, the second 
comprising three large tracts located 
in the northern part of the city, the 
third consisting of twenty-eight small 
tracts scattered over the residential 
portions of the city, and the fourth 
including three large tracts also scat- 
tered over the residential sections. 
The increment period varied from 
thirteen to thirty-three years in the 
various cases. Taking the actual ag- 
gregate selling prices in 1913 (corrected 
for the change in price level) as one 
hundred per cent, the aggregate prices 
of these four groups were, in the pur- 
chasing years, respectively, seventy- 
one per cent, sixty-seven per cent, 
fifty-six per cent, and thirty-four per 

3 Shannon and Bodfish, op. ctt., pp. 28-47. 

1 Loucks, op. cù., pp. 469-77. 


cent. In terms of dollars, and not 
corrected for the change in price level, 
these increments were as follows: first 
group, $4,892; second group, $6,915; 
third group, $8,505; fourth group, 
$16,200. The percentages represent 
true increments from the social point 
of view, since the figures on which they 
are based have been corrected for the 
change in price level. 


UNEARNED INCREMENT IN GARY 


These three studies attempted to 
measure increments or decrements in 
the values of specific pieces of land. 
Slightly different in nature was the 
calculation of the increase in value 
of all the land in Gary, Indiana.’ The 
conclusion was that 


the land beyond the mill-gates in Gary was 
worth, in 1906, not more than six and one- 
half millions, and that today (1917) its 
selling price is about thirty-three and one- 
half millions.’ 


However, it was found that the re- 
cipients of this increment had contrib- 
uted to improvement of the land, 
and so forth, about five millions, 
leaving an unearned increment of about 
twenty-two millions. This, corrected 
for a change in price level, becomes 
about twenty-one millions as “un- 
earned increment which has accrued in 
Gary in the first ten years of its 
history.’”? 

Using a still different method of 
calculation, another Philadelphia study 
sought to determine the trend in the 
value of all taxable land located in the 
thirty-four blocks comprising the cen- 
tral business district of that city.® 


š R. M. Haig, “The Unearned Increment in 
Gary,” Political Science Quarterly, 32:80-94 
(Mar., 1917). 

§ Ibid., p. 84. 

7 Ibid., p. 92. 

8 W. W. Pollock and K. W. H. Scholz, The 
Science and Practice of Urban Land Valuation, 
pp. 189-205. 
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This area is bounded on the north by 
Arch Street, on the east by Twelfth 
Street, on the South by Walnut Street 
and on the west by Sixteenth Street. 
The values of the tracts of land were 
ascertained in 1910 by use of the Som- 
mers unit system of land valuation. 
In 1925, the values of the same tracts 
were analyzed by methods identical 
with those used in 1910. A comparison 
of the 1925 figures with those of 1910 
shows that the value of all the land 
included in the thirty-four blocks 
increased from $123,005,419 to $280,- 
384,707, or by 127 per cent. These 
figures were not corrected for the 
change in price level. Every block in 
the district experienced an increment 
in value over this fifteen-year period, 
the increases by blocks varying from 
77 to 287 per cent. 


PAUCITY or STATISTICAL DATA 


Statistical data concerning present 
land values, past land values, and 
trends of land values are extremely 
meager. The studies referred to are 
practically the only serious attempts 
to get at the actual measurement of 
increments in.terms of dollars. The 
New York, Chicago, and Philadelphia 
studies are of greater significance as 
expositions of increment-calculating 
methods than as fact-finding investiga- 
tions. The same could be said of the 
Gary study, although the approach is 
slightly different. The difficulties to 
be surmounted are great, but it is to 
be hoped that intensive and extensive 
research will bring to light many 
things which must be known before 
problems connected with changing 
land values can with accuracy be con- 
sidered in their proper perspective. 
It is with a full admission that many 
of the fundamental requisites to such 
a discussion are lacking that we pro- 
ceed to discuss the social significance 
of value increments. 


In order that the problems to be 
considered may take as tangible a form 
as possible, it may be advisable to state 
briefly some conclusions which seem to 
be substantiated by the research work 
so far accomplished: 

First: From a social point of view 
increments do exist. In the studies 
referred to above, substantial social 
increments in value were discovered. 

Second: These social increments are 
probably neither as large nor as 
extensive in number as they are often 
assumed to be. As a general rule, the 
lucky land speculator makes known his 
gains, while the unfortunate one takes 
his losses in silence. 

Third: When social increments do 
occur, they often accumulate rapidly. 
A sharp increase in value is often pre- 
ceded and followed by long periods of 
practically non-changing values. 

Fourth: Investors’ increments are 
much smaller and fewer in number 
than are social increments. Especially 
if the land is held for a substantially 
long period, the tendercy is for carry- 
ing costs to eat away the social incre- 
ment. This tendency is very evident 
in the cases treated in the New York, 
Chicago, and Philadelphia studies. 
The importance of interest on invest- 
ment as a carrying cost is illustrated by 
the fact that for the Chicago tracts the 
interest 
was greater than the total of the original 
investment in the property, the total taxes 
paid, and the special assessments paid.’ 


Fifth: Decrements also occur from 
both the social and the investor's point 
of view, obviously more often from the 
latter than from the former. This 
fact has frequently been completely 
overlooked in discussicns of the incre- 
ment. The Chicago investigators 
declare that from an investment view- 
point, “the probability of receiving a 

? Shannon and Bodfish, op. cit., p. 37. 


Tue UNEARNED Increment IN LAND VALUES 71 


decrement is approximately one in 
three.” 10 

Sixth: Of foremost importance in 
this particular discussion is the strong 
probability that land values, both 
urban and rural, will increase in the 
future in those places where population 
is increasing and technical progress 
is occurring. From a social point of 
view, increments will probably more 
than offset decrements, leaving a net 
gain in the value of land or a net social 
increment in value. 


Privat RECEIPT oF THE SociaL 
INCREMENT 


This net social increment in itself 
has no significance. It cannot be said 
, to be good or bad. However, our legal 
institutions decree that this increment 
shall go to people who own the land 
during the period in which it accrues. 
It is this phase of the question which 
has real social significance. The mat- 
ter to be discussed should be phrased: 
What is the social significance of the 
private receipt of the social increment 
in land values? This phraseology does 
not represent an attempt to beg the 
question, since the term “social incre- 
ment” is used merely in the technical 
sense in which it has been defined. 

In general, three distinctly different 
answers have been given to this 
question: 

(1) That the receipt of land value 
increments by individuals stimulates 
the best productive use of the land, is 
therefore something which the indi- 
vidual works for, earns, and should get, 
and that his receipt of it benefits society 
at large through encouraging production. 

(2) That these increments are un- 
earned income in the sense that they 
do not result from activities of the 
individual per se, but that the private 
receipt of them does no one in society 
any harm. 

10 Shannon and Bodfish, op. cü., p. 43. 


(3) That increments are unearned 
incomes and that their private recip- 
ients are getting something which 
someone else—the rest of society— 
loses. 

Obviously, these opinions are widely 
different. They provide an interesting 
illustration of the variety of answers 
one may get to a problem in the field of 
the social “sciences.” 

The view that the private receipt of 
the increment increases society’s pro- 
duction by stimulating the best use of 
land is widely held. The supporting 
arguments for this proposition follow 
several lines of reasoning. 

The increment in the value of Jand 
is sometimes said to be the wage of the 
pioneer for his services in clearing the 
forests, putting the land into usable 
shape, and bearing the hardships of 
frontier life. It is argued that if there 
were not this chance of gaining through 
an increment in value there would not 
be sufficient incentive to push out the 
boundaries of usable land to include 
more and more virgin soil. The 
private receipt of the increment 
“opened the West” and “raised the 
curse of periodic famine from Western 
civilization.” # 

There are several apparent weak- 
nesses in this line of thought. It 
presumes that the people who did the 
Pioneer work received, and are receiv- 
ing, the increment. It does not ac- 
count for the increments which have 
occurred, and are occurring, in the 
value of urban land and developed 
agricultura! land. It must be re- 
membered that any increase in selling 
price which results from an actual 
investment of money and labor in a 
piece of land cannot preperly be termed 
a social increment. To what extent 
the private receipt of the increment 
can be justified on this ground in an 

11 A, S, Johnson, “The Case against the Single 
Tax,” Atlantio Monthly, 113: 33 (Jan. 1914). 


72 Tun ANNALS OF THE AmeRIcAN ACADEMY 


undeveloped or semi-developed coun- 
try, it is almost impossible to say. 
However, in a country which has 
paased the pioneering stage, this argu- 
ment has weight only to the extent 
that the persons who actually did the 
pioneering are still holding the land. 
Even in such cases one could ask 
whether increments received bear any 
definite relation to the value of the 
personal effort of the pioneer. 


INCREMENT AS REWARD FOR SERVICES 


It is also suggested that the incre- 
ment may act as an incentive to, and 
payment for, conservation, care, or 
administration of the use of the land. 
The owner builds a fence around his 
land to keep trespassers from injuring 
its productive properties. This pro- 
tection and care justifies a reward. 
However, the cost of the fence would 
be taken out of the selling price before 
a social increment could be said to 
occur. Of a more intangible nature 
would be the planning and the adminis- 
tering of the use of the land on the part 
of the owner. It is true that any 
service of this sort which the land 
owner performs assists society in satis- 
fying its wants and should be paid for. 
However, can we assume that there is 
even the slightest relation between the 
increment and the real worth of these 
services? Are not the other causes of 
increments so important that it would 
be impossible to assume that the incre- 
ment is a fair reward for these services 
of the owner? Moreover, if the land is 
being used by the owner, he is already 
benefiting from the care he is exercis- 
ing in its use by the resulting increase in 
production. 

Of a similar nature is the contention 
that the person who owns land will 
use it to produce commodities, even 
though they do not sell for enough to 
cover the cost of the labor and the 
materials used, if the land is increasing 


in value and he is permitted to get the 
increase. In other words, the incre- 
ment acts as a bonus or compensation 
for low selling price of the product and 
society benefits through production 
which has been stimulated in this man- 
ner. This proposition fails to take 
into consideration the fact that the 
owner does not need to use the land in 
order to get an increment in value 
which is a true social increment. Ifthe 
owner is a farmer and cannot get the 
full market return for his labor and 
capital in raising agricultural products, 
he can turn that labor and capital to 
some alternative use and yet retain 
possession of the land and receive the 
social increment. Although there may 
be other reasons for continuing to 
produce when price falls below cost, 
it would seem to be faulty reasoning to 
argue that the prospect of getting an 
increment keeps the owner producing 
farm products and turning them over to 
society at low prices, when the same 
increment could be received. even 
though he were to remove his labor and 
capital to more productive alternative 
uses. The same argument is applied 
to land used for building purposes. 
But, would a man put up an apartment 
building on a piece of land when he 
thought that the return from the rent- 
als would not justify the expenditure 
for the building, but that a prospective 
increment might make up the deficit? 
It is obvious that he would not, since 
he can put his capital into uses where 
the competitive rate of return will be 
received, hold the land vacant, and 
yet receive the increment. 
Compensation for risk is another 
justification often advanced for the 
private receipt of the increment. It is 
claimed that the land owner bears the 
risk of declines in land values and that 
the increments, when, as, and if re- 
ceived, are compensation for this risk. 
If risk were not thus compensated, 


+ 
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land would be used less and society 
would receive less product. The point 
overlooked in this case is that there are 
two distinct types of risk involved. 
The one is that the price at which the 
land can be sold may decline. The 
other is that the selling price of the 
product may not cover its entire cost. 
If, over a period of time, the product 
does nct sell for an average price suffi- 
cient to compensate for deficits in- 
curred when the price of the product is 
low, the producer will restrict or will 
cease production. The bearing of this 
risk benefits society, for it is only when 
someone assumes it that production 
takes place. However, bearing the 
risk of declines in land values performs 
no social service. The land would be 
there with the same productive proper- 
ties, even though its price were to 
decline, and consequently the person 
who places himself in such a position 
as to assume the risk of declining values 
does not perform a service for which 
society owes him anything—even the 
chance of getting possible increments. 
Land is not produced by man; there- 
fore, the supply of it available for 
society's use does not depend upon the 
land owner’s being rewarded for assum- 
ing the risk involved in changing 
values.. 


“Turory oF Rieenine Uses” 


Professor Richard T. Ely has de- 
veloped. an interesting justification of 
the private receipt of the increments in 
land value, which he calls the “theory 
of ripening uses.” It is his conten- 
tion that a period of withdrawal from 
productive use usually accompanies 
the change from one use of land to 
another, and that the person who holds 
the land during this non-income pro- 
ducing period has earned that portion 
of the social increment necessary to 


2R. T Ely, “Land Income,” Political Science 
Quarterly. 43: 410-13 (Sept., 1928). 
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compensate him for the carrying costs, 
such as taxes, special assessments, and 
interest on the investment. The im- 
plication is that the owner assists in 
getting various pieces of land into their 
most productive uses, thus increasing 
the amourt of product and earning the 
increment as a reward for his services. 

Without question, any service the 
owner performs in directing land into 
its most productive use should be paid 
for. However, it must be remembered 
that the owner did not actually produce 
the land and make it available for this 
more productive use. It is possible 
that he may have prevented a two- 
story building from being erected, thus 
keeping the land clear for the ten-story 
building which community growth 
justified ten years later. If the cost of 
erecting and razing the two-story build- 
ing would have exceeded the value to 
society of its use during the ten-year 
period, the owner of the land has saved 
society something and has justly 
earned a reward. In some such way it 
is possible that owners earn a portion 
of the increment received in the 
increased selling price. 

However, it is te be noted that Pro- 
fessor Ely’s theory assumes that the 
increment will approximately equal 
the value of such services, plus the 
carrying costs which the owner has in- 
curred. As a gereralization, this is 
open to question. In the first place, 
there are those cases in which the land 
is not actually held out of use during 
its change from one form of production 
to another. In sich cases it could 
scarcely be claimed that the costs of 
holding the land are proper charges for 
the owner to levy against the incre- 
ment. On the other hand, Professor 
Ely seems to be considering the private 
ownership of land as necessary or 
desirable, when this may be the very 
point in question. The alternative to 
private ownership is public ownership. 
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The cost of publicly holding land during 
the period between its “lower” and its 
“higher” use might conceivably be 
much less than the costs incurred by 
a private owner. That portion of the 
increment which represents the real, 
socially necessary cost of transference 
from a less important to a more impor- 
tant social use should justly be repaid 
to individuals who bear it. That these 
socially necessary costs of transference 
coincide with increments could not be 
assumed with any degree of assurance 
on the basis of our present knowledge of 
land and land uses. 

The preceding justifications of the 
private receipt of land value increments 
are alike in that each points to a service 
the individual supposedly renders so- 
ciety, which service is tied up in some 
way with the use of land. Without 
doubt, individuals do sometimes make 
‘land better, that is, more productive, 
by their efforts. Just to the extent 
that they do, they are deserving of a 
compensatory income. However, the 
common weakness of these theories is 
that they point to some service of this 
sort rendered by the individual and 
then proceed to leap across a broad 
gap by assuming that the size of the 
increment will bear some necessary 
relation to the social value of the 
service performed. In order to justify 
the increment from this point of view 
there need not be an exact corre- 
spondence; but, unless there is some 
substantial degree of correlation be- 
tween the value of the services rendered 
society by the land owner and the 
amount of the increment, it would 
seem rather incongruous to justify the 
private receipt of the increment on the 
ground of personal service rendered. 


- Errect oF Private RECHIPT on 
Socipry 
Quite different is the second of the 
three evaluations of the social signifi- 


cance of the increment. This view, 
although probably widely held, is not 
often expressed. It holds that the 
recipient of an increment in land value 
has found something which no one else 
has lost and that, although he individu- 
ally gains through the lucky find, the 
rest of the members of society are no 
worse off than they otherwise would 
have been. 

Professor T. N. Carver, in his stimu- 
lating Essays in Social Justice, formu- 
lates very neatly the argument lying 
behind this view: 

Some wealth is found. If I stumble upon 
a gold nugget, or a rich vein of valuable 
mineral, I cannot truly say that I have 
earned it, nor can anyone else. Until 
someone could be found who could prove 
that he had produced or otherwise earned 
it, I could not be accused of depriving any- 
one else of his earnings. In the opinion of 
the present writer, the site value of land 
belongs in the class of findings, rather than 
in that of earnings or stealings." i 


Professor Carver obviously does not 
agree with those social reformers who 
contend that “when one gets some- 
thing for nothing, someone else gets 
nothing for something.” The question 
of whether or not it is possible for one 
individual to get an unearned income 
without depriving others of something 
earned will be discussed in detail later. 
In the meantime, it should be noted 
that Professor Carver’s attempt to 
prove by analogy that land value 
increments are findings which take 
nothing from anyone else is fatally 
weakened by the fact that the two 
cases he cites are not at all comparable. 
The man who found the gold nugget 
produced the gold nugget in the true 
meaning of the term “production.” 
Of course, he did not actually create 
the gold, but production does not mean 
the creation of materials. He did bring 
the gold into the range of society’s use. 

a T, N. Carver, Essays in Social Justice, p 282. 
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He was the means of providing society 
with something possessing want-satis- 
fying power which society previously 
did not have. By finding and taking 
the nugget to a jeweler, who gave him 
in exchange for it the means of pur- 
chasing other goods and services, the 
finder actually increased the amount of 
gold available for the satisfaction of 
people’s desire for that commodity, 
just as certainly as does the man who 
swings a pick in a gold mine. In 
other words, the finder of the nugget 
increased the amount of wealth in the 
possession of society and unquestion- 
ably deserves a reward for having done 
so. On the other hand, the recipient 
of the increment in land value, assum- 
ing he did not improve the land in any 
way, has not increased society’s ability 
to satisfy its wants. He has increased 
neither the supply nor the productivity 
of land. The increment has not re- 
sulted from bringing to any individual 
in society anything which would in- 
crease that individual’s power to satisfy 
his wants. The land was the same 
when the increment receiver sold it as 
when he bought it, and the increment 
cannot, therefore, be compared with the 
value of the gold nugget discovered for 
the first time. 

An accurate analysis would show the 
relative positions of these two indi- 
viduals to be as follows. The finder of 
the gold nugget produced one gold 
nugget and received or acquired the 
exchange value of one gold nugget; the 
recipient of the increment produced 
nothing, since it is assumed that he 
did not improve the land while it was 
in his possession, but he received or ac- 
quired the increase in the exchange 
value of the piece of land. The two 
cases are clearly unlike in essentials, 
and Professor Carver’s mistaken rea- 
soning is all the more noticeable since it 
follows almost immediately his state- 
ment: 


From Acam Smith down, economists 
have recognized the fact that the fortunate 
owner of a piece of land whose mere site 
value, irrespective of all improvements, 
has increased on his hands, is simply a 
recipient of good fortune and that this part 
of his wealth does not represent his own 
earnings in any way, skape, or manner. 

Incidentally, it may be noted that 
this statement is not strictly true. 
Some of tke previously cited justifica- 
tions of the increment as earned in- 
come find supporters among economists 
of first rank. It is a small matter that 
this analogy has been confused. Itisa 
matter of much greater importance that 
many people measure the social signifi- 
cance of the private receipt of land 
value increments in similar terms. The 
soundness of the contention that incre- 
ments thus taken by individuals cause 
no one else any loss will be further 
analyzed in succeeding paragraphs. 

The term “unearned income” has 
been used in the foregoing discussion. 
Before proceeding to an analysis of the 
position of those who emphasize the 
unearned rature of land value incre- 
ments, it may be well to pause for a 
brief statement of just what an un- 
earned income is. 


Waar Is “Unsarnep Incomn’’? 


Whenever anyone receives an income 
not resulting from personal effort, 
either physical or mental, which effort 
has made available to society in gen- 
eral want-satisfying goods or services, 
he is said tc have received an unearned 
income. In the first instance such an 
income takes the form of money, but, 
as spent by the receiver, it actually 
becomes goods and services. The 
total product of all economic activity 
during a given period—for instance, 
the year 1930—may be thought of as a 
heap of goods and services which satis- 
fies people’s wants. Individuals draw 


4T N. Cacver, Essays in Social Justice, p, 
281. [Italics ours.] 
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upon this heap for goods to satisfy 
their individual wants. Their power 
to draw out goods for their own use is 
determined by the number of dollars 
each has to spend. One way in which 
these dollars can be obtained is to add 
something to this heap—that is, make 
and throw on the heap food, automo- 
biles, candy, tobacco, physician’s serv- 
ices, or any other want-satisfying 
commodity. Dollars obtained in this 
way constitute earned income. Dol- 
lars obtained in any other way are 
unearned income. 

Care must be used in applying this 
concept to actual cases, for occasion- 
ally an income which upon first 
thought appears to be unearned, turns 
out in reality to be earned. For in- 
stance, a man obtains dollars as interest 
on bonds which he has previously pur- 
chased. As a receiver of interest he 
would seem to be adding nothing to the 
product through personal effort, and 
yet he cashes his dollars into actual 
goods and services which he draws 
from the heap. However, the fact is 
that he has added to the heap through 
personal sacrifice and that his income 
is therefore earned, provided he himself 
saved the money with which the bonds 
were purchased. He has refrained 
from using purchasing power in his 
possession and, through purchasing 
bonds, has turned his purchasing 
power over to others who have used it 
as a means of livelihood while they 
worked at the construction of a new 
factory building, or some other piece 
of industrial equipment. Through the 
necessary assistance this man has 
rendered in the construction of the 
building, he has assisted in increasing 
the size of the heap from which are 
drawn the goods he buys with his inter- 
est payments. On the other hand, 
careful analysis may show that some 
incomes which apparently are earned 
actually are unearned. 


Needless to say, many individuals in 
society are receiving unearned incomes 
in the sense in which we are using that 
term. These incomes vary a great 
deal in nature, but all have one thing in 
common—their, recipients draw goods 
and services from the national heap 
without adding, through their personal 
efforts, goods or services of equivalent 
value. 


INCREMENT aN UNEARNED INCOME 


An increment in land value, from 
the third of the three viewpoints being 
discussed, is a purely unearned income. 
If the increment is a real social incre- 
ment, it does not result from any 
personal effort, either physical or 
mental, on the part of the recipient. 
By definition, a social increment is not 
the result of any improvement on the 
land. And yet, when a sale takes place 
and an increment is realized, or when 
the annual rental received for the use 
of the land increases, the extra dollars 
thus acquired by the individual owner 
constitute purchasing power which can, 
and will, be used to take from the total 
product of society certain goods and 
services which the increment receiver 
wishes to consume. Nothing has been 
added to the national income by the 
individual in the capacity of a land 
owner, for it is being assumed that the 
physical properties of the land re- 
mained unchanged while the land was 
in his possession. As a land owner, he 
therefore has not assisted society in 
satisfying its wants, but he has acquired 
for his own use a portion of the product 
which society turns out during the year. 

But, it may be asked, how can the 
land increase in value if the owner has 
not done something to it? Does not 
the mere fact of increased value prove 
that the owner has increased its pro- 
ductivity? In contrast with most 
other things, the land area of the 
earth is limited, that is, there are just 
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so many acres and, within very narrow 
limits, this cannot be increased. More 
important is the fact that the area of 
any particular kind of land is limited. 
Land has already been created, and 
when created its area has been fixed 
for all time. The productivity of a 
given kind of land can be increased by 
methods man has devised, and, inci- 
dentally, if man actually does increase 
the productivity of any piece of land so 
that it produces more economic goods 
than it did before, he is entitled to 
a payment for this service. How- 
ever, the supply of land cannot be 
changed. 

' The price of anything which is ab- 
solutely limited in supply is determined 
by the highest amount any potential 
user is willing to bid for it. And so 
it is with land. The amount the 
owner can receive for it by way of a 
sale price, or as an annual rental for its 
use, is determined simply and solely 
by the amount the highest bidder is 
willing to offer him for it. No matter 
how high that bid, the supply, so far 
as that particular piece of land is con- 
cerned, will not be increased. There- 
fore, anything which increases any 
potential bidder’s desire for a piece of 
land, or the amount he is able to pay 
for it, will cause the price the seller 
can get for it to increase, even though 
the land remains exactly the same in 
its physical properties. As has been 
stated, in a community where popula- 
tion is increasing and technical progress 
is occurring, the amounts being offered 
for these limited areas of land will tend 
to increase. This is what is meant 
when it is said that pure land values 
are unearned by the individual because 
they are socially created. 

The unearned nature of a social 
increment in land value has been dis- 
cussed at length many times. Far less 
specific and substantial has been the 
analysis of the social effect of the 


private receipt of such an unearned 
income. In a general way, many 
writers have condemned the institution 
of private ownership of land on the 
ground that it enables a land owner to 
put into his own pocket something 
which not he, but the community as a 
whole, has produced. But, does the 
private receipt of the increment actu- 
ally harm society? Does it take away 
something someone else has produced? 
Does it decrease the national income 
and the per capita living standards? 

It has already been shown that land 
increments cannot be considered merely 
as “lucky finds.” The person who 
finds something and then makes that 
thing available for society’s use is in a 
different position from one who finds 
an increment in land value. The 
latter makes nothing available for 
society’s use which society did not 
previously have. It remains to be 
seen in what way the private receipt of 
the increment actually harms society. 


INCREMENT AN INCENTIVE TO SpPEcu- 
LATION 


In the first place, the possibility of 
receiving che increment encourages 
speculation in land values and this, 
in turn, keeps those persons actively 
engaged in this speculation from doing 
anything which adds to the stock of 
commodities and services constituting 
society’s total product. Speculation 
in land thus decreases our national 
income. If Mr. Smith is able to gain 
an income over a period of years by 
receiving land value increments, he 
can use this income to purchase things 
he desires during that period. This 
means that he is living and consuming 
without adding through his personal 
efforts to the stock of commodities 
society is turning out each year. He 
draws from society’s income stream 
goods and services to the amount of 
the increment or increments he re- 
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ceives, but he does not put into the 
income stream goods or services of 
equivalent value. If the possibility 
of gaining a living through the incre- 
ment were closed to him, and all other 
sources of unearned income were 
closed also, Mr. Smith would have to 
produce through personal effort goods 
and services which would add to the 
national income before he would be 
permitted to draw out any goods and 
services. Thus, by eliminating the 
possibility of getting a living through 
unearned income, many Mr. Smiths 
might be forced to produce goods and 
services which would constitute addi- 
tions to society’s income stream. 
Secondly, private receipt of the 
increment encourages land speculation, 
which sometimes results in the with- 
holding of land from use. The social 
waste involved in this cannot be cal- 
culated with any degree of accuracy. 
It is interesting to note the claim that 
from fifty to eighty per cent of the land 
area of the United States is being held 
out of use, although these figures are 
not meant to represent the actual 
resultant waste. A table showing the 
percentage of the total land which is 
vacant in twenty-four cities in the 
United States discloses figures ranging 
from two per cent to seventy-five per 
cent, just one-half of the cities having 
in excess of twenty per cent vacant.'® 
Some of this vacant land is, of course, 
publicly owned. Some of it, although 
listed as vacant, may be used for play- 
grounds or other similar purposes. 
Offsetting a portion of the waste ac- 
companying this substantial amount of 
unused land are the socially necessary 
and desirable periods of non-use which 
sometimes accompany changes in the 


WE. O. Jorgensen, The Next Step Toward 
Democracy. p. 20; R. C. Macauley, “No One 
Owns Land,” Independent, 104.76 (Oct 16, 1920). 

1¢ H. B. Dorau and A. G. Hinman, Urban Land 
Economics, p. 138. 


purpose for which specific pieces of land 
are used. 

Land speculation also may force 
into use land less suited for a specific 
purpose than is other land which is 
held out of use. It may ke that in some 
cases urban residential sites are with- 
held from use so extensively as to force 
less desirable suburban sites to be used. 
It is also pointed out that the develop- 
ment of an outlying residential section, 
at the very time equally desirable and 
more centrally located residential sec- 
tions are held out of use, incurs still 
another waste in the form of the longer 
streets, the car lines, the power lines, 
and so forth, which have to be con- 
structed in order to get past the vacant 
tracts to the suburbs. 


Errect OF SPECULATION ON NATIONAL 
Ixcome 

Not only does the speculation in 
land values which results from the 
private receipt of lanc value incre- 
ments decrease the amount of national 
income, but it also causes a redistribu- 
tion of that income among individuals 
in such a way that the-verson who re- 
ceives the increment gains income, or 
goods and services, at the expense of all 
the other members of society. Just 
how this comes about must be noted 
carefully. Failure to do so has often 
led to an incorrect evaluation of the 
central theme of proposals to adopt a 
“single tax” or to nationalize property 
rights in land. 

A hypothetical case may be used to 
demonstrate the redistribution of na- 
tional income caused by the private 
receipt of the unearned increment. 
Mr. Jones bought a tract of land in 
1924 for $500,000 and sold it in 1929 
for $1,000,000, not having placed any 
improvements on the land in the mean- 
time. Just what should be deducted 
from the $500,000 increase in value be- 
fore the social increment is found can- 
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not be discussed here. The items 
which possibly should be deducted, 
such as taxes, for instance, would be so 
unimportant that the entire $500,000 
can be considered, for the present pur- 
pose, an increment in value from the 
social point of view. It is assumed 
that no change in the price level oc- 
curred between 1924 and 1929. 

Just how did the $500,000 which 
Mr. Jones received as an increment 
affect the other members of society? 
The transaction must be considered 
as a whole in order to answer this ques- 
tion accurately. What Mr. Jones did 
in 1924 was to give up $500,000 worth 
of purchasing power, that is, he re- 
frained from consuming $500,000 worth 
of goods and services which he had the 
power toconsume. Between 1924 and 
1929, Mr. Jones did nothing except 
hold the title to the tract. Conse- 
quently, in 1929 the tract had the 
same physical characteristics which it 
had in 1924. In other words, Mr. 
Jones personally did nothing during 
that-period to increase the national 
product of food, clothing, furniture, 
and so forth. However, the scarcity 
value of the land having increased, 
Mr. Jones was given, in 1929, in return 
for his title to the land, $1,000,000 
worth of purchasing power which, it 
will be assumed, he spent for goods and 
services. Since the price level did not 
change during the period, Mr. Jones is 
now able to—and it is assumed he does 
—go out on the market and purchase 
just twice as many goods and services 
as he gave up in 1924, when he pur- 
chased the tract. In other words, he 
now draws from the national product 
or income two hats instead of one, 
which he refrained from consuming 
when he bought the tract; two auto- 
mobiles instead of one; two suits in- 
stead of one; and so on. Although 
Mr. Jones has in no way increased the 
national income, he draws from that 


national income twice as many goods 
and servizes as he refrained from 
drawing out in 1924. In doing this he 
has taken hats, shoes, clothing, auto- 
mobiles, and so forth, which the rest of 
the members of society would have 
received had Mr. Jones not been per- 
mitted to take the increment in land 
value.!” 


Sacerricn oF Economic Goops AND 
SERVICES 


It might be argued that the person 
who bought the tract from Mr. Jones 
in 1929 sacrificed the consumption of 
$1,000,000 worth of commodities and 
services which he had the power to 
consume, and that, as a consequence, 
the extra gcods and services received by 
Mr. Jones came from the buyer and not 
from all the rest of society. However, 
the buyer is not the real abstainer. He 
purchased the tract only because of its 
immediate or potential income-produc- 
ing power. Individual buyers of the 
tract may zo on refraining from con- 


suming in order to buy the tract at 


higher and higher prices. But, assum- 
ing the prices paid for it are justified 
by the valve of its potential product, 
just so socn as that tract is actu- 
ally used for any purpose, the amount 
charged for its use will be the means of 
passing on to the rest of society the 
sacrifice of economic goods and services 
which the buyer has borne temporarily. 

For instance, suppose that Mr. Brown 
purchased the tract from Mr. Jones 
and that Mr. Brown now leases the 
tract to someone who erects an office 
building. H Mr. Brown has been wise 
in his investment, the annual rental of 


17 Of course, just to the extent that decrements 
occur, this effest of the private receipt of incre- 
ments is offset But, as has been pointed out, 
in a community experiencing population growth 
and technical progress, increments are rather 
certain to more than offset decrements, leaving a 
net social mcrement to go into the hands of indi- 
vidual owners. 
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the land will yield possibly $50,000, 
or five per cent on the capital sum. 
Mr. Brown will use this $50,000 each 
year to buy goods to consume, and 
these goods and services which the rest 
of society is thus forced to do without 
are the real sacrifices society makes in 
order to turn over to Mr. Jones, the 
increment receiver, the extra goods and 
services he was able to consume in 1929 
because of the increased number of 
dollars he had available for spending. 
Mr. Brown, the user of the tract, has 
temporarily borne this burden of con- 
suming fewer goods, but he is com- 
pensated, and the burden is actually 
passed on to society in general through 
the prices its members pay for the use 
of the site on which the building has 
been constructed. Thecommunity asa 
whole, aside from Mr. Jones, has fewer 
goods and services to use, and goods 
and services lost by the rest of the 
community have found their way into 
the hands of the increment receiver. 

The transaction could be traced 
through in other ways. It would be 
easy to see society’s loss if Mr. Jones 
had purchased the tract from a city 
in 1924 and had sold it back to that 
city in 1929, the prices being as stated 
in the preceding illustration. Assum- 
ing a stable price level, the city in 1924 
received less purchasing power for the 
tract than it had to give to recover the 
tract in 1929. Since it is being 
assumed that Mr. Jones did not add 
any improvements to the tract, the citi- 
zens, other than Mr. Jones, clearly had 
fewer goods and services to use, and 
Mr. Jones had more goods and services 
as the result of his receipt of the incre- 
ment. When Mr. Jones buys the tract 
from an individual and sells it to an 
individual, the result is exactly the 
same, although not as easily seen. 

In fact, the analysis may be simplified 
still further. The receivers of social 
increments in land values are in all 


essentials exactly comparable to per- 
sons whom we might imagine to be 
endowed with the magic power of mak- 
ing every dollar received turn into 
twoormore. If there were individuals 
in society who had discovered’ a way of 
causing dollars to give birth to other 
Collars, what would be the effect on 
the other members of society? In such 
a case the increase in the amount of 
money would cause an increase in the 
price level, enabling those in whose 
hands dollars did not increase by magic 
to buy less than they formerly could 
buy. On the other hand, the in- 
creased amounts of money in the hands 
of a few would increase their individual 
purchasing powers by amounts greater 
than the increase in the price level, 
and they would be able thereby to get 
and to consume the goods which the 
rest of the members of society are no 
longer able to buy. 


CONCLUSION 


In conclusion, it should be reiterated 
that increments in lard values from 
the social point of view are unearned 
incomes, and that, whenever society 
permits any individual to live on an 
unearned income, the goods and serv- 
ices he consumes actually are taken, 
although indirectly, from the other 
members of society. The private re- 
ceipt of social increments not only re- 
duces national income by encouraging 
speculation in land, but distributes it 
in other ways than cn the basis of 
productivity. It not only decreases 
the per capita standard of living by 
reducing the national income, but low- 
ers the standards of some individuals 
in order to raise the standards of others. 
On such grounds rest the continuous 
and the vehement condemnations 
which for many years have been 
heaped upon the institution of private 
property in land. 

It would be unfair to conclude this 
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survey without emphasizing the need 
for a great deal of factual research and 
theoretical analysis in the field. The 
concept “increment in land value” 
is still a hazy one and needs to be 
defined more accurately. Facts con- 
cerning actual land values and trends 
of land values need to be found and 
analyzed. The relation between the 
private receipt of the increment and 
the productive use of land remains to 


be thought through in all of its ramifi- 
cations. Answers to such problems, 
if they are obtainable, would afford 
the basis for discussions centering 
around the socialization of the incre- 
ment, the “single tax,” and the 
nationalization of land titles. From 
such considerations one is led to that 
group of kaing questions connected 
with vested rights and the whole 
institution of private property. 


Land Value Insurance: Its Organization and 
Its Operation 


By H. H. Ricaarpson 
Vice-President, Security Land Insurance Company, Nashville, Tennessee 


NTIL recent years, one could in- 
sure almost anything against loss 
except that most important of all 
things, the land upon which we live. 
It was not because there was no need 
for such protection, but because the 
well-known principles of insurance had 
not been applied to this basis of all 
wealth. 

When one purchases or mortgages 
a house and lot, the owner of the prop- 
erty or of the mortgage never fails to 
secure protection against loss caused 
by fire. For many years past, buyers 
of real estate have protected them- 
selves against loss and expense of 
attacks on title by buying a Title 
Insurance Policy. Property owners 
have insured themselves against losses 
by hurricanes, earthquakes, rain, snow, 
frosts, and burglars. , 

It was not possible, however, until 
within the last decade for one to pur- 
chase a protective policy indemnifying 
a land owner against loss by deprecia- 
tion in value over a period of years. 
The value of such protection to the land 
owner has been proved in many ways 
within this comparatively short period. 
In two sections of the country,, the 
West Coast and the Middle and South- 
eastern states, the principle of land 
value insurance has been sufficiently 
applied so that the land-buying public 
now has the opportunity of requesting 
the seller, before purchasing, to furnish 
him with a land value insurance policy 
with the deed. Land which is sold 
“value insured” may be said to have 
the “stamp of safety” impressed upon 
it. With value and title insured, an 
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investor can consider himself fully 
protected against loss. 


EXPERIENCE TABLES 


All types of insurance, whether they 
be life, fire, accident, or title, depend 
for safety to the policyholder and for 
profit and safety to the company 
issuing them upon what is known as 
“Experience Tables,” and it is upon 
such tables that the premium rate, is 
fixed. 

Land value insurance went through 
years of research work before the first 
policy was issued. Many thousands 
of subdivisions were investigated and 
studied from coast to coast and the 
percentage of successes or failures 
ascertained. Analyses were made as 
to what caused success or failure; 
studies were made in many cities with 
regard to causes of growth or decline 
in real estate values and the effect of 
restrictions by owners of subdivisions, 
end by cities, in the way of orderly city 
planning and zoning. These, and 
many other studies as to what goes to 
meke up “values,” resulted in a great 
mass of information which, when prop- 
erly compiled, listed over one hundred 
factors essential to establishing and 
stabilizing real estate values. It is 
from this basic information that a 
land value insurance company arrives 
at a premium rate which will be profit- 
eble to itself and reasonable in cost to 
the policyholders. 

Like all other lines of legal reserve 
insurance, land value insurance com- 
panies are under the supervision of 
the insurance departments of the states 
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in which they operate. A stated per- 
centage of premium income has to be 
set aside for the policyholders’ pro- 
tection. Such reserves are invested in 
securities which are stipulated by law 
and which are satisfactory to the in- 
surance commissioners. Operating ex- 
penses and profits come out of that 
percentage of premiums permitted 
to be retained for such purposes. Land 
value insurance companies are re- 
quired to make annual reports to the 
insurance departments of each state 
in which business has been done, and 
the company records are subject to 
inspection by state insurance examin- 
ers. It will thus be seen that land 
value insurance has received govern- 
mental recognition from many states 
as a sound economic business, based 
on tested and tried experience which 
constitutes a protection to which the 
buying public is entitled and of which 
it should avail itself. 

In most of the states land value in- 
surance companies are admitted under 
the miscellaneous clause of their insur- 
ance code. In one state this type of 
insurance has been specifically men- 
tioned in the insurance law. Where it 
is not mentioned and where there is no 
miscellaneous clause, new legislation 
will have to be enacted in such states 
before companies will be permitted to 
operate. Seventeen of the states have 
already approved land value insurance 
and today it is operative in Alabama, 
Colorado, California, Florida, Georgia, 
Ilinois, Louisiana, Michigan, Nevada, 
New Mexico, North Carolina, Penn- 
sylvania, South Carolina, Tennessee, 
Texas, West Virginia, and Wyoming. 

At the time of the writing of this ar- 
ticle there are two companies actively 
engaged in land value insurance. It is 
conservatively estimated that by the 
end of 1980 they will have contracted 
for approximately one hundred million 
dollars of coverage. 


All insurance is based on the law of 
averages, and land value insurance is 
no exception to the rule. Averages are 
determined by compiling facts from as 
large a number of cases as is possible 
and ascertaining the conditions sur- 
rounding those to whom or to which 
the facts relate. These facts are 
collected by the research department 
and are turned over to the actuarial 
department, which prepares tables from 
these data to show the risk rates of a 
given class. 

It was stated at a recent convention 
of the International Congress of Actua- 
ries that “to the ordinary man the 
profession of the actuary, requiring as 
it does a highly specialized technique, 
has always remained something of a 
mystery.” The actuary has been able 
by calculations to achieve the appar- 
ently impossible, to harness “chance” 
and in some measure at least to clip 
the wings of “misfortune.” 


DEPARTMENTALIZATION OF BUSINESS 


The operations of the company are 
divided into departments as follows: 

Appraisal and Research—This de- 
partment makes a complete research 
and survey of the residential, business, 
and industr-al sections of the cities in 
which policies are written. It studies 
population and development growth, 
geographical trend of urban and sub- 
urban developments, city planning, 
zoning ordinances, taxation, public 
utilities, building permits, banking and 
postal statistics, and building restric- 
tions placed on properties by sub- 
dividers. It also appraises the proper- 
ties submitted in applications for land 
value insurance and applies all data on 
file regarding the particular locality 
where the subdivision is situated. 

Actuarial—This department fixes 
the rate of premiums and the term of 
the policy of all applications. Its 
calculations are naturally based on a 
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study of the data furnished by the 
appraisal and research department. 

Financial —This department, in ad- 
dition to handling the financial affairs 
of the company, also supervises the 
individual accounts with subdividers 
and other buyers whose property has 
been covered, collects the premium 
income and issues, and keeps record of 
the interim certificates and policies. 
It also investigates the financial and 
moral responsibility of all applicants 
for coverage. 

Agency.—This department is under 
the control of a supervisor of agencies, 
who appoints all agents and codperates 
with them in securing contracts with 
subdividers and individual applicants 
forinsurance. The territory is divided 
as follows: districts comprising several 
states in charge of a district agent; 
states in charge of a state agent; cities 
in charge of a city agent. 


METHODS oF OPERATION 


There are various classes of land 
value insurance, such as the complete 
coverage for a subdivider of all lots 
in a subdivision; the coverage for an 
owner of an individual lot; and the 
coverage for suburban tracts well lo- 
cated and in direct line of development. 
The methods of operation in all three 
types are practically the same. 

Before any business is solicited in 
new territory the research department 
makes a complete survey to see if it 
comes up to the requirements of the 
hundred and more factors necessary 
to make real value. Business is not 
desired in non-progressive cities with 
declining populations and real estate 
values, nor is, it sought in cities de- 
pendent on one industry for their sup- 
port and growth. Such cities too often 
are liable to reverses by reason of 
declines in demand for its products, 
falling off in prices, and so forth. 
Real estate values in cities without a 


constructive city plan or well-enforced 
zoning ordinance are apt to be very 
unstable. Mortgage loans are more 
readily available where property values 
have been stabilized bz a well-ordered 
city plan and zoning restrictions. The 
absence of such constructive plans 
causes many “blighted districts” in 
cities, resulting in lowered valuations 
and loss of confidence by the investing 
public. 

When the owner of a subdivision is 
desirous of obtaining lend value insur- 
ance, he makes applicazion to the com- 
pany on its standard form, which, 
with contracts, interim certificates, and 
policies, have all been ¿pproved by the 
Insurance departments. The applica- 
tion is accompanied by a plat of the 
property, with price lists of lots; terms 
of sale; forms of purchase and sale 
contracts showing restrictions with 
regard to buildings; financial state- 
ment of developer, statement regard- 
ing the improvements, such as streets, 
sidewalks, sewers, water, and gas mains; 
electric lines already n or proposed, 
the method of comple-ing and paying 
for these lines, extinguishing liens and 
encumbrances, if any, and abstract of 
title, if developer does not furnish to 
the purchaser title insurance. The 
application is also accompanied by a 
deposit. 

The application anc data are then 
turned over to the appraisal and re- 
search department, which checks up the 
list of lots with the plat. A personal 
inspection of the property is made by 
one of the company’s expert appraisers 
to check up the mmpro~ements already 
made and those propozed, the relation 
of the property to the surrounding 
developments and its proximity to the 
city in which it is loceted. The facts 
thus secured are then checked with the 
data on file regarding tae growth of the 
city in question to ascertain whether 
or not the property otered for insur- 
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ance is in the natural trend of residen- 
tial development. Values of adjoining 
improved or unimproved property 
are then compared with the selling 
price of the lots to be insured. All of 
the data thus gathered are studied 
in connection with the hundred or more 
factors which enter into the making 
up of values, and a complete report is 
then turned over to the actuarial de- 
partment whose duty it is to fix the 
rate of premium and the term of the 
policy, which term may be for a period 
of from five to ten years, according to 
the risk. 

The application, accompanied by 
these reports and a report of the actu- 
arial department, is then submitted for 
the consideration of the board of 
directors, who pass final judgment, 
either approving or disapproving the 
application. If the application is dis- 
approved, then the applicant is so in- 
formed, and all documents submitted 
with the application are returned to 
him, with a check to cover the deposit. 
In the event the application is ap- 


proved, the applicant pays to the com-: 


pany the balance of the first install- 
ment premium, which is based upon a 
certain proportion of the entire pre- 
mium on the aggregate value of the 
selling price of the lots to be covered. 

The developer furnishes to the com- 
pany a complete list of the names and 
addresses of any purchasers who have 
already agreed to buy lots, to each of 
whom is sent a letter advising that 
the property is now protected against 
depreciation in value below the price 
paid, and the buyer is furnished with 
an interim certificate which guarantees 
to him a policy of insurance in the 
amount he paid for the lot. The policy 
is delivered when the purchaser has 
completed payment of the purchase 
money, thus acquiring legal title to the 
lot, and the company has received its 
premium. 


The developer is furnished with a 
supply of descriptive pamphlets which 
he uses. in connection with his sales 
campaizn. As new sales are made the 
compary is so notified and new buyers 
are furnished with interim certificates, 
or polices, in cases where cash is paid 
in full for the lot. 


SERVICE TO DEVELOPER AND 
PURCHASER 


Service is rendered to the developer 
by ager ts o: the company, whereby the 
developers sales force is instructed 
concerring the advantages and the 
protection offered by land value in- 
surance. 

Where lcts are sold on the install- 
ment plan and the buyer is in arrears 
in his payments, the insurance com- 
pany is nctified. The company im- 
mediatzly writes him that unless pay- 
ments are brought up to date and final 
paymeat completed he will lose pro- 
tection. This has the effect of in- 
stilling in the mind of the purchaser 
the idea that he is buying property 
which żs really worth the amount he is 
paying for it, and the confidence thus 
inspired makes him pay his installments 
promp‘ly. 

It will thus be seen that land value 
insurarce has the effect of breaking 
down sales resistance for the developer. 
After 2 sale has been made, it is a 
distinc: aid in collecting the deferred 
paymeats from the buyer whose desire 
is to s2cure his warranty deed and a 
policy of land value insurance. 

In cases where a subdivision which 
is encumbered is being offered to the 
public, and improvements, such as 
streets water mains, lights, and sewers, 
are to be installed and’ paid for with 
money received from the sale of the 
lots, the insurance companies require 
that this subdivision be trusteed with 
a respcnsible financial institution. All 
money reczived from the sale of lots 
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is paid to the trustee. All mortgages 
must contain release clauses, releasing 
each lot by paying the proper percent- 
age of the mortgage. The trustee 
shall retain sufficient money to pay for 
the release of the mortgage and pay- 
ment of all improvements installed. 
This is an assurance to the buyer that 
the contract will be carried through. 
It also protects the insurance compa- 
nies, as they are potential buyers of 
the properties at the values placed on 
them, including all contemplated im- 
provements at the time the contract 
is entered into. 

Land value insurance is a great 
benefit to the purchaser, as he is as- 
sured he has bought property which has 
been given the most scientific and 
analytical investigation; that the price 
paid is a fair one; and that he is pro- 
tected against loss through deprecia- 
tion in value after a determined num- 
ber of years. At the same time, he is 
not prevented, if he so desires, from 
taking all profits that may accrue in 
the meantime, due to the enhancement 
of values, before the policy expires. 
The very fact that, he owns “value 
insured” property enables him to dis- 
pose of it more readily. If the new 
buyer wishes, he may make application 
for increased coverage, which will be 
granted if, on appraisal, and on pay- 
ment of the additional premium, it is 
found that the property has increased 
in value. 


How Crams Arn PAID 


If at any time during the one-year 
term, set forth in the policy, during 
which loss may be claimed, the insured 
property shall have depreciated in 
value to a sum’less than the maximum 
amount payable for any reason, other 
than is set forth therein, the insured, 
if he desires to establish a loss, shall 
convey to the company the property 
free and clear of any tax, mort- 


gage, lien, or encumbrance by a war- 
ranty deed, together with a certificate 
cr guaranty of title, or an abstract, 
showing he has an indefeasible title. 
On delivery of these documents, to- 
gether with the policy, the company, 
being allowed sixty days for the exami- 
nation of the title, pays to the insured 
the amount payable under the policy. 

If any buildings have been erected 
cn the lot before loss in value is 
claimed, the company has the two 
following options: 


(a) To pay the actual value, at the time 
loss is claimed, of the buildings, 
and, in addition, the amount pay- 
able under the policy, in which 
case the property is deeded to the 
insurance company. 

(b) The company will pay a sum equal 
to the difference between the ac- 
tual appraised value of the land, 
at the time loss is claimed, and 
the amount payable as a loss by 
reason of depreciation in value, 
title to the land, and buildings ' 
remaining in possession of the 
insured—the actual value of the 
land and buildings to be deter- 
mined by appraisers, one to be 
selected by the insured and the 
other by the company. The in- 
surance commissioner of the state 
wherein the insured property is 
located will be requested to 
appoint a third appraiser when 
necessary. 


While it is true that all purchasers of 
real estate believe their investment will 
advance in value, they are at the same 
time afraid of their own judgment, 
knowing that they are not thoroughly 
familiar with real estate values and 
always having in mind that they may 
lose part of their money through 
depreciation. A 

The cost of land value insurance is 
not by any means prohibitive, being 
regulated by the character of the risk 
as well as the length of the term of the 
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policy. Naturally, a shorter term im- 
poses a higher premium rate, and vice 
versa. No policy is written for a 
shorter term than five years, or a 
longer term than ten years. 

When an entire subdivision is cov- 
ered, the premiums are paid by the 
subdivider and the policies are fur- 
nished at no expense to the lot buyer. 
The premiums are paid to the land 
value insurance company at the same 
rate of percentage in which the pur- 
chase money is received. If, however, 
a lot is sold for all cash, then the full 
premium is paid for the policy, which 
is delivered with the deed. 

If the subdivider, selling lots on 
deferred payments, gives a warranty 
deed on first payment and takes back a 
mortgage for the balance due, then the 
buyer is given his policy at the same 
time and the premium is then paid to 
the company in full. 


Errect on MARKET 


The volume of business offered to 
land value insurance companies, but 
rejected for reasons due to inflated 
value, poor location, imperfect title, 
and so forth, has exceeded many times 
the volume of accepted business. Land 
value insurance has stabilized values. 
Experience shows that great inflation 
of values are brought about in times of 
so-called “booms,” and when the 
boom collapses, as it always does, 
properties are sold below actual value. 
When an application for land value 
insurance has, been investigated and 
approved by the company, it places 
upon such a proposition the “stamp of 
approval and safety.” 

Land value insurance companies only 


negotiate with responsible real estate 
operatcrs and subdividers who have 
real merit and who market worth-while 
properties. 

The purchasing public, when edu- 
cated to lard value insurance, will only 
buy property that is insured. During 
boom periods, when prices of property 
increas beyond actual values, the 
insurarce companies will refuse to 
insure, and some of the public naturally 
will reuse to buy. Property owners 
who have insurance will not become 
panick7' ard offer their property for 
less then its real value. 

The unthinking critic very often 
asks: ‘ Why is it necessary to insure 
value cf lard that is good?” A simple 
answer to this question might be the 
following: “Only good land can be 
insurec because insurance of itself 
could not establish value.” This can 
be readily understood if we apply the 
same principle to any other form of 
insurance. A fire insurance policy of 
itself will not make an extra hazardous 
risk fireproof: a policy of health insur- 
ance does not restore the physical 
fitness of an individual. It is only 
possibl2 to write insurance of any 
description on worth-while subjects. 
There .s nc commodity that is dealt in 
so extensively as real estate, or which 
is oper to so much discussion as to its 
fair valuation. Heretofore, little or 
no effcrt Las been made to evolve a 
method of valuation that may be 
accepted by seller and buyer as being 
fair to both. With the advent of land 
value insurance much of this difference 
of opinion has been eliminated. It 
must act as a medium of better under- 
standing between buyer and seller. 


Commonly Accepted Evidences of Real Estate Value 
for Purposes of Taxation 


By Davi T. Row.anps 
Instructor in Finance, University of Pennsylvania, Philadelphia, Pennsylvania 


O long as governments need revenue, 
assessment of real estate for taxa- 
tion purposes will be a subject of much 
general interest. Its importance in 
providing revenue may be gleaned 
from the estimate of one well-known 
appraiser ! that real estate constitutes 
the base of from two-thirds to four- 
fifths of all local and state revenues in 
the United States. In fact, real estate 
constitutes, directly or indirectly, a 
very large part of the base under the 
Federal inheritance, Federal income, 
and state inheritance taxes. 

Perhaps, then, it is not too much to 
assert that there is no aspect of real 
estate that commands more general at- 
tention than its use as a base for levy- 
ing taxes; neither is there a problem in 
the field of real estate which needs 
more current consideration than the 
problem of ascertaining the most prac- 
ticable and intelligent basis for making 
assessments on real estate for tax pur- 
poses. The mere fact that “full cash 
value” is used more frequently than 
any other term to denote the basis 
employed for assessment neither in- 
vests it with meaning nor qualifies it as 
the best basis. 

Although no attempt will be made 
in this article to ascertain the best basis 
for real estate assessment, a survey of 
the assessment bases used and evi- 
dences of value considered in the deter- 
mination of taxable value will serve to 
point out what few persons appear to 

1 Zangerle, John A. Principles of Real Estate 


Appraising. Cleveland: Stanley McMichael 
Publishing Co. (2nd ed., 1927), p 21 


discern, namely, that discriminatory 
assessments may be, and very likely 
are, inherent in the ill-defined basis 
employed. 


EVIDENCES OF VALUE PRESCRIBED IN 
STATUTES 


Assessment? bases are authorized 
by statute. These are many and 
varied in interpretation. A survey re- 
veals that twenty-one different ter- 
minologies are employed; it also dis- 
closes a wide range in the number of 
states adopting a particular basis. 
The statutory bases of the several 
states are presented herewith in tabu- 
lar form. 

Description of the terms used to de- 
note the assessment bases is set forth 
in the statutes of all states except 
Colorado, Delaware, Florida, Maine, 
Maryland, Massachusetts, Missouri, 
New Mexico, New York, Rhode Is- 
land, Vermont, and the District of 
Columbia. According to the defini- 
tions given in the statutes of the 
other states, certain evidences of 
value are to be utilized by assessors 
in arriving at the taxable value of 
property. i 

Among the commonly accepted evi- 
dences are: the price the property 
would bring at a private or a voluntary 
sale; the amount at which a property 
would be taken in payment of a just 


2 By “assessment” is meant the value assigned 
to real estate by duly appointed officers, which 
value is used as the basis for determining the 
tax that shall be paid by each mdividual prop- 
erty owner. 
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CLASSIFICATION OF STATUTORY ASSESSMENT BASES * 
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* In some instances, 1t was difficult to ascertam the basis used, especial 


where the statutes contained several terms; but where 


difficulty waa experlenced, communications from the Tax Commission and reference to the Assessors’ Manual of the particular state 


to clanfy the bams employed 


debt due from a solvent debtor; the 
cash consideration which can be com- 
manded in the ordinary course of busi- 
ness; and the price which can be 
realized in a “willing buyer, willing 
seller” transaction. In some states, 
the earning power and other considera- 
tions are recognized. 

In many cases, several of these evi- 
dences of real estate value are em- 
ployed to establish the meaning of a 


single assessment basis. For example, 
the Georgia Code ° expresses the intent 
and the purpose of the tax law as 
follows: 


To have all property and subjects of 
taxation assessed at the value which would 
be realized =herefrom by cash sale, as such 
property ‘and subjects are usually sold, 
but not by forced sale thereof. 


3 The Georgia Code (1926), Sec. 1004, p. 223. 
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Idaho’s legislators provided that the 
“full cash value” of real estate should 
be established by determining what the 
property would be worth were it taken 
in payment of a just debt due from a 
solvent debtor, or were it sold at a 
voluntary sale in the ordinary course 
of business. The act governing assess- 
ments also requires assessors to con- 
sider a property’s earning power when 
put to the same uses to which property 
similarly situated is applied.‘ 

The Iowa law provides that in ar- 
riving at the “actual value” of real 
estate the assessors shall consider the 
property’s past, present, and prospec- 
tive productive and earning capacity, 
if any; its market value, if any; and all 
other factors which might affect its 
value. The Michigan law stipulates 
that the usual selling price at the place 
where the property is located shall be 
an evidence of its “true cash value”; 
and such “usual selling price” is de- 
fined as the price which can be ob- 
tained at a private sale and not at a 
forced sale. 


VARYING EVIDENCHS OF VALUE 


It is worth noting that not all states 
which stipulate a specified assessment 
basis employ the same evidence of 
value. Analysis of the assessment 
bases previously enumerated reveals 
that New Hampshire, South Dakota, 
and Texas designate the “full and true 
value in money” as the basis for assess- 
ments. Whereas the New Hampshire’ 
enactment states that the just debt, 
solvent debtor formula is to be em- 


í Idaho Compiled Statutes (1919), vol. I, Sec. 
2104, p. 884; R. C., Sec. 1646, subd. 5; Am , 712, 
c. 8, sec. 3e, p. 243 13, c. 58, sec. 9, p. 178; reën. 
C. L. 188: 9. 

5 Code of Iowa (1924), Sec. 7109, p. 899. 

t Compiled Laws, Michigan (1915), vol. I, 
Sec. 4021 (Ch. 88, Sec. 27, C. L ’97, $850). 

7 Public Laws of New Hampshire (1926), vol. 
I, Ch. 68, See. 1, p. 254 (P. S. 58:1). 


ployed, the Texas’ and the South 
Dakota °? laws instruct assessors to 
ascertain the usual cash selling price 
at the time of assessment. 

In defining “true cash value,” the 
Nevada statute states that a property 
shall be appraised as if taken in pay- 
ment of a just debt due from a solvent 
debtor.° Oregon ™ recognizes as evi- 
dence of the taxable value of property 
the earning power and the price which 
the property will yield at a voluntary 
sale, while Michigan” adopts the 
voluntary sale idea, but requires 
assessors to evaluate all natural ad- 
vantages and disadvantages. 

Close scrutiny of the statutes reveals 
that any one evidence of value is an 
element in defining several assess- 
ment bases. The price which a prop- 
erty will bring at a private or a volun- 
tary sale is an acknowledged evidence 
of value in determining the “fair and 
reasonable cash value”; “full cash 
value”; “true cash value”; “fair cash 
value”; “full and true cash value”; 
“true and full value”; “full and fair 
value”; “actual value”; “actual cash 
value”; and “full value.” i 

Sometimes the same idea has been 
expressed negatively in the expression 
“not at a forced or an auction sale.” 
This expression is incorporated in 
definitions of “full cash value”; “true 
value”; “present, true, and actual 
value”; “fair market value”; “full 
and true cash value”; “true value in 
money”; “actual cash value”; “true 
cash value”; “true and full value”; 


5 Revised Civil Statutes, Texas (1925, vol. 
TI, Art. 7149, p. 2069. Acts, 1876, p. 275; G. L., 
vol. VIII, p. 1111. 

*The South Dakota Revised Code (1919), 
Sec. 6666, p. 1619. 

10 Revised Laws, Nevada (1912), vol. I, Sec. 
£622, p. 1048 (March 28, 1891, 135). 

4 Or. L. Sup. (1927), Pt. I, Sec, 4268, p. 462 
(L. 1925, e 113, p. 167). 

8 Compiled Laws, Michigan (1915), vol. I, 
Sec. 4021 (Ch. 88, Sec. 27, C. L. 97, 38801. 
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“full and true value in money”; and 
“true and fair value in money.” The 
amount at which property will be taken 
in payment of a just debt due from a 
solvent debtor is adduced as an evi- 
dence of “full cash value”; “true cash 
value”; “full and true value in money”; 
“true value’; and “true and fair 
. value in money.” 

The concept of market value, or the 
price at which property is usually sold 
in the ordinary course of business, is 
embraced in the definitions of ‘‘fair 
market value”; “actual value”; “‘ac- 
tual cash value”; “true cash value”; 
“true and full value”; “true value in 
money”; “full and true value in 
money”; and “true and actual value.” 
An explicit statement of the “willing 
buyer, willing seller” theory, namely, 
that the value of a property is the cash 
consideration which a person would be 
willing, and would expect, to accept 
for property if he were disposed to sell 
it, is embraced in the definition of 
“intrinsic value” only. 


INDEFINITENESS OF STATUTORY TERMS 


Viewed in this manner, the situation 
should impress us by the lack of per- 
spective which has marked the thought 
of legislators in regard to assessments. 
Tt is apparent that there is little uni- 
formity in the terminology, and even 
less in the meaning attributed to the 
terms used. Many of the statutory 
definitions even suggest that there is 
much uncertainty as to the meaning of 
the stipulated assessment basis. How- 
ever, all appear to aim at establishing 
the price which a property would bring 
under the perfectly “natural” condi- 
tions of an unrestricted market. Ina 
word, the exchange value is sought, 
but how to ascertain that value seems 
to be an open question. 

Some statutes frankly depend on the 
assessor’sjudgment. For instance, the 
South Carolina statute, after stating 


that the true value in money is in- 
tended to be the usual selling price on 
the usual terms of similar property at 
sales for partition under orders of the 
court, asserts that if there is no usual 
selling pric2 the assessor shall list the 
property at what he honestly believes 
it would bring at a fair sale." 


ASSESSORS’? MANUALS 


Administration of reassessments is 
accomplished through the medium of 
tax commissions in forty-three states. 
In the remeining states, boards known 
by other names do this work. Several 
of these commissions and boards have 
endeavored to aid assessors in inter- 
preting the statutes relating to the 
taxation of real estate. Such inter- 
pretation is rendered necessary and 
advisable ky reason of the lack of 
training of most assessors and by their 
limited tenure of office. 

Manuals of instruction have been 
prepared ard distributed to assessors 
before the beginning of the periodic 
assessment. These guides range from 
single sheets containing excerpts from 
the statutes, and perhaps a caution that 
a penalty awaits assessors if they fail in 
the performance of their duty, to rather 
large booklets outlining the methods of 
appraisal in current use. Some are 
serious attempts to formulate rules and 
to provide the mechanics for securing 
an equitable assessment, while others 
indicate that the administrative officers 
rely on forms. In general, it may be 
said that manuals with specific formu- 
lae are not the practice. 

One of the most carefully prepared 
manuals * sets out a schedule of factors 
involved in determining the value of 
buildings. Scales of reproduction costs 


8 Code of Laws of South Carolina (1922), 
vol. ID, Ch. XIT, Art. XI, Sec. 6, p. 188 

4 Manual for Instruction of Assessors. Issued 
by Thorstein H. Thoresen, State Tax Com- 
mission, Bismarzk, North Dakota. 
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based upon a detailed classification of 
building material types, as well as 
depreciation tables, are given. Accord- 
ing to the manual, the “full and true 
value” of land is to be ascertained by 
determining its market value based on 
sales in normal times only. Assessors 
are specifically enjoined from assessing 
land on its economic value and are cau- 
tioned to ignore sales at inflated prices. 
What the index of normalcy shall be is 
not set forth. 


Tan MINNESOTA Assessor’s GUIDE 


An interesting Assessors Manual is 
issued by the Minnesota Tax Commis- 
sion. A remarkable feature is the im- 
portance ascribed to the most advanced 
appraisal methods. Tables of con- 
struction costs and mechanical methods 
for securing uniformity of valuations 
are discussed at greater length than is 
usual. For the most part, it consists of 
a series of indexed questions and an- 
swers relating to the tax laws. These 
are so arranged that if an assessor de- 
sires to ascertain the rule governing any 
specific case he may readily locate the 
proper section of the law. Among the 
sections indexed is one relating to the 
determination of land value. Evi- 
dences of value which should be em- 
ployed by the assessor are enumerated. 

As in the North Dakota guide, the 
use of recent sales is advocated. How- 
ever, this is not the sole criterion af- 
forded, for assessors are advised that in 
some cases land values may be fixed 
from the actual or the potential rental 
value of the land. 


When neither of these measures 18 avail- 
able, the assessor must establish values, 
and in doing so it is suggested that he con- 
fer with real estate dealers or others having 
knowledge of land values. 


The Tax Commission further in- 


18 Assessor's Manual, Including Assessment 
Laws (1918), p. 14. Issued by the Minnesota 
Tax Commission. 


structs that it is good practice on the 
part of the assessor to avail himself of 
whatever information relative to values 
he may be able to obtain from persons 
of sound and dependable judgment. 


Tre Cotorapo MANUAL 


The manual compiled and printed by 
the Colorado Tax Commission is, per- 
haps, more detailed than any other in 
its statement of the evidence which 
may be used to arrive at the value of 
taxable property. According to this 
manual, the guide to “true value” is a 
property's market value. The pur- 
chase price paid, if the property is sold 
under ordinary conditions, is the meas- 
ure of its market value. If there is no 
well-established market value, 


the price it would bring at a fair voluntary 
sale . . . the value of the use thereof, and 
the capability of use, together with any 
just method of determination, may be con- 
sidered by the assessor.!§ 


Asking-prices, and the true consid- 
erations in deeds, are mentioned as 
instruments useful in determining the 
value of property. In addition, as- 
sessors are advised to keep an accurate 
record of all real estate transfers in 
their counties, as well as of trust deeds 
and mortgages, and to examine the 
county records for the appraisement of 
estates. 

West Virginia’s Commission instructs 
assessors that 


in aiming at the true and actual value of 
buildings on lots the assessor should ob- 
tain, if possible, the cost of construction 
of such buildings, the annual rental re- 
ceived by the owner, if rented, and the sale 
price of adjoining property in the same 
block or on the same street.” 


18 Instructions to County Assessors, p 4. 
Compiled and printed by the Colorado Tax 
Commission. 

T Instruction to Assessors (1925), p. 36. Pre- 
pared by Grant P. Hall, State Tax Commis- 
sioner, West Virginia. 
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City and town lot values are to be 
determined from the per front-foot sale 
price of the lots without buildings or 
improvements. 

The manuals of North Dakota, 
Minnesota, Colorado, and West Vir- 
ginia are cited because they are repre- 
sentative of the best attempts to give 
the assessor the tools with which he 
may work. Nevertheless, there is con- 


siderable variety in the evidences” 


stipulated. 


Evipences or VALUE ADVOCATED BY 
COMMISSIONS 


It is difficult to generalize on the evi- 
dences of value suggested in the hand- 
books provided for assessors. In the 
first place, there are few such instruc- 
tion sheets which make more than a 
pretense at analysis of the factors enter- 
ing into land or improvement values. 
In the second place, the manuals that 
specify evidences of value, which may 
be utilized by assessors, show little 
effort to evaluate the importance of 
each evidence. 

If there is one evidence of value com- 
monly accepted by tax commissions, it 
is the sale price. But “sale price,” as 
used, is susceptible of interpretation. 
Some specify that the sale price must be 
the price actually paid for the property; 
some will admit as evidence the selling 
price of similar properties; others in- 
sist that “normal” sale prices only may 
be accepted as an evidence of value. 

Similarly, when rentals are accepted 
as an evidence of value, variation in 
practice exists. Some tax commissions 
stipulate that rents received shall be 
evidence; others consider prospective 
rentals. Few designate whether net or 
gross rentals are contemplated. Rela- 
tively few stress the use of asking- 
prices or records of transfers and en- 
cumbrances as evidences. In regard to 
building appraisals, most commissions 
advocate a “reproduction, less depre- 


ciation” basis. In most instances, 
assessors are urged to use their best 
judgment in seeking to determine from 
the many ccnuflicting evidences of value 
a conservative intermediate value, with 
due regard to general values. 


JUDICIALLY RECOGNIZED EVIDENCES 
or VALUE 


At various times the judiciary has 
been called upon to pass on the legality 
of specific assessments. In determin- 
ing the issue in question, criteria of 
value have been established by the 
courts and certain evidences of value 
admitted as competent. 

Generally speaking, courts are in 
accord on tke proposition that assess- 
ments should be made on the basis of 
the actual worth or fair market value of 
property,'® unless otherwise directed by 
statute. In defining the market value, 
courts have demonstrated a preference 
for what might be called a “willing 
buyer, willing seller” theory of value; 
that is, they have sought to determine 
the price which the property under 
consideration would bring in a market 
wherein there are willing sellers and 
willing, able buyers of property like 
that to be assessed.!® Underlying this 
theory is the presumption of complete 
agreement ard equality of position of 
the parties. 

Citation o? a few cases, although 
there is no intention to deduce general- 
izations from them, will indicate that 
sale prices have been admitted in 


18 People v Bcrker, 146 N. Y. $04, 40 N. E. 
996 (1895); Turnley v. Elizabeth, 76 N. J. L. 42, 
68 Atl. 1094 (1908); Coal Co.'s App, 43 Pa. 
C. C. 1 (1915); Kemble’s Estate, 280 Pa. 441 
(1924); Arlingtor. Milly v. Salem, 140 Atl. 183 
(1927); Hawkeye, Poriland Cement Co. v. Madi- 
son, 127 N. W. 837 (1928). > 

19 Union Inves:ment Co. v. Harrison County, 
67 Miss 614 (1690); Metrepoltian Bldg. Co. v. 
King County, 62 Wash. 409, 118 Pac. 1114 
(1911); Peo. v. Dowd, 206 App. Div. 727, 200 
N. Y. S. 500 £1922). 
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specific instances to determine the 
propriety of given assessments. In 
Adams Express Co. v. Ohio State Audi- 
tor,?° it was pointed out, as a cardinal 
rule, that whatever property is worth 
for the purposes of income and sale, it is 
also worth for the purposes of taxation. 
Indeed, one annotator has observed 
that where similar property is com- 
monly bought and sold the price which 
it brings is the best test of the market 
value of the land under consider- 
ation, and assessors need look no 
further.” 

Sales of similar land, or lands simi- 
larly located, at about the same time, 
and not under forced sale, may be 
shown as partial evidence of the market 
value of the lands in question. On 
this, authorities appear to agree.” Not 
only the sale prices of similar properties, 
but also the price paid by the present 
or any former owner, have been con- 
sidered as competent evidence.* In at 
least one state, however, if the sale 
price is to be qualified as an evidence of 
value it must represent the highest 
price that can be obtained in a fair 
market.” 


NATURE OF SALE Price 


Prices paid at public sales, as well as 
those at private sales, have been con- 
sidered as indicators of value. For 
example, in Colwell v. Abbott, the 
amount that property taken as a whole 
would bring at fair private sale was 
recognized as a good criterion of its 
value. On the other hand, it has been 
held that a sale of land at public auc- 


30168 U. S. 185, 220 (1897). 

226 R. C. L., p. 365. 

2 Finch v. Gray's Harbor County, 121 Wash. 
486, 209 Pac. 888 (1922). 

z Cocheco Mfg. Co. v. Strafford, 51 N. H. 455, 
477 (1871). 

H Winnipiseogee Lake Cotton & Woolen Mfg. 
Co. v. Gilford, 67 N. H. 514, 517 (1898). 

242 N. J. L. 111, 116 (1879). 


tion is an evidence of the property’s 
value. 

Even though a property had been 
put up for public sale on two occasions 
after due advertisement at a specified 
sum, without drawing a purchaser, 
testimony to that effect was considered 
to have provided some indication of the 
property’s market value;* likewise, 
the holding or asking-prices of other 
properties similarly situated may also 
be shown. In an instance where real 
estate did not have a market value, 


` assessors were permitted to consider the 


price it would bring at a fair, voluntary 
sale and to adopt other just methods 
in determining the taxable value of 
property.*8 

Another evidence of value which has 
been considered in ascertaining the tax- 
able value of property is rental received, 
or provided for, under a lease. Ac- 
cording to a New Hampshire case, 
Atlantic & Si. Lawrence R. Co. v. 
State,”® the rent which a lessee promised 
to pay was regarded as evidence, al- 
though not conclusive proof, of the 
market value of the property at the 
date of the lease. 

In State, Hurd v. Cook, the court, 
while asserting income as a criterion of 
value is peculiarly inappropriate in tax- 
ing mining lands, admitted the yearly 
rental of premises might be regarded as 
an element in ascertaining the value of 
a property if the property is so situated 
that such yearly rental reflects its true 
value. In another case *! an assessor, 
upon learning of the existence of a 


8 Dickerson Suckasunny Min. Co. v. Ran- 
dolph, 25 N. J. L. 427 (1856); Kaemmerling’s 
Appeal, 282 Pa. 78, 81 (1925). 

7 Appeal by Pennsyluanta Co, eic, 282 Pa. 
69, 127 Atl. 441 (1925). 

38 R. Co. v. Hanna, 78 Colo. 182, 172, 214, p. 
550 (1923). 

3 60 N. H. 133, 143 (1880). 

2 80 N. J. L. 70, 71 (1897). 

7 Woodburn v. Skagit County, 120 Wash. 58, 
206 Pac. 834 (1922). 
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hunting lease, increased the property’s 
valuation; and his action was sustained. 


Inproven STATUTES NECESSARY 


At this point it would be appropriate 
to observe how unsatisfactory are the 
evidences of value most commonly 
used. However, another article * in 
this series is devoted to the demonstra- 
tion of the inadequacy of the sale price 
as an evidence of value, and it is there- 
fore unnecessary to discuss it here. 
Nevertheless, this opportunity to direct 
attention to the need for a well-con- 
ceived device for discovering the rela- 
tive importance which the community 
attaches to certain locations cannot be 
allowed to pass. 

Despite the attempts of legislatures 
to establish a concept of value, so much 
opportunity is allowed for the subjec- 
tive opinion of the individual assessor 
that practically all the definitions of 
value now used in the statutes tend to 
become vitiated, and are therefore un- 
enforceable. In general, it is safe to 
say that such units of measurement and 
procedure as are presented are clearly 
impossible of application by large num- 
bers of persons, distributed over wide 
areas. At best, the formula, if such it 
may be called, given each individual 
assessor is both vague and impractical. 

It is obvious that emphasis must be 
placed upon the task of improving the 
statutory provisions with respect to the 
basis of assessment. Some organiza- 
tion might profitably direct its efforts 
to the task of sifting the diverse evi- 
dences of value generally employed, 
and ascertain which, if any, may be 
useful. When this has been accom- 
plished, the organization in question 
might address itself to the problem of 
incorporating in a model statute the 
basis determined upon as ideal. A 
necessary feature of the work of such an 


® See the article by Karl Scholz in this volume 


organization would be the development 
of a course of instruction for assessors 
so that they might make uniform and 
sane use of the basis provided. 


Recent Ipano STATUTE 


Perhaps a recent legislative enact- 
ment will point the way to more precise 
statements of the procedure to be used 
by assessors in arriving at the assessa- 
ble value cf real estate. In the 1929 
session of tae Idaho legislature the sec- 
tion * of the Compiled Laws relating to 
the “criteria of value” was amended by 
the terms of Chapter 201.% The 
amended provision reads: 


The assessor may as far as practicable 
ascertain tha value of each parcel of real 
estate and the improvements thereon listed 
for assessment purposes in accordance with 
such values as the resident taxpayers in 
any designated community place upon 
such assessable property, and each assessor 
is hereby empowered to require by written 
or oral request the attendance of the resi- 
dent taxpayer in any community, the area 
of which shell be fixed by such officer, at a 
meeting to be held within such community. 
The assessing officer shall preside at such 
meeting, and he is hereby authorized to 
administer an oath to each person present 
to the effect that each affiant will, accord- 
ing to the best of his ability, give correct 
answers to all questions propounded to 
him touching valuations and classifications 
of real estare within such community. If 
the assessor finds and believes that the con- 
sensus of opinion of the resident taxpayers 
on valuatians and classifications are the 
true valuacions and classifications, the 
assessor shell place an assessed valuation 
on each piece of property and the improve- 
ments thereon, and classify the same in 
accordance with the consensus of opinion 
of such resident taxpayers. 


Clearly, the intent is ‘to obtain an 
appraisal which will reflect the opinion 
of the community. In respect to its 


z (1919), vol I, p 885. 
%4 1929 Idaho Session Laws, pp. 390-91. 
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provision for community meetings, the 
Idaho statute is unique. The legisla- 
tures of other states may well follow the 
precedent of this statute. Indeed, 
they may go much further. Such 
meetings may well be used to deter- 
mine the quantity unit values from 
which the values of individual sites 
may be determined. Assessors should 
be required to value land and improve- 
ments separately. They might also be 
required to classify buildings and devise 
rules for depreciating the buildings 
assessed. 


CONCLUSION 


A recapitulation of the material sub- 
mitted reveals several significant facts. 
That there is a lack of agreement in re- 
spect to the term that shall be used in 
statutes to describe the present value of 
taxable property cannot be denied. 
Moreover, it is apparent that such stat- 
utory bases as are stipulated lack mean- 
ingful definition. But, in so far as in- 
terpretation of the statutory base is 
attempted, the sale price of the particu- 
lar property or of other similar proper- 


ties is generally accepted as an evidence 
of the value of the real estate subject to 
assessment. 

By some descriptien, sale prices 
have been prescribed in statutes, 
advocated by tax commissions, and 
judicially recognized in many instances. 
When there is no well-established mar- 
ket for properties of zhe type to be 
assessed, evidences of value other than 
the sale price have bzen considered. 
Courts have admitted capitalized rent- 
als as some evidence oi value; and tax 
commissions have urged assessors to 
take note of existing leases and the rent- 
als paid under such leases. In some 
statutes and manuals. assessors are 
commanded to take cognizance of the 
earning power of propecty. 

Each of these evidences of value is 
useful under given circumstances; but, 
in general, these evidences do not re- 
flect a true community opinion of the 
exchange value of rea. estate. Stat- 
utes must be devised which will 
establish some procedure for the 
determination of such a community 
opinion. 


A Scientific Approach to Real Estate Valuation 


By Warrer W. Pottock 
President, The Manufacturers’ Appraisal Company, Philadelphia, Pennsylvania 


LL value is relative. Therefore, in 
the attempt to approach the 
problem of valuation on a scientific 
basis it is essential that the appraiser 
should use methods which will ac- 
curately measure this relativity. 

The uses of urban land for business, 
residential, industrial, and other pur- 
poses, are fairly well standardized in 
American cities. By comparison of 
the use values of different street front- 
ages, it is not difficult to establish rela- 
tive valuations of all land frontages in 
an urban community, and this com- 
parison can be extended so as to show 
the definite. value relations existing be- 
tween street locations in different cities, 
no matter where they may be located. 


Unit Basis or VALUATION 


Determination of street valuations 
on a unit basis, in which uniform units 
of quantity are appraised for all front- 
ages, furnishes a yardstick for definite 
comparisons of all such frontage values. 
By the use of uniform computation 
formulae it is possible to make accurate 
comparisons between the similar fac- 
tors in all lots of depth, frontage, cor- 
ner, alley, railway, waterway, or other 
enhancing influences, and to determine 
these value effects relatively. The 
unusual factors pertaining to land val- 
uation which remain—if there are such 
factors in individual lots—may then be 
separately judged in their effects upon 
valuation. 

On the same principle, it is possible 
to appraise improvements upon land 
at the standard of reproduction cost 
new, and to deduct depreciation so as 
to measure accurately the loss of use 


value de to all depreciating factors, 
thus determining values for buildings 
on a comparative basis. 

This process permits, and indeed re- 
quires, the consideration of the effect 
of all the conventional data for apprais- 
ing values—sale prices, rentals, the 
effect of restricticns, the effect of sup- 
ply and demand, the so-called market 
value, the “willing buyer, willing 
seller” ideal, and so forth. A certain 
area of land of a certain size and shape, 
with a certain utility, and with a cer- 
tain relation to street frontages of like 
valuation, will have the same valuation 
as another lot in which all these condi- 
tions are identical. Any variation in 
any factor will cause a relative varia- 
tion in valuation, and this relation may 
be definitely demonstrated. The mar- 
ket costs of building materials and 
labor, compiled from reliable sources, 
will enable appraisers accurately to de- 
termine the new reproduction costs of 
buildings; and an intelligent judgment 
of the basic factors of accrued deprecia- 
tion, which may be generally described 
as (a) mechanical deterioration, (b) 
obsolescence, and (c) lack of utility, 
will take into consideration all the nor- 
mal factors relating to valuation. 

The foregoing statements may be 
regarded as conclusions which the 
writer has arrived at through experi- 
ence in the appraisal of real estate. If 
he is correct in arguing that the valua- 
tion of land and buildings can be best 
arrived at by the use of definite com- 
parative mechods, it must then be 
desirable to search for such methods, if 
they have already been devised, or, if 
they cannot be found, to invent them. 
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Instead of passing laws which set up 
such idealistic and partial definitions as 
“true,” “market,” “cash,” “selling” 
values, the words “relative” or “‘com- 
parative” will be found to describe 
more accurately the process of scien- 


tific valuation. Either or both of these , 


words can well be used in amplification 
of the customary idealistic terms, and 
in the case of real estate assessment 
they will be found to furnish a satisfac- 
tory substitute. 


SYSTEMATIC VALUATION OF PROPERTY 


Under modern conditions, there exist 
so many phases of the phenomenon 
“value” that the attempt to reduce the 
process of valuation to a systematic or 
a scientific basis is regarded as most 
difficult. There are so many special 
points of view, as illustrated by the 
special interests of various persons or 
classes of persons, that it is impossible 
completely to harmonize those interests 
with the numerous conventional con- 
cepts of value. 

Before organizing a plan for the 
systematic valuation of physical prop- 
erty of any description, it is necessary 
to discover something fundamentally 
important and inherent in circum- 
stances relating to value. That the 
business world has not yet found a basis 
for agreement as to sound, systematic 
bases for valuation is evidenced by the 
great fluctuations of prices of commod- 
ities and securities. That the Federal 
Government and the courts have not 
yet reached a workable concept of value 
and methods of valuation is shown by 
the long-debated, never-determined ef- 
fort to establish the “fair value” of the 
railroads and other public utilities as a 
basis for service rates. 

This uncertainty on the part of gov- 
ernmental agencies is also illustrated in 
the long, drawn-out discussions and the 
arbitrary decisions relating to property 
valuation and depreciation by the In- 


ternal Revenue Bureau in the adjust- 
ment of income taxes. In the local ad- 
ministrative field there are various 
unscientific, legalistic tieories pro- 
pounded for the valuatiom of property 
taken under condemnation proceedings 
for public use; and in the assessment of 
real estate for purposes of taxation 
there are almost as mary theories of 
appraisal as there are assassors. 

These uncertainties cf thought in 
relation to value and valuation con- 
stitute one of the most incportant of our 
modern problems. They offer many 
opportunities for the op>ression of the 
politically weak by the powerful, and 
for the destruction of zhose who are 
powerful by those who are more 
powerful. 

In the original Supreme Court dic- 
tum that the railroads are entitled to 
charge for service rates so as to yield a 
fair return upon the fair value of used 
and useful property there was expressed 
a definite ideal which. it was hoped, 
would establish justice for all those 
interested; but many years have 
passed, and we seem to be as far as 
ever from accomplishing that ideal, 
because we have not yet been able to 
crystallize the ideal on a factual basis. 
Senator La Follette believed that rail- 
road values could be determined only 
on a legal basis, but the debate over the 
facts relating to railrcad valuation has 
continued for nearly twenty years, 
without satisfactory conclusion or defi- 
nite plans for evolvirg out of the con- 
fusing factual claims a working theory 
in accord with the legal ideal. 


Wima SELLER, Wintiwe Burner 


The various states carry upon their 
statute books various idealistie dicta 
relating to valuation. There is the 
maxim of the willing seller and the will- 
ing buyer which repzesents a fine ideal- 
istic concept of value, notwithstanding 
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the fact that in actual practice there are 
almost no willing sellers and no willing 
buyers. The self-interest of sellers and 
buyers causes each to oppose the other 
for the utmost of high or low price; and 
if a transfer of real estate should unex- 
pectedly be concluded on a mutually 
agreeable basis it will almost always be 
found that the mutual willingness is 
caused by some other circumstance 
than price. Again, there is the extra- 
legal maxim to the effect that every- 
thing is worth what one can get for 
itt 

Among the idealistic statutory at- 
tempts at a definition of value for real 
estate are: (1) true value in money; 
(2) full cash value; (8) fair market 
value; and (4) the assessor’s opinion as 
to fair selling value. 

There is a wide gap between these 
well-meant theoretical descriptions of 
the goal of valuation and the facts and 
circumstances relating to valuation. 
Because assessors and taxpayers are 
often unacquainted with the discrep- 
ancy between the valuation theories 
and facts, these theories are seldom 
satisfactorily fulfilled in actual ap- 
praisal work. Each assessor and re- 
viewer follows his own route. Each 
may view upon a distant banner an 
idealistic legend, but few, if any, arrive 
at that destination, because they do 
not know the proper route to follow. 

President Hoover has appointed 
numerous lay commissions unofficially 
to consider various economic, social, 
and governmental phases of American 
life, and out of such investigative ef- 
forts there will undoubtedly come in- 
formation which should have the effect 
of harmonizing hypothesis with fact. 
There is no more fertile field for such 
systematic inquiry than that relating 
to valuation. Such an investigation, 
balanced between hypothesis and fact, 
might bring the two nearer to one an- 


1 See the article by Karl Schols in this volume. 


other and might throw much needed 
light upon the whole question of 
valuation. 


Lecar THrorres Versus Facts 


As a professional appraiser, with 
more than thirty years’ experience, in 
many contacts with administrative 
governmental officials, from Washing- 
ton down to rural townships, whose 
duties related in one way or another to 
valuation, I have seldom met one who 
was not in a state of confusion over the 
difficulty, if not the impossibility, of 
complying with the instructions of law 
relating to valuation, and at the same 
time appraising values in accordance 
with facts. These public officials are 
charged with the responsibility of per- 
forming a technical act, under the limi- 
tations of incomplete statutory direc- 
tions, without adequate tools or guides. 
Many of them realize their situation, 
but few have had the courage to face it, 
or to rebel az their legal fetters. 

The first step in the direction of 
systematic or scientific land valuation 
is to appreciate that there is a more or 
less definite relation between total 
population and total real estate valua- 
tion. At the present purchasing power 
of the dollar I have found that, elimi- 
nating speculative prices, the per capita 
valuation of land in a number of aver- 
age American communities is about 
one thousand dollars; and of buildings, 
after deducting liberally for deprecia- 
tion from present new reproduction 
costs, in the neighborhood of twelve 
hundred dollars, thus making the total 
real estate valuation about twenty-two 
hundred dollars per capita. There 
may be variations due to special con- 
ditions, but in prosperous American 
cities under normal conditions this is 
not far from the fact. Of two com- 
munities which are approximately of 
the same general character, the total 
real estate valuation will bear a closer 
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comparison with total population than 
with total area. In a confined city the 
higher land valuation will overcome 
the disparity in acreage, where the 
same number of people are spread over 
a larger area. 

In a number of cities where J have 
given assistance to assessors in the in- 
stallation of systematic methods of 
revaluation of real estate for purposes 
of taxation, it has been possible to pre- 
dict approximate total valuations be- 
fore the work of appraisal was started. 
I believe that eventually the number of 
inhabitants in a city will be found to be 
the best and the most accurate basis 
for levying local taxes on real estate, 
and that this will also be found to be 
the most accurate basis for equaliza- 
tion between the several communities 
in a county or between counties in a 


state. 

It would be altogether possible, for 
instance, for the Labor Government of 
England, which at this writing is be- 
lieved to be contemplating the taxation 
of land values, first to determine the 
amount of land taxes to be collected, to 
allocate the tax by communities on the 
population basis, to appraise the sep- 
arate parcels of land by systematic 
methods, and then to fix the tax rate so 
as to raise the amount of money im- 
posed by the government. I am so 
confident of the equity of such a plan 
that I believe it would require but 
slight adjustment in rates as between 
rich and poor communities in order to 
be equitable as between communities. 
The equalization as between properties 
in each community could be accom- 
plished by the use of systematic meth- 
ods, which I shall briefly describe. 
These methods have been successfully 
used in many American municipalities 
under expert direction, and have also 
been applied less expertly by many 
local assessors who have lacked such 
assistance, 
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Tus Somers System cr APPRAISAL 


The late William A. Somers was the 
originator of the first workable system 
for appraising land and buildings for 
the purpose of assessment. Of course, 
all valuers have vaguely had the idea 
that the valuation of one lot or parcel of 
land bcre a relation to the valuations of 
other properties. Mr. Somers, as city 
engineer of St. Paul, Minnesota, as- 
sisted in the year 1906 in the revalua- 
tion of the real estate of that city, and 
was the first to recognize the fact that 
there exists a mathematical relation 
which may be accurate.y computed for 
comparison of one lot cr parcel of land 
with enother, based upon unit valua- 
tion judgment. He es-ablished a basis 
for comparing the valu2 of one lot with 
that of another by computing the value 
effect of frontage, depth, corner, alley, 
railway, waterway, or other enhancing 
influences, but his is something more 
than a computing system because it 
has also established a basis for uniform 
expression of opinion or judgment of 
the primary element cf urban site val- 
uation—that of street accessibility. 

Transactions in commodities pos- 
sessing length, weight, and bulk are 
conducted by the expression of value 
opinion in terms of the yard, the pound, 
or the bushel, dependiag upon the char- 
acter of the commocity. A dollar a 
yard, a pound, or a bushel may be an 
opinion or an offer to buy or to sell 
cloth, butter, or wheat at a price which 
may thus establish a market price, and 
the method of land appraisal employed 
by Mr. Somers is in 2onformance with 
this practice, expressing, as it does, 
value opinion on the unit price basis. 

Market price or value in respect to 
land ordinarily lacks the conditions 
which relate to market prices of other 
commodities. When we talk of the 
market prices of stocks, bonds, wheat, 
or lumber, we discuss commodities 
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which are subject to exact duplication, 
both in quality and in uniform units of 
quantity, and for which there exists 
a definite demand and a ready market. 
None of these attributes pertains to 
land to the extent that they exist in 
other commodities. , 

If we think of units of quantity for 
city land, we usually think of front-foot 
or square-foot prices. Neither of these 
is a constant, uniform unit of quantity 
because lots vary in depth, and a front- 
foot price for one lot will not be relative 
to a front-foot price for another lot of 
greater or less depth. A square-foot 
unit price for a given lot is merely an 
average price for many square feet of 
different valuation. In using the 
square-foot unit, what one actually 
does is to estimate mentally the valua- 
tion of the entire lot and to divide by 
the number of square feet. The acre is 
uniform as to quantity, but cannot be 
accurately used without classification 
of qualities which may be numerous 
within a single acre. 


Untr-Foot as MARKET PRICE 


The sound market price for urban 
land is the unit-foot. This unit of 
quantity, when appraised, represents 
opinion or judgment of the valuation in 
money of the accessibility or the use- 
fulness of a single street or highway for 
one foot of frontage, with a depth of 
one hundred feet, or some other depth 
which may be conveniently and ac- 
curately applied in systematic valua- 
tion work. It is not strictly accurate 
to say that the unit-foot is a strip of 
land in the middle of a block, although 
there are many “inside” lots which 
illustrate the unit-foot because they 
have no other element or factor of ac- 
cessibility than that from one street. 
The unit-foot represents sound market 
price because it is susceptible of dupli- 
cation on all blocks within a city, and 
prices of all unit-feet may thus}be ex- 
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pressed comparatively for an identical 
unit of quantity. Whether for com- 
mercial purposes or for taxation, the 
use of the unit-foot establishes an 
accurate relation for appraising uni- 
formly tke most important element of 
street accessibility, which may be ap- 
praised a= its use valuation both indi- 
vidually and by comparison with all 
other properties which possess the fac- 
tor of accessibility to, and usefulness 
from, streets in the community. 
Unit-foot prices having been estab- 
lished by expert judgment and, in the 
case of assessment installations, con- 
firmed or modified by public confer- 
ences of tie assessors with taxpayers, 
the system of relative valuation is ex- 
tended by the use of uniform computa- 
tion methods. We know that all city 
lots have street or highway frontages, 
and in appraising the unit-foot for all 
block frontages we have established the 
valuation for all of them for one front- 
foot, one hundred feet deep. The next 
process is to compute the additional 
valuation cf lots of greater depth, the 
lower valuation of lots of less depth, the 
enhancement, if any, due to location at, 
or adjacent to, street intersections 
(corner influence), and the enhance- 
ment, if any, due to alley, railway, 
waterway, or other influences. After 
this has been accomplished there is a 
further prozess—similar to the final 
fitting of a suit of clothes, in which 
the tailor looks for inaccuracies in his 
work. 
Has the waolesale process produced a 
correct specific total valuation, and if 
not, what must be done to correct the 
inaccuraciest Among the things which 
an inspection of the property may dis- 
close may be topographical irregulari- 
ties in the land surface, which may de- 
tract from its usefulness and for which 
a special deduction should be made. 
One cannot make rules for unique con- 
ditions of this nature, and the effect of 
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such conditions in lessening valuation 
must be separately judged, just as 
special conditions which increase valua- 
tion beyond normal must be separately 
and specially judged. The total valua- 
tion of a lot or a parcel of urban land is 
the effect of separate analytical consid- 
eration of each element which con- 
tributes to, or detracts from, valuation. 


DETERMINATION or Untr-Foor 
Prices 


In the determination of unit-foot 
prices, it is apparent that the ap- 
praiser may and, of course, must, in 
order to make his valuations accurate, 
consider every factor which affects 
both generally and specifically the use 
value of land. There is no violation of 
any workable legal theory of value or 
valuation. Emphasis is placed on the 
establishment of a truly relative valua- 
tion for all land, based upon a factual 
appraisal of all elements connected 
with land valuation. If there are 
appraisal statutes which are inaccurate 
in concept and impossible of execution, 
they are always honored in the breech 
in the unsystematic appraisal. In a 
systematic appraisal the unworkability 
of dogmatic appraisal theory is exposed. 
If the judgment of unit-foot prices is 
inaccurate, and if the computation 
formulae do not “work out” accurately 
and uniformly, the specific valuations 
will be imperfect, both in general and in 
special instances. If the unit-price 
judgment is accurate and well-con- 
sidered, and if the computations are 
accurately made, with special judg- 
ment correctly applied for abnormal 
conditions which .are recognizable as 
such, then both relative and specific 
valuations will be accurate, and each 
taxpayer will pay his fair share of taxes 
-—the only objectors to this state of 
affairs being the comparatively few 
persons who do not want to pay their 
fair share. 
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Tue Repropuctrion Cost THEORY 


In the purely legal field of discussion 
of valuation much time and agony of 
spirit has been given to the so-called 
“reproduction cost”? theory. In the 
practical appraisal field, although all 
valuations of buildings, as well as of 
machinery and equipment, are first 
appraised at reproduction cost new, 
this valuation is seldom found to be the 
fair valuation. The practical appraiser 
of one or many properties first ascer- 
tains what the object to be appraised 
would cost new, as of the appraisal date, 
because that is obviously its maximum 
valuation at that time. If a building 
or a machine is worth less than the new 
cost, the lesser valuation can be deter- 
mined by eliminating that part of re- 
production cost valuation which, by 
reason of depreciating causes, no longer 
contributes to use value. If a building 
or other physical property should be 
first appraised at one hundred thousand 
dollars reproduction cost, the answers 
to the following questions will deter- 
mine the percentage or amount to be 
deducted from reproduction cost in 
order to ascertain the present fair 
valuation: 

(1) What percentage or amount 
should be deducted for mechanical dete- 
rioration, based on present condition? 

(2) What percentage or amount 
should be deducted for obsolescence, as 
observed by an expert appraiser? 

(3) What percentage or amount 
should be deducted for the special lack 
of utility to the owner under existing 
use requirements? 

If these factual questions are accu- 
rately answered, the present fair valua- 
tion for the use of any man-made 
property can be accurately deduced 
from the initial fact of reproduction 
cost new. The great pother over the 
reproduction cost theory could be 
eliminated by the enactment of a rail- 
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road valuation law which would insist 
upon a factual reproduction cost, less 
depreciation accrued in fact. Whether 
or not there is any merit in railroad 
valuation as a basis for service rates, 
there might be advantages along social 
anid industrial, as well as economic 
lines, both to the railroads and to the 
public in knowing the actual use value 
of the railroads. 


IMPORTANCE oF SYSTEMATIC 
APPRAISAL METHODS 


I believe that the general adoption of 
systematic methods of valuation of real 
estate for all purposes is not only 
practicable, but`of paramount im- 
portance. It is possible to establish, 
through systematic appraisal methods, 
a standardized valuation in each munic- 
ipality, and also in rural communities, 
from which standardized valuation it is 
possible to plan intelligently for the 
future growth and development of the 
nation and its various subdivisions. 

It is not so many years ago that, 
with the uptown rush of retail business 
in New York City, there were many 
blighted areas in the Fourteenth to 
Twenty-third Street district where the 
banks had loaned on mortgages to an 
amount far in excess of what meny of 
the properties would realize if offered 
for sale. Zoning laws, which started in 
New York City to protect land values 
in the uptown business district, and 
which have spread throughout Ameri- 
can cities, do not solve the whole prob- 
lem. They operate, as a protective 
tariff is alleged to act, in stimulating 
prices of protected commodities, but 
some day it may be necessary to make 
real estate a public utility, and this 
should not come before the universal 
acceptance of the idea that systematic 
appraisal methods are practicable and ' 
necessary. 4 

Real estate in many communities has 
been “dead” for a number of years. 
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The reason does not always lie in the 
lack of demand for real estate, but 
rather in the fact that during the hous- 
ing shortage following the World War 
old houses were sold at high prices— 
higher than their use value—and these 
high prices now being beyond use value 
the present owners cannot get their 
money back to purchase newer and 
more desirable homes. 

In the city of Philadelphia, the news- 
papers have published each month for 
the past year about one thousand fore- 
closure sale advertisements, mostly of 
homes which the purchasers cannot 
carry because they were purchased at 
higher than present use valuations. 
Real estate interests in most cities 
overstock their markets, but somebody 
pays in the end, and the sooner some- 
thing is done by requiring analytical 
valuations for loan, as well as assess- 
ment purposes, the better for us all. 
The first remedial step should be along 
this line. 


ÅTTEMPTS AT STATUTORY 
ENACTMENTS 


Several bills have been introduced 
in state legislatures, notably in Massa- 
chusetts and in Pennsylvania, for the 
purpose of establishing analytical meth- 
ods of valuation of real estate for taxa- 
tion. These bills were not passed, but 
they created an active interest on the 
part of leg-slators, and the idea was 
freely expressed that such legislation 
was inevitable in the future. It is not 
now illegal for any assessor to analyze 
his valuations, but few assessors possess 
the technical ability to do so. In sev- 
eral states the state tax commissioners 
have urged the necessity of the em- 
ployment o? specialists to assist in 
systematic valuation. But, there will 
be no permenent advantage from the 
adoption of systematic assessment 
methods unless the idealistic statutory 
value definitions are supplanted or 


. 
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supplemented by laws defining the 
specific acts of analysis, all of which are 
essential to a sound valuation of every 
property, specifically and relatively.? 

Each assessor should be required to 
amplify the statutory maxim of “fair 
market value,” or whatever phrase 
may be formulated by law for his 
guidance, by doing the following: 

(1) Prepare unit-valuation maps, 
showing the block outlines of each city, 
as well as lot and block maps showing 
the dimensions of all sites. 

(2) Record upon the unit valuation 
maps his judgment of the value of each 
single street, in terms of a price per 
unit-foot of land area. There should 
be provision for the publication of 
tentative street valuations and public 
discussion before final adoption. 

(3) Preseribe or adopt uniform meth- 
ods for the conversion of the unit-foot 
valuations, which ‘are for a uniform 
depth, into front-foot valuations for 
lots which are so located that they are 
deemed to have usefulness derived 
from but a single street accessibility. 

(4) Prescribe or adopt uniform meth- 
ods for computing the value of lots 
affected by two or more factors of street 
accessibility or usefulness (at or near 
corners), with reference to the unit-foot 
valuations determined by the assessor, 
as well as with reference to the size and 
shape of the lots, and their relation to 
the street or streets. 

(5) Prescribe or adopt uniform meth- 
ods, so far as may be possible, for ap- 
praising and computing the effect upon 
valuation of secondary value factors, 
such as alleys, railways, waterways, 
and so forth. 

(6) Apply special judgment to each 
lot to show the value effect of abnormal 
influences; by deducting from the com- 


*Elaboration of this thought is contained in 
W. W. Pollock and K. W. H. Scholz, The 
Science and Practice of Urban Land Valuation, 
ch. 27. 
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puted valuation the assessor’s opinion 
of the loss of usefulness due to topo- 
graphical irregularities, lack of utility, 
or other influences waich may be 
deemed to lessen the actual usefulness; 
and adding for special influences the 
amount which the assessor may judge 
such influences to enhence the’ value 
of each lot, in addition to the normal 
valuation as computed. 

(7) Record upon a cerd for each lot 
the lot and block number, the owner, 
the dimensions, the unit-foot valua- 
tions, the computations, and the special 
additions or deductions, if any, giving 
the reasons for such special additions or | 
deductions. 

(8) Record upon caris the measure- 
ments, the architectural characteristics, 
the factors of valuation of reproduction 
cost new, and the factors of deprecia- 
tion of all buildings or structures. 


Tumors Tax Coumission’s 
RULING 


So far as is known to the writer, the 
first official acceptance of the principles 
laid down in the foregoing paragraphs 
was the action taken by the Illinois 
Tax Commission, in 1928, in directing 
the assessors and the r2viewers of Cook 
County (Chicago), under the provisions 
of rules fourteen and fifteen, to follow 
certain systematic methods of ap- 
praising and reviewmg assessments.’ 
These administrative rules have stood 
the test of court appeal, and this is, in 
my opinion, the most notable official 
effort that has so far been made to es- 
tablish equity in assessments by com- 
pelling the use of uniform, systematic 
rules as a guide in ~aluation. These 
rules should be studied carefully by 
every student of lanc economics. 

Other cities have voluntarily sys- 
tematized their assessments, but their 


2 Text of the ruling was obtained from Hon- 
orable William H. Malone, Chairman,’ Illinois 
State Tax Commission, Chicago, Il. 
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administrative officials have not always 
considered such action as tased on 
principles which might be enacted into 
law and continuously enforced, both in 
determining valuations and in review- 
ing them. The Illinois Commission’s 
rule fourteen inadvertently used the 
phrase “‘unit of value” in place of 
“unit of quantity,” and the unit-foot is 
described as “a strip of land” in the 
middle of a block, although the actual 
unit-foot is something more. It is a 
uniform quantity of land which, when 
appraised, represents a definite <hing— 
the reflected valuation of the accessi- 
bility due to frontage on a street or 
highway—and the land so appraised by 
use of the unit-foot may include all 
frontages on a block, including those 
with other enhancements. 

Rule fourteen having been proved to 
be injunction-proof, under the euthor- 
ity possessed by the Ilinois Tax Com- 
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mission, and enforcement of the rule 
having compelled unwilling assessors 
in Chicago to follow systematic rules 
of valuation, rule fifteen had the effect 
of compelling these systematic rules to 
þe continued. Tkis latter rule required 
that in appeals from assessments ap- 
pellants must consider the factors upon 
which assessments were based, and 
must suggest changes in those factors— 
unit prices for land or buildings, compu- 
tation formulae, depreciation factors 
for buildings, and so forth—and that if 
the reviewing body changes assess- 
ments, the changes must be in the de- 
tailed factors, with reasons for changes. 
Rule fifte2n is as important as rule 
fourteen because, when systematic 
methods Lave once been followed un- 
der the latter, the 7ormer permanently 
establishes the resulting systematic as- 
sessment in principle, even though the 
valuation may in fact be changed. 


The Interdependence of Land and Public Utilities* 


By Pact J. Raven 
Research Associate, Institute for Research in Land Economics and Public Utilities; 
Assistant Professor of Public Utilities, School of Commerce, Northwestern University, 
Evanston, Ilinois 


HE character of the future city 

will depend upon its public utili- 
ties. The economic basis of urban 
development is the grouping of labor 
for purposes of collective work. De- 
centralization simply means the break- 
ing up of a large group into a number 
of smaller groups. Next to a per- 
manent supply of pure water, trans- 
portation is the most important single 
element affecting city character and 
population grouping. 

With the development of more and 
taller skyscrapers forming canyons of 
commerce, even light and air are de- 
parting from the category of free goods 
and the public dependence upon such 
services as vertical transportation, 
artificial light, gas heat, telephone 
communication, and, more recently, 
washed air, and the typing telegraph, 
has grown from a matter of conven- 
ience to one of absolute necessity. This 
high degree of public dependence, to- 
gether with certain natural monopolistic 
characteristics, has distinguished the 
utilities from other types of business en- 
terprise, especially as to the degree of 
interdependence with reference to land, 
and has resulted in the substitution of 
public control by commission, home 
rule, or public ownership for the earlier 
laissez faire policy of government. 

In the modern metropolitan com- 
munity the consumer does not obtain 
water from his own well, nor generate 
electricity for his own light, and with 
the development of gas for house heat- 

1 The writer is indebted to his associate, Mr. 
Myron H. Umbreit, for helpful suggestions and 
cobperation in the preparation of this article. 


ing we may look forward to the time 
when even heat will come from a 
common source of supply. As a re- 
sult of this integration of supply which 
has proceeded as the remarkable 
technological developments in the in- 
dustry have taken place, the con- 
sumers of these public services are 
now, for all practical purposes, entirely 
dependent upon them. The conclu- 
sion that land values also are dependent 
upon them need only be modified to 
the extent of recognizing that the de- 
gree of such dependence varies with 
different conditions. 


Natural RESOURCES 


In examining the degree of inter- 
dependence of land and public utilities, 
we first recognize in a general way that 
land in its broad usage includes all 
natural resources. Land includes “the 
material and forces which nature gives 
freely for man’s aid in land and water, 
in air, light, and heat.” 2? 

Public utilities play a large part in 
determining the way in which these re- 
sources are proportioned among users. 
They are agents for the transformation 
of resources into goods and services. 
The degree of efficiency in this trans- 
formation of fuel, water, and minerals 
into heat, light, power, and other com- 
modities, is of first importance in the 
problem of conservation of natural 
resources, and, further, the efficiency 
of distribution of these services and 


products to the ultimate consumer is 


a prime factor in their cost. 


2 Alfred Marshall, Principles of Economics (6th 
ed., 1927), bk. IV., ch. 1, p. 138. 
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Rapid as has been the growth of the 
United States, its slow growth from 
the time of its discovery to the begin- 
ning of the nineteenth century was 
caused primarily by the lack of ade- 
quate means of transportation, com- 
munication, and power, for the de- 
velopment and utilization of its natural 
resources. In so far as public utilities 
make possible the production and 
distribution of products and services, 
they make income available to land, 
and hence give value to land? 

The legal concept of land includes 
everything attached to the earth, 
“whether by the course of nature, as 
trees, herbage, and water, or by the 
hand of man, as houses, and other 
buildings.” 4 In commenting upon 
this statement, Richard T. Ely points 
out: 


The term real estate is used in eco- 
nomics not simply because the lawyers use 
it, but because for so many purposes the 
land and improvements form a natural 
economic and income-producing unit... . 
The returns on the land and on the build- 
ing are added together to determine the 
profitableness of the investment... . 
The land itself stands out more promi- 
nently in the case of the farm than in the 
case of city real estate.’ 


In examining the interdependence 
of land and public utilities, we should 
treat agricultural land separately from 
urban land, since public utilities affect 
the income from the products of land 
itself in the case of agriculture,’ but 
more directly affect the income from 
the improvement of land in the case 
of urban development. 


3 Jt must be recognized that in these respects 
public utilities are differert from other industriel 
enterprises in degree only. 

í Kent, Commentartes, ITI, p. 401. 

Ely and Morehouse, Elements of Land 
Economics, p. 18. 

€ The possible effects of widening the scopa 
of rural electrification should not be overlooked 
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AGRICULTURAL LAND 


Transportation has done more, per- 
haps, in bringing agricultural land into 
use than any other single factor. Near- 
ness to market is measured not only 
in miles, but in minutes and money. 
In the case of perishable products, 
minutes are more important than 
miles; but for all products, costs of 
transportation limit the area of the 
market. 

Advance of the means of transpor- 
tation has brought with it increasing 
national wealth, as well as problems of 
social control affecting land utilization 
and land values. The United States 
of 1910 found its center of population 
five hundred miles farther west than 
it had been one hundred and twenty 
years before. Land values have been 
shifted—being increased in some cases 
and lowered in others. Recently there 
have been indications of a movement 
of population and of industry toward 
the south—a movement which is going 
hand in hend with the development of 
water power and other natural re- 
sources in the southern states. Inrriga- 
tion projects, which in some cases are 
indirectly related to electric power de- 
velopment, have brought some land 
into use. Public utility developments 
have been instrumental in bringing 
much agricultural land into use or have 
added capital to land already in use, and 
thus, perhaps, to some extent, have 
contributed to the present overstock of 
agricultural land. 


Urnpan Lanp 


Urbanization has been an out- 
growth of the division of labor. In 
the past fifty years developments in 
the fields of science have brought 
about machine technique and with it 
its corollary, mass production. These 
factors, together with the increasing 
necessity for a place of exchange or a 
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market for the products of division of 
labor, have brought about concen- 
tration of production and labor in 
urban areas. 

Although the utilities have con- 
tributed to the undesirable congestion 
in our metropolitan cities, techno- 
logical developments are now con- 
tributing to a decentralization. As 
long as transportation costs were 
relatively high, it was necessary for 
productive enterprises to be located 
near sources of raw materials. Cities 
located near natural resources, or 
where cheap transportation was avail- 
able by lakes or navigable streams, 
were in advantageous positions, and 
developed rapidly. However, with in- 
creased speed, lower costs in trans- 
portation, and improved methods of 
power, gas, aud water transmission, 
cities once strategically located now 
find their advantages shared by other 
cities having these factors available. 
These factors influence decentraliza- 
tion, and hence Jand values, and are 
offsetting to some extent the centraliz- 
ing influence of machine technique, 
mass production, and the division of 
labor. 


CHANGING SIGNIFICANCE OF PUBLIC 
Urmitms 


There has been a shift in the relative 
significance of public utility services. 
As already pointed out, transportation 
has seemed the all-important agency 
for providing access to markets. The 
location of industrial plants, once 
predicated upon transportation facili- 
ties and labor supply, is now also in- 
fluenced by rates for either electric 
power or industrial gas. Transporta- 
tion has become of increasing im- 
portance through improved service 
and faster delivery of raw materials 
and finished products. This increased 
speed has made possible a reduction in 
inventories and has released large 
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amounts of capital for further in- 
dustrial development. 

Within the urban areas, the character 
of transportation is undergoing a 
change. Superhighways, belt lines, 
and double-decked streets are being 
developed to facilitate the easy circu- 
lation of traffic within the urban area. 
Mass transportation by elevated and 
subway train is still essential, but the 
importance of these facilities is being 
modified by the growing use of the 
automobile for individual transpor- 
tation and by the realization that 
additional subways and elevated tracks 
when centralized may increase rather 
than relieve congestion. 

In this connection, the changing 
character of the demand for telephone 
service is interesting. The tendency 
for industry to divide on a functional 
basis is increasing. Manufacturing 
functions give way before rising land 
values and increasing congestion, and 
move toward outlying sections of a 
city. The managerial, credit, and 
merchandising functions, however, tend 
to remain close to the pulse of the 
market. Without the almost instant 
communication between the various 
branches and departments of the busi- 
ness which is made possible by the 
telephone and the telegraph, this 
functional division of industry would be 
less significant. The quick transpor- 
tation of ideas is not only making 
possible the decentralization of indus- 
try,” but it is also lowering production 
and distribution costs by reducing in- 


7 The branch stores of Marshall Field & Co., 
of Chicago, located in Oak Park and Evanston, 
IL, offer an interesting example of the decen- 
tralization trend in the merchandising field. 
Employees of the Loop store, living in these 
suburbs, have been given first choice in the 
filling of jobs created by the new stores. These 
branch stores will probably also affect the sig- 
nificance of the telephone which has been used 
quite extensively by suburban customers of the 
Loop stores. ` 
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ventories and releasing capital for other 
purposes. Land values, then, are be- 
coming more dependent upon the 
character of communication services. 

Not only in industry do we find this 
shift in the significance of various 
public utility services. It is also 
apparent in the development of our 
residential communities. New stand- 
ards of home life have developed, 
involving the use of gas, electricity, 
and the telephone. These standards 
have become embedded in our lives; 
our homes are built to conform to them. 
The various devices and appliances for 
providing light, heat, and cold are now 
more essential in many instances, and 
hence are of greater importance in 
maintaining land values than are the 
organized agencies of mass transporta- 
tion. The automobile has changed the 
scope and the content of our whole 
concept of the necessity and the place 
of mass transportation in urban de- 
velopment. 


Posne Urmirms anp Homm 
OWNERSHIP 


One of the principal arguments 
against the single family dwelling and 
home ownership is the labor involved 
in caring for a home. “Keeping the 
home fires burning” is an idea which 
is experiencing a declining popular ap- 
peal. The problem of increasing the 
demand for homes is one for the 
codperative research of builders and of 
public service companies. Analysis of 
the possibilities of developing new or 
improved labor-saving devices has 
social significance. 

One problem facing the utilities to- 
day is to develop diversified uses for 
their services. In a business of high 
fixed investments, this spreading use 
brings higher load factors, and hence 
lower unit costs, with general public 
benefit. In this effort, the electric 
utilities have been in a better position 
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to extend their services than have the 
gas utiities. They have developed a 
greater diversity of appliances through 
which their product may be sold.’ 
Both gas and electric utilities have 
found ~hemselves in competition with 
other lerge and well-integrated groups 
which re fighting for a share of the 
consuner’s dollar. 

In tke past, the utilities have given 
their attention to technological devel- 
opments and to mass production, but 
are nov seeing the necessity of giving 
more a-tention to merchandising and 
pricing policies, in order to meet this 
competition. A reduction in the cost 
of hon= ownership would help the 
utilities to meet this competition. 
The cost of home ownership is now so 
high that often little surplus is left 
with wLich to pay for those services. 
Both wilities and home builders are 
confron-ed with competition from au- 
tomobil-s, radios, and other services. 
Those who are interested in home own- 
ership aad in city planning have much 
in common with the utilities—the 
former, n lowering costs of home own- 
ership; and the latter, in developing ` 
appliances and rate structures which 
will promote the use of utility services 
at “off-f2ak”’ periods. 


Craneine Hasits or Paorim 


Some recent developments in ur- 
banizaticn have peculiarly affected 
the publc utility business. In urban 
transpor ation, for example, applica- 
tions for fare increases prior to 1921 
were attcibuted to increased costs of 


®In Wi-consin “every public utility... 
shall keep eparate accounts to show all profits 
or losses resulting from the sale of appliances 
or other n=rchandise. No sich profit or loss 
shall be tal=n into consideration by the railroad 
commissiomin arriving at any rate to be charged 
ior service oy any such public utility.” Laws, 
1929, ch. 84. This law may limit sales pro- 
motion effets in which appliances are sold at 
less than co t. 
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labor and materials, but since that date 
they have been based largely on the 
decrease in the riding habit. The 
automobile has brought about a de- 
crease in the number of persons who 
ride on street cars. The radio has 
probably contributed to this decrease 
in so far as it has influenced people to 
remain at home for their entertain- 
ment. These factors are reducing the 
“off-peak” business, and the trans- 
portation cost per unit is rising as the 
load factor declines. 

The changing habits of people have 
also affected the character of the de- 
mand for gas and electricity. We seem 
to be approaching a stage in our fam- 
ily life where we cannot afford to eat 
at home because of space limitations 
and servant costs. The tendency in 
the direction of multi-family dwellings 
is resulting in many cases in the elimi- 
nation of the dining-room and the 
kitchen as space value increases. The 
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1928, and the estimated sales for 1985 
and 1940, by classes of consumers. 


TABLE I—Anatysis or Tora PERCHNTAGE 
or Gas Sates IN Cmcaco, 19%8,° AND 
EarmtaTes ror 1935 anp 1840 











Hotel and restaurant 


Commercial be : 
x | 8 | 24 20 


Street lighting 
100.00 |100.00 








Total... .. 3 











It is generally recognized that the 
average monthly consumption of gas 
per customer decreases as the size of the 
multi-family dwelling increases. This 
is shown by the following survey.!° 























% Per Cent of 
type of dwelling, therefore, has a Type of Average Monthly 
material effect upon the consumption Dwelling Consumption 
of gas for cooking purposes. The Per Customer 
tendency to “eat out,” together with 
the use of precooked foods, is endan- Single family... .. ... 100 
gering the domestic gas load. The ‘family . .... .. 68 
: dis il > Three-family .. ..... 62 
importance of this loa is ustrated in Four, five, and siscfamly «. 55 
the following table showing the analy- Over six families...... .-. 46 
sis of gas sales in Chicago for the year 

TABLE U—Craastrication or Dosrestic Gas Cusromwrs H 

Type of Number of Number of Per Cent of 

Dwelling Buildings Customers Total Customers 
Single family... ....-..... 00.2.4. 140,000 140,000 18.9 
Two-apartment........6. oo 02 cece eee 115,000 220,307 29.9 
Three-apartment........2. 2. eee ee ee 40,000 117,087 15.9 
Four, five and six-apartment.. 23,200 110,168 14.9 
More than six apartments............. 8,000 88,215 11 9 
Apartments"over stores.............500- 63,000 68,000 85 

Total........ se Malone A EA A 389,200 739,627 100.00 








? From a lecture by T V. Purcell, Vice-President of the People’s Gas Light & Coke Co., delivered 
before the Public Utility Rate Structure Class, Northwestern University, Nov. 19, 1829. 
1 H, H. Agee, “Effect of Economic Conditions and Social Trends on Rates,” Gas Age Record, 


May II, 1929, p. 648. 
u T. V. Purcell, op. ctt. 
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The significance of these figures is 
realized when they are applied to the 
following situation in Chicago. 

With only 18.9 per cent of the domes- 
tic gas customers of Chicago in the 
highest average monthly consumption 
class, it will be seen that the reduction 
in the possible domestic load because of 
the increased use of multi-family dwell- 
ings has probably been important. 

That this movement toward the 
multi-family type of dwelling is quite 
general is shown by the following statis- 


tics, published by the Monthly Labor - 


Review.2 In 1921, the number of 
families provided for by new construc- 
tion -of single family dwellings repre- 
sented 58.8 per cent of the total, but in 
1928 it represented only $5.2 per cent. 
The two-family dwellings show a similar 
decline from 17.8 per cent of the total 
in 1921 to 11.1 per cent in 1928. The 
multi-family dwellings, however, ac- 
counted for only 24.4 per cent of the 
provision made for families by new con- 
struction in 1921, whereas in 1928 this 
type accounted for 58.7 per cent of 
such construction. 


Pricine POLICIES oF THE UTILITIES 


This growing loss in domestic sales 
due to the trend toward multi-family 
dwellings is only one-half of the story. 
The customers using gas in the multi- 
family dwellings are in many cases not 
paying for the costs of service. They 
are, in the main, convenience users of 
gas—yet they enjoy the same rate paid 
by the home owner, who uses, on the 
average, from two to three times as 
much gas. The average gas consump- 
tion for a one-room, kitchenette apart- 
ment is about four hundred cubic feet 
per month, and for a three-room apart- 
ment it is from seven to eight hundred 
cubic feet per month. With a flat rate, 
the gas company must sell about three 
thousand cubic feet per month before 

1 May, 1929, p. 144. 
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a customer is considered profitable. 
This situation reacts unfavorably on 
the use of gas in single family dwellings, 
since the rate to these users is higher as 
a result of the losses in sales to con- 
venience users. 

This situation not only reacts un- 
favorably on home ownership, but it 
may lead to submetering. The com- 
pany may seek relief from the customer 
costs of serving these small users of gas 
by installing a master meter in the 
building and by billing the total con- 
sumption of gas to the owner or the 
renting agent. Where the community 
is overbuilt with apartments, the 
owner may “throw in” the gas and the 
electricity used for cooking and lighting 
purposes as a special inducement in 
order to rent his apartments. How- 
ever, when an apartment shortage oc- 
curs the owner may capitalize upon his 
contract with the gas or the electric 
company by charging his tenants for 
gas and electricity on a basis in excess 
of the utility company’s standard rates. 

The result of this policy on building 
values is well illustrated by the sub- 
metering of electricity in New York. 
If in Manhattan alone submetering 
were abolished, it is maintained that 
about seventy-five hundred buildings 
would be affected. The annual loss 
in income to the owner in some cases 
has been estimated to be as high as 
thirty thousand dollars per building. 
Where such income has been capital- 
ized in determining the value of a build- 
ing for bond issues, the abolition of 

Jn the electrical industry the problem of 
convenience users was recognized as early as 
1896, as indicated in the following quotation 
from an article by Arthur Wright: “The rapid 
fell in the cost of supplying electricity, as the 
average time oi use increases; makes the small 
householder a much more profitable class to 
supply than the residences where the wealthy 
dwell, owing to the frequent absence from home 
of this class,” 

4“The Other Side of Submetering,” Eleo- 
trical World, Dec. 7, 1929, p. 1143. 


112 


ae may result in an indirect 
method of selling the property to the 
bondholders. Thus, pricing policies 
of the utilities may create or destroy 
property values. 

It has been said that the flat rate for 
street railway services has been re- 
sponsible for building up suburban 
territory, and hence that the installa- 
tion of zone fare systems will have an 
adverse effect upon land values in out- 
lying districts. The justification for 
the flat rate as a means of aiding decen- 
tralization in early urban development 
may lose weight once that develop- 
ment has taken place. In fact, once 
the outlying communities are devel- 
oped, the zone fare system may en- 
courage the location of industry and 
the development of business within 
each zone, and thus aid decentraliza- 
tion. 

In connection with the problem of 
pricing transportation service and its 
effect upon land, we might well con- 
sider that a certain portion of the cost 
of transportation service could equita- 
bly be spread over the entire commu- 
nity on the basis of a public benefit. 
There is no fixed charge for transporta- 
tion service for those who do not use 
the service regularly and who there- 
fore contribute little or nothing to its 
revenues, but whose property values 
depend to some extent upon that serv- 
ice. The daily car rider is paying this 
readiness-to-serve charge, and so long 
as he has included in his rate of fare a 
charge for taxes he is also paying in- 
directly a part of the taxes on the 
property of those who do not use the 
service, but whose property values de- 
pend upon transportation. For ex- 
ample, in 1927 the Chicago surface 
lines paid to the city of Chicago for 
general taxes, paving, street cleaning, 
free rides, and the city’s share of net 
earnings over eight million dollars, or 
about one cent per revenue passenger 
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carried. These charges have proven 
a most satisfactory method of collect- 
ing taxes indirectly. However, the 
sensitiveness of capital to work in 
fields where the return is low or the 
risks high is impairing proper transpor- 
tation development in many instances. 

Relief from the paving burden, a 
relic of horse-car days, is one cry be- 
ing heard from utility managements. 
Recognition of the justice of this ap- 
peal only tends to emphasize the inter- 
dependence of problems of land and 
public utilities, since such relief, under 
present methods of taxation, will very 
largely transfer such costs of paving 
directly to abutting property owners. 
The pricing problem of transportation 
service is inseparably bound up with 
a consideration of the proper distribu- 
tion of costs between the taxpayers as 
a whole, the owners of real estate, the 
car riders, and the owners and users of 
automobiles. 


EXPANSION Poricies or UTILITIES 

To keep pace with America’s growing 
cities requires large and ever larger 
amounts of public utility capital. Since 
utility investments, once made, are 
highly specialized and definitely com- 
mitted to one type of enterprise, the 
site for the commitment must be stra- 
tegically located, with careful considera- 
tion of present and future load centers 
and the direction and the intensity of 
city growth. Failure to make an eco- 
nomic choice in these commitments, 
such as extensions of street car tracks, 
gas mains, water mains, telephone 
cables, or electric lines, into subdivi- 
sions or other territory where urban 
development does not follow, results in 
higher costs for those services in other 
parts of the city, with a possible slow- 


3L. D. Jennings, “Some Economic Aspects 
of the 1927 Tax Burden on Chicago’s Street 
Car Patrons,” Journal of Land and Publie 
Utility Economics, Aug., 1928, 
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ing up in urban development in other 
sections of the city where it is needed. 

Provision for the expansion of public 
utility plants must be made ahead of 
the growth of cities; otherwise, that 
growth will be retarded. We realize 
the need of forecasting the future 
growth of our cities and of planning ac- 
cordingly. The utilities should be, 
and usually are, just about one step 
ahead of such plans, with plans of their 
own for plant expansion in anticipation 
of that growth. However, the street 
railway is oneexceptiontothis. Largely 
because of increased costs and wide- 
spread use of the automobile, street 
railway expansion now awaits urban 
development instead of preceding it. 

Another element affecting the degree 
of interdependence of land and public 
utilities is the risk involved in capital 
investments. In the case of utilities, 
we need only mention the present un- 
certainty in the method of determining 
the rate base or the valuation of the 
property and the plant; the ability of 
the utility to control the market for its 
services, secure its proper portion of 
the consumer’s dollar, and meet com- 
petition from alternative services; the 
uncertainty of the character of the in- 
vestment market and the policy of 
capitalization of the enterprise which 
may result therefrom; the degree of 
government regulation, investigation, 
or interference; the operating methods 
of the management, particularly with 
respect to the handling of depreciation 
and of obsolescence reserves. All these 
factors affect the amount of the return 
which the investors require before they 
will give up their capital to the enter- 
prise. 

Where urbanization and population 
growth proceed faster than antici- 
pated, the cost of utility services may 
rise instead of decline, as a result of in- 
adequacy or obsolescence of property 
otherwise physically valuable. Prog- 
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ress requires the scrapping of a plant 
prior to the expiration of its usual life. 
In this economic loss, land is not im- 
mune from the effects of either a proper 
or an improper balancing of present 
losses against future gains. 


Socar FACTORS 


As congestion of our cities increases, 
provision for its relief takes the form of 
street widenings, grade separations, or 
other improvements requiring the re- 
moval or relocation of street car tracks, 
gas mains, and other “underground 
utilities.” Wires may be put under- 
grouna to improve the appearance of 
the streets. These factors all affect 
the amount of return received by the 
investor, as well as the amount required 
by him in compensation for the risk to 
his capital which they impose, and 
hence they have their effect upon the 
cost of bringing land into its highest 
use. These social factors may be- 
come of great importance if city plan- 
ning progresses to a point where signifi- 
cant changes lead to decentralization. 

One oz the big problems to be solved 
in the construction of subways in 
Chicago is that of proper apportion- 
ment of the cost burden of relocating 
underground utilities as between tax- 
payers, property owners, car riders, and 
utilities. Capital is sensitive to the 
risks involved in the distribution of 
these costs as between land and public 
utilities. 

Another factor of considerable sig- 
nificance in large cities is the smoke 


1 The recent straightening of the Chicago 
River is a case in point involving costly changes 
of railroad tracks and other utility property. 
The relocation of the switching yards of the 
Chicago and Northwestern Railway from the 
central western section of the city to a point 
several miles west of the city limits is another 
example. The result of this latter movement 
not only has had its efect upon land utilization, 
but has created a problem in developing new 
home sites for employees near their work. 
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nuisance. The solution of this prob- 
lem may be brought about by the 
elimination of coal-burning appliances 
and the substitution of gas or elec- 
tricity for heating purposes. The price 
of domestic fuel is tending, to some ex- 
tent, to bring about this change. As 
the alternative costs of heating with 
coal or oil increase, the field for domes- 
tic gas and electric heating spreads. 
Furthermore, congestion increases the 
problem of distribution of raw materi- 
als. Distribution of heat by the wagon 
load may serve the economic require- 
ments for the small city, but in metro- 
politan areas the elements of conges- 
tion and distance may well bring the 
alternative costs of piped heat within 
the realm of economic justification. 

As these public utility services con- 
tinue to spread, the home owner, the 
apartment house owner and dweller, 
the butcher, the baker, and the candle- 
stick maker, all find themselves tied 
closer and closer by dependence or in- 
vestment to a business about which 
they know little or nothing, but upon 
which their present economic status, 
standard of living, and well-being en- 
tirely depend. 

In no other business do we find a 
product delivered in small parcels di- 
rect from the manufacturing plant to 
the consumer’s premises without the 
intervening services of various middle- 
men, with their multiplicity of delivery 
systems. Could we but solve the 
technological!” problems of distribu- 

Tn speaking of technological developments 


we should refer to the men whose efforts in re- 
search, particularly in the field of mathematical 
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tion of the other necessities of life as 
we have solved the distribution of light, 
heat, and cold, the losses arising out of 
the economic friction of our existing 
methods of distribution would be 
largely eliminated and the prices of 
commodities would be materially low- 
ered. 

If the result of improving the eco- 
nomics of distribution is to bring land 
into higher and higher uses, then cer- 
tainly the development of transporta- 
tion and communication, and improved 
methods of transmitting heat, light, 
and cold from central manufacturing 
plants, have had a marked effect upon 
land utilization. Changes in social 
and economic conditions are bringing 
problems in land and public utility 
economics into sharp relief. This com- 
mon social ground forms the meeting 
place for those engaged in the study 
of land and public utility economics 
and justifies coUperative research in the 
problems of each. 


physica, have made these technological develop- 
ments possible. In this connection it is note- 
worthy that the research laboratories of the 
General Electric Company, the Westinghouse 
Electric and Manufacturing Company, the 
American Telephone and Telegraph Company, 
to mention but three of the largest, have been 
responsible for developments in power trans- 
mission, train control, long distance telephony 
and television, submarine cables, and other in- 
ventions of great practical importance in past 
and future developments of public utility serv- 
ices. When we speak of the interdependence 
of land and public utilities, we really are speak- 
ing of the dependence of land utilization upon 
those men who by constant research and ex- 
perimentation have given us the instruments of 
public service which we call the public utilities. 


A National Land Policy to Conserve Land Values 


By Bensamin H. Hrsparp 
Professor of Agricultural Economics, University of Wisconsin, Madison, Wisconsin 


T should not be understood that the 
title of this article suggests the 
desirability of conserving land values at 
any particular level. Land, like any 
other good, may be too high or too low 
in its relation to other values, and in 
the interest of all concerned a return to 
a desirable balance should be encour- 
aged. Until within the past few years, 
most of the farm land of the country, 
from the time it became private 
property, had continued to rise in 
selling value. From this fact, so long 
continued and so widespread, it was 
generally believed that for some un- 
explained reason the value of land was 
destined indefinitely torisein price. To 
what extent this belief was based on 
Ricardo’s, or the Single Tax, doctrine, 
one cannot say, but the belief was so 
firmly established that it, no doubt, 
had a sustaining influence in the main- 
tenance of a steady, even though not 
uniform, upward trend in land values 
throughout substantially the whole 
country west of the Alleghenies. 

The experience of the past decade has 
served to disillusion the owners of 
real estate respecting the immunity of 
land prices from downward influences. 
The question now under discussion is 
whether or not the Government can do 
anything to prevent recurrences of 
such disasters as the recent one at- 
tendant upon the decline in land 
prices since 1920. The desirability of 
stabilization of land values at some 
level is beyond argument. 


RESPONSIBILITY For LAND VALUES 
The question of responsibility for 


land values in the past brings to mind 
two widely differing situations respect- 


ing the ups and downs of selling prices 
during the past few decades. Without 
doubt, the greatest inducement to 
the pecple who settled in the West 
during the quarter century following 
the Civil War was the lure of land, 
which, as they viewed it, was destined 
to go up in price greatly and promptly. 
It was not strange that the settlers were 
ill-informed as to the prospects of land 
values. They knew in general terms 
that the public domain was a vast 
stretch of territory, and that in settling 
and cultivating it a great addition to 
the supply of foodstuff available for 
national and world markets was sure to 
result. They did not, however, ap- 
preciate at all keenly the results which 
were inevitable in the way of lowered 
prices of farm products. It was not 
strange that the individual settlers 
failed to comprehend the situation in 
the large. It was strange that those 
responsible for the actions of the Gov- 
ernment should have shown so little 
interest in, or comprehension of, the 
situation which developed in the pro- 
duce markets of the whole Western 
World, due to wholesale methods of 
bringing the Mississippi Valley under 
cultivation. The fact is that this 
aspect of subduing the wilderness re- 
ceived szant attention. The attention 
of the Government was so centered on 
peopling the domain to the westward 
that there was little room for appre- 
hension respecting the secondary re- 
sults of such settlement. 


NEED ror GOVERNMENT PoLicy 


There is less difficulty in under- 
standing the limited and erroneous 
views of the men responsible for the 
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management of the public domain 
one-half to three-quarters of a century 
ago than in excusing the more recent 
actions of the Government in its ef- 
forts to manage, or to dispose of, the 
remnants of the West, over which it 
has had jurisdiction. In order to 
conserve: the values of agricultural 
land, either at present levels or at more 
stable and reasonable levels, should 
such obtain, the Government should 
adopt a conscious policy covering 
many points, among which some half 
dozen are suggested below. 

The Government should cease to 
offer for sale land of doubtful value and 
quality. While the western frontier 
was confined mainly to the lands of the 
Ohio and the Mississippi valleys, and 
before it had crossed the hundredth 
meridian or made much headway into 
the cut-over sections of the Lake or the 
Gulf states, the matter of quality of 
land could be left with fair safety to 
the judgment of the settler. Within 
this great area there were compara- 
tively few unknown factors of primary 
significance relating immediately to the 
welfare of the settler. He knew what to 
expect of the soil and the climate and, 
moreover, what was likely to happen in 
the way of community development. 

The Government cannot be given 
much credit for the manner in which 
land was made available for settlement 
during the period of rapid expansion. 
As the pioneers crossed the hundredth 
meridian, they met the Government 
agents who made available to them the 
arid lands under the same acts and 
terms which had been the basis of 
procedure to the east of the Missouri 
River. Worst of all, in spite of many 
modifications during the past half 
century, we are still promoting unde- 
sirable settlement of land. We have 
failed to make the necessary study of 
land whereby it can be divided into 
categoties suited to its powers. Graz- 
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ing lands are being homesteaded in 
tiny fragments. Irrigation is being 
attempted on the basis of too much 
money and too little water. We needa 
masterful survey and classification of 
what remains of the public domain— 
still a real acreage, not far from a 
tenth of the original amount—whereby 
it may be possible to offer land for 
specified uses, in tracts of suitable size, 
and on terms which the interested 
parties can meet. 

The Government should regain pos- 
session of much marginal land. Under 
a laissez faire program, the Govern- 
ment, during the past, disposed of a 
vast acreage of land which has more 
recently become a source of prolonged, 
not to say endless, trouble. Probably 
the largest quantity of such land is . 
found in the cut-over areas of what 
once was forest land. This land was 
disposed of under the Preémption Act, 
the Homestead Act, the Timber and 
Stone Act, not to mention other means 
of separating the Government from the 
ownership of its original forest lands. 
These tracts, over a quarter of a 
billion acres in extent, are being re- 
clothed by nature with more or less 
desirable trees. Great acreages have 
been cleared in part by people who 
hoped to establish farms and homes on 
the clearings. In all too many in- 
stances, these efforts have proved 
fruitless, and at present the prospect. of 
further enterprise of this sort is dim. 
We have arrived at the practical, and 
undoubtedly correct, conclusion that 
the extent of arable land of the present 
day is ample, and moreover, ample for 
years to come. 

If it be true that the present acreage 
of arable land is ample, it follows that 
the Government should assume the 
responsibility of keeping off the market 
such marginal land as it still owns, but 
this is mere negative action. Positive 
action is needed. Not only should the 
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Government cease offering to the public 
the right to homestead, or to purchase 
land unsuited to agriculture, but it 
should go much further. If this 
marginal land has any value at all, it is 
worth at least as much to the Govern- 
ment as it is to private individuals. 
For example, it is entirely feasible for 
the Government to make use of mil- 
lions of acres of cut-over land for the 
growing of forests, and in all reason 
this can be done without loss, even 
though a dollar or a few dollars per 
acre should be paid for the land. In 
the interest of the value of land now in 
agricultural use, the Government 
should be required to undo some little 
portion of its past mistakes by purchas- 
ing the title to land, great in acreage 
but low in value, which, contrary to 
good public policy, was years ago 
offered to a credulous public under the 
implied recommendation that it had 
desirable qualities for private use. 

Of all the commodities of wide and 
necessary use, timber has risen to the 
highest point in price. Forestry is one 
of the most difficult of all agricultural 
undertakings from the standpoint of the 
individual. These difficulties are not 
formidable from the vantage point of 
the Government. Should the Govern- 
ment decide to go into forestry in an 
adequate manner—adequate with re- 
spect to the probable needs of the 
country for timber and its products— 
the action would at once remove from 
the list of potential agricultural land 
many millions of acres that stand ready 
to contribute to the surplus food output 
which threatens constantly the sta- 
bility of all land used for agriculture. 
A proper balance between agricultural 
land and forestry will not come to pass 
automatically in many years to come. 
The aggressive action of the Govern- 
ment is required. , 

Of a character similar in many re- 
spects to forestry is the grazing situa- 
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tion. Back and forth over the semi- 
arid plains have surged the contending, 
successive waves of settlers and cattle- 
men. Each was the natural enemy of 
the other. To the extent to which the 
settler succeeded, the cattleman was 
defeated. Always uncertain as to the 
tenure, the cattleman felt the urge to 
get what he could out of the range, with 
the utmost speed. Thus came over- 
grazing, in many sections involving 
millions of acres. Many ranges were 
grazed so close as to destroy the grasses 
outright. The responsibility for this 
disaster was, and is, chargeable to the 
lack of policy on the part of the Govern- 
ment. Land values are, through such 
action as this, rendered uncertain. 
The lands which the Government per- 
mits the settler to subtract from good 
grazing territory, and which become 
precarious arable land, are a great 
force in unsettling the status of the 
established, needed farm lands of the 
country. The work already done in 
respect to grazing within the domains 
of our national forests proves the de- 
sirability and the efficacy of grazing 
policies such as only the Government is 
able to insugurate and to administer. 
The Government should refrain from 
new reclamation undertakings. Noth- 
ing can be clearer than that the Govern- 
ment should refuse all requests for new 
reclamation projects until such time as 
there appears, in the interest of the 
public, to be some reasonable occasion 
for the expansion of food production. 
During the latter part of the nine- 
teenth century, the limit of profitable 
investment of private funds in irriga- 
tion projects was about reached. This 
being the case, the Government was 
implored to take up the matter, which 
itdid. The one to two hundred million 
dollars paid out by the Government in 
watering arid land is in itself not a 
very great matter. The important 
phase of the case is the contribution to 
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an agricultural surplus which the 
Government so artlessly, almost un- 
consciously, made. Every acre of 
the reclaimed land has contributed its 
bit toward the undoing of established 
agriculture. It has been a force de- 
signed to postpone the day when a 
better balance between the demand far, 
and the supply of, agricultural produce 
would serve as a basis for more stable 
land values, 

The Government should expand its 
game preserves and bird refuges. No 
doubt this is a minor point in the great 
field of land values, but the use of 
even one or two per cent of land for 
the purpose of making life more en- 
joyable is a step in the direction of a 
more stable basis of values of other 
lands. If the time comes when we 
need every marsh and shallow leke 
drained, so far as it may be done in 
order to contribute to the bread supply, 
it will be proper to undertake the work. 
It does not take many years to drain a 
marsh or a lake. On the other hand, 
many drainage undertakings have been 
disappointing from the standpoint of 
agriculture, leaving a‘net result of the 
destruction of wild life. Surely, for 
many years to come, it would be better 
to use some millions of acres of land for 
game preserves and for refuges than to 
bring them into competition with the 
farming interests of the country. 

Limitation of output of farm produce. 
By no other conceivable means can the 
values of land be conserved quite so 
effectively as through the limitation of 
the output. But limitation of agricul- 
tural output, except through the severe, 
almost brutal, operation of the price 
curve, is hardly known as yet. The 
country is waiting and alert respecting 
the possibilities of some measure of 
control of output to be effected through 
the Federal Farm Board. Thus far 
this consummation, while devoutly to 
be wished, is in the hope stage. 
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However, even though nothing exists 
which can properly be called limitation 
of output in the sense in which certain 
manufacturers adjust their output to 
demand, there is already some accom- 
plishment in the efforts of farmers to 
anticipate the demands of the market 
with suitable quantities of goods. 
There will be more than an ordinary 
degree of interest shown in the efforts 
of the Farm Board to extend its aid 
to such cotton marketing companies 
as are able to restrict their acreage and 
to withhold it from those which expand. 
The real test may come not from 
within the companies, which at best are 
likely to represent a minority of the 
growers for some years to come, but 
from the outsiders over whom the Board 
has no control whatever. Should the 
Board be able to coax or drive the 
great majority of all producers of a 
given commodity into the couperative 
organizations, the control of output 
will seem to be within hailing distance. 

When it is remembered that the 
greatest trouble within the realm of 
agriculture is that of surplus produc- 
tion, it will be appreciated that control 
of output is, beyond all comparison, 
important, if feasible. The Govern- 
ment has tried its hand at control 
through education and advice; now it 
proposes something more forceful. 

The Government has some control over 
land values through tariffs. Through 
the dense fog surrounding the tariff 
issue, there shines at least a little 
light. Some tariffs on agricultural 
produce are effective, and to this ex- 
tent they tend to uphold the values of 
the land involved in the production of 
the protected commodities. It will be 
agreed that this is true with respect to 
sugar beets, wool, flax, and, to some 
extent, beef, and dairy products. 

The net result of the tariff in its 
relation to land values, is, however, 
quite another matter. Just as surely 
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as a few selected agricultural products 
may be made higher in price through 
tariffs, so, likewise, are many articles 
bought by farmers made higher by 
tariffs. In this latter effect, we have a 
force tending to hold the prices of land 
down. Moreover, it is a force un- 
doubtedly greater than the opposite 
effect of the tariffs which increase the 
farmers’ Income. 


SUMMARY 


It appears that a land policy is, after 
all, a very broad concept. Not merely 
the above-mentioned, but many other 
influences and acts of the Govern- 
ment are so closely related to land 
values as to constitute parts of a land 
policy. But, returning to the origi- 
nal theme, it may be said in summary 
that the National Government holds 
the destinies of land values in its 
hands to a great degree; that during 
the past, and almost the whole past 
down to date, the Government has 
proceeded on the assumption that land 
is destined to be used in the production 
of food crops, directly or indirectly, 
and the sooner it can be put to use for 
this purpose, the better. On this as- 
sumption, we arrived at the free land 
doctrine of 1862, and forty years later 
added to free land a sum sufficient to 
bring water onto arid land—and all on 
the assumption, little discussed, that 
the nation needed to bring more land 
under cultivation. Closely allied to 
these policies of the Government have 
been the policies and practices of the 
states, acting through their immigra- 
tion departments, in attempts to induce 
settlers to come and to subdue por- 
tions of their domains awaiting cultiva- 
tion. 

By these extensive, ill-conceived 
means, we have depleted our soils un- 
duly, we have destroyed forest and 
forage crops, and we have glutted the 
markets of the world with products 
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for which the returns have been 
meager. What we need is an inventory 
of land resources, an estimate of the 
needs of food and of fiber products, and 
a policy, even at this late day, which 
will undertake to match the develop- 
ments and the output against the 
requirements, instead of assuming that 
all land skould be put to work. 

A national policy such as here sug- 
gested will provide for reforesting, 
mainly by natural methods, a large 
part of our cut-over territory; will 
restore game to millions of acres; and 
will promote grazing on areas suited 
for grass and not for grain. By 
these meens the farmer will be relieved 
of the constant competition of the 
precarious frontier, which furnishes but 
scant return to the operators, but adds 
surpluses for a groaning market. Since 
much merginal land has gone out of 
public into private hands, and since, 
again, this land is coming back into a 
sort of new public domain as it becomes 
tax delinquent, it will be necessary to 
enlarge zhe idea of a national land 
policy to include both states and coun- 
ties, and even townships in some states. 
No doubt, we need all our land. At 
least we have it, and will continue to 
keep it; but a plan should be devised to 
prevent the too ambitious promoters of 
expansion in agriculture from keeping 
us land poor and surplus ridden, 
results of a public domain too great to 
be comprehended and of a settlement 
policy continued long after its merits 
have disappeared. It should be made 
difficult for people to acquire public 
land, or tax delinquent land, and easy 
for them to move away from land 
which is unsuited for small farm opera- 
tions, while in the place of these un- 
promising ventures the Government 
should institute a policy of positive use 
of land for such purposes as the best 
judgment, everything considered, can 
approve. 


The Influence of Public Improvements on Land Values 


By Hersert D. SIMPSON 


Research Associate, Institute for Research in Land Economics and Public Utilities; Associate Pro- 
fessor of Economics, Northwestern University, Evanston, Ilinois 


HE people of the United States 

have spent some seven billion dol- 
lars in the past decade upon public 
improvements in the form of streets, 
highways, parks, and reclamation and 
irrigation projects—public works of a 
scope and magnitude which make the 
Appian Way and the Great Wall of 
China look like small projects indeed. 
Of the total cost of these improvements, 
approximately two and one-half bil- 
‘lions were levied in the form of special 
assessments upon the land affected. 
The cities of the United States, of 
thirty thousand population or over, 
have spent over two billion dollars in 
this period on highway construction 
alone; and of this total cost, somewhat 
less than half has been paid for out of 
‘general taxes, the remainder being 
levied in the form of special assess- 
ments upon the land affected. We say 
affected rather than benefited, because 
our problem will be to inquire just how 
land values in these cases have been 
affected. 

For the sake of some degree of pre- 
cision, in a subject that is far from 
precise, we shall limit our inquiry to 
those public improvements which have 
the effect of increasing the quantity, 
availability, or accessibility of land 
for economic uses, such as streets, 
highways, bridges, tunnels, subways, 
and irrigation and reclamation projects. 
This will exclude chiefly Government 
buildings for specific purposes, such as 
post offices, city halls, and schools, and 
improvements of an ornamental or 
aesthetic character, whose effects are 
too intangible to be reduced to eco- 
nomic formulae, It will still embrace 
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the great bulk of the public improve- 
ments included in the aggregates 
quoted above. 

These improvements are commonly . 
supposed to increase the aggregate 
land values of the city or territory in 
which they are located. Federal de- 
partments, for example, have fre- 
quently computed the value of newly 
completed irrigation and reclamation 
projects and construed the resulting 
values as additions to the aggregate 
value of the agricultural assets of the 
country. In Chicago the construction 
of the Michigan Avenue “link” bridge 
and boulevard improvements north of 
it, we have frequently been told, cost 
the city sixteen million dollars but 
added one hundred million dollars to 
the value of sites north of the river, 
thereby repaying its cost six times 
over. And so when a new sub- 
way, rapid transit extension, or high- 
way system makes new territory 
accessible to the downtown districts or 
adds a new residential section to.the 
city, it is commonly assumed that it 
thereby adds a corresponding amount 
to the aggregate real estate values of 
the city or region. 

It will be worth while to inquire how 
far these familiar assumptions are 
valid; and in this inquiry two lines of 
approach may be utilized, one theoreti- 
cal and one experimental. 


THEORETICAL ANALYSIS 
In the first place, on the basis of any 
accepted theory of land values and 
under anything approaching normal 
conditions, it is doubtful whether 
increases in the supply of land, whether 
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through physical increase or increased 
accessibility, can have any other effect 
than that of decreasing the aggregate 
land values of that class. This is due 
to the simple reason that land values in 
the long run must represent capitalized 
rent; and rent is the narrow margin 
between gross value of the product and 
the cost of getting it. Any drop in 
price of the product, through in- 
creased supply of land available for 
producing it, or other causes, means 
much more than a proportional drop in 
rent and value. If net rent is five per 
cent of gross product, a drop of one 
per cent in the price of the product 
means a drop of twenty per cent in 
rent; and, if long continued, this must 
eventually be reflected in a similar 
drop in land value. 

The potato crop of 1928 was esti- 
mated by the Department of Agricul- 
ture to be sixty million bushels larger 
than that of 1927; but, according to the 
Department’s estimate, the crop of 
1928 was worth only $.54 a bushel, 
compared with $.965 a bushel for the 
previous crop, or a loss of $138,700,000 
in the value of the larger crop of 1928 as 
compared with the smaller crop of 1927. 
Now this increased production was 
secured in part by an increase of three 
hundred and forty-nine thousand acres, 
or approximately ten per cent, in the 
potato acreage of the country. 

What was the effect of the new 
acreage on the aggregate value of the 
potato acreage of the country? The 
Department of Agriculture figures 
leave little room for theorizing about 
this. The value of the production per 
acre, which was $111.94 in 1927, 
dropped to $65.34 in 1928, a loss of 
$46.60 in the yield per acre—a suffi- 
cient drop to wipe out any net rent that 
could possibly have been assigned to the 
previous acreage and to impinge upon 
the proper allowance for wages and 
other expenses. So that, if the value 
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of this total acreage were dependent 
upon any net income that could be 
anticipated from continued potato 
production at that year’s price, it 
would be headed for a severer defla- 
tion than that of 1921. 

Fortunately such drastic deflation is 
already being averted through diver- 
sion of a portion of this acreage to other 
lines of production. The point holds, 
none the less, that in this case an in- 
crease of ten per cent in acreage and 
fifteen per cent in the product would, if 
continued, abstract more value from 
existing acreage than it would add in 
the form of new acreage, and would 
thereby leave a net decrease in total 
land value. 

Professor John D. Black, of Harvard 
University, in his Agricultural Reform 
in the United States, has worked out 
some striking correlations between 
increased supply of agricultural prod- 
ucts and the prices of these products; 
indicating, for example, that an in- 
crease of twenty per cent in the corn 
crop above normal output tends to 
reduce the price by approximately 
twenty-two per cent, and that an 
increase of twenty per cent in the 
potato crop tends to reduce the price 
nearly forty per cent, in both cases the 
aggregate value of the larger crop being 
less than that of the smaller crop. If 
the total acreage devoted to these crops 
were expanded by the accession of new 
lands, or otherwise, until these un- 
profitable outputs ‘and prices were 
reached, and if this condition contin- 
ued for some length of time, it is need- 
less to say that the aggregate value of 
land devoted to these and similar crops 
would be less after such expansion than 
before. s 

Something like this has happened 
many times in the United States when 
land available for any purpose, agricul- 
tura. or urban, has outrun population 
and capital. Indeed, it may be asked, 
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how much would the addition of all the 
land west of the Alleghenies have 
added to the value of land in the United 
States, if population, supply of capital, 
state of industrial technique, and all 
other factors had remained unchanged? 
The population of the country in the 
days of Washington was estimated at 
around four million, slightly more than 
the present population of Chicago. 
Suppose that population had not in- 
creased by a single soul; that capital 
had not increased by a single dollar; 
that industrial technique had not 
changed a single iota; that the only 
change had been the Louisiana and 
Florida purchases, the acquisition of 
the Southwest, the purchase of Alaska, 
and the acquisition of other odds and 
ends of the earth’s surface. As it was, 
millions of acres of land were sold for 
fifty cents to one dollar an acre before 
these acquisitions; and historians have 
often spoken of conditions of virtually 
“free land” in this period. With the 
additional weight of later acquisitions 
(population and other things remain- 
ing the same), it is difficult to see how 
land could have become anything else 
than a free good, except for the legal 
formality involved in acquiring and 
holding title to it. 

In short, it was the other things such 
as increase of population, increase of 
capital, revolutionary improvements in 
industrial technique, changes in the 
value of money, and so forth—things 
which did not “remain the same”— 
that gave value to this vast territory. 
The presumption is strong that nor- 
mally, if not always, it is these things 
that cause increased land values; and 
that increases in the supply of land in 
the form of increased accessibility, 
availability, and usability. im conse- 
quence of transportation development, 
public improvements, and other factors, 
must normally tend to decrease total 
land values; that is, must tend to 
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abstract. from existing values more 
than they add in the form of new land 
values. 

The reason for this is not far to seek. 
Land values are caused by the demand 
for land and its services. Where 
people are concentrated in large num- 
bers, particularly people equipped with 
capital, enterprise, and technical ca- 
pacity, values rise, because each one 
brings with him his bundle of demands 
for land and its services. But at all the 
scattered points from which these 
same people have come, each one has 
likewise left a vacuum, large or small, 
according to the bundle of demands 
he carried away with him. In other 
words, land values, like people, are 
essentially nomadic, roving about from 
place to place over the face of the 
earth. In older days, when Abraham, 
with his cattle and camels, took 
temporary abode in southern Canaan, 
land values in the vicinity advanced so 
sharply and competition to appropriate 
them became so keen as to lead to open 
rupture between the followers of Abra- 
ham and Lot. When eventually the 
patriarchal caravan moved on to 
greener subdivisions, it left severe 
deflation in its wake. Nowadays, we 
have only to think of Ford and other 
modern chieftains in place of Abraham, 
and to substitute “flivvers” for camels, 
in order to realize that land values 
are still largely nomadic in their be- 
havior. 

We speak of mobilia and immobilia 
among forms of wealth, and land is 
always spoken of as the extreme 
example of immobilia, “fixed” and 
“immovable” assets. But if we are 
speaking of the values associated with 
these objects of wealth rather than the 
physical objects themselves, few forms 
of value are more volatile, movable, 
more truly mobilia than land values. 

These values tend particularly to 
assume the form of wave motions, 
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flowing in one direction or another, but 
with each crest followed by a trough 
somewhere in its wake. In the United 
States we have had a particularly 
picturesque field for studying these 
movements. Since the settlement of 
the country we have had one huge wave 
starting on the Atlantic Coast and 
moving steadily westward, whose 
trough—so far, at least, as agricultural 
lands were concerned—at one time 
engulfed not only the Atlantic sea- 
board but much of Great Britain, 
Ireland, and western Europe. In the 
past thirty years we have had a power- 
ful current flowing out of Pennsylvania, 
up the Mahoning Valley, and across 
the Great Lakes territory, bringing 
prosperity to Toledo, Detroit, and 
Chicago; but many once prosperous 
Pennsylvania towns are at the present 
moment falling into its trough. In 
more recent years we have had a broad 
current flowing out of New England to 
the South and Southeast, with great 
promise for the “New South”; but 
how deep the trough is going to drag, 
it will be hard to say. Unfortunately 
in these, as in most cases of shifting 
land values, the crests are more con- 
spicuous than the troughs. 


A FACTUAL APPROACH 


In an effort to secure more exact 
facts with regard to the influence of 
large public improvements upon these 
mobile and sensitive land values, a 
study is now being made of the effects 
of street and highway improvements in 
Chicago. Needless to say, it is difficult 
to secure exact data, and still more 
dificult to segregate the effects of 
public improvements from the score of 
other influences involved. Quite pos- 
sibly we may not be able to do it at all. 
But an illustration of such results as 
have been reached will be offered for 
whatever value it may have. 

Chart I is a value profile of the west 


, 128 


side of Michigan Avenue in Chicago. 
Michigan Avenue is a main thorough- 
fare running north and south, roughly 
paralleling the lake shore. The section 
included in the profile here begins at 
North Avenue, two miles north of the 
“Loop,” and extends to 81st Street, 
three miles south of the “Loop.” The 
values are front-foot values in the 
middle of each block, as reported by 
George C. Olcott and Company, ap-~ 
praisers and publishers of the annual 
Land Valuzs Blue Book of Chicago. 
This is the standard real estate refer- 
ence manual for Chicago. How ac- 
curate these valuations are, may be a 
matter of judgment. But they rep- 
resent a series of consistent valuations 
from year to year, based largely on 
actual sales, and made in general by 
the same staff and by the use of similar 
methods. They serve admirably, 
therefore, for purposes of comparison 
from one period to another. The chief 
criticism upon them, if it be a criticism, 
is that they are extremely conservative; 
and that therefore, in sections or periods 
of rapidly rising values, the Olcott 
figures ordinarily lag from one to three 
years behind sales prices. 

The dotted line at the one hundred 
per cent level represents front-foot 
values in 1910. The solid line rep- 
resents values of 1929 in percentages 
of their 1910 values. 

The seccion from Lake Street to 
Pearson is the portion particularly 
affected by the improvements under 
consideration, including the completion 
of the “link bridge,” a two-level thor- 
oughfare and double-deck bascule 
bridge across the Chicago River, in 
1920, the widening of Michigan Avenue 
to Chicaga Avenue, completed in the 
same year, a continuation of the same 
widening to Pearson Street in 1927, and 
the development of a general boulevard 
system from there northward. It is 
the effect of these improvements that 
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we wish to measure; and a glance at 
the chart suggests that that story falls 
into two sharply contrasting chapters. 


APPRECIATION AND DEPRECIATION 


In the section directly affected by 
the improvements, we have a spec- 
tacular appreciation of values, amount- 
ing in some blocks to 2500 per cent. 
The maximum appreciation accrued 
on lots just north of the river, in the 
section on which the Wrigley Building 
was erected in 1924 (begun in 1920) 
and the Tribune Tower in 1925 (begun 
in 1923). This chapter of the story is 
very familiar to residents of Chicago, 
who have frequently been reminded 
that while the initial Michigan Avenue 
improvement cost sixteen million 
dollars, it added one hundred million 
dollars to property values. 

The other chapter is the story of the 
territory from Randolph Street south- 
ward. Here frontage values have 
been relatively stationary, increasing 
moderately in some sections, but 
actually declining from the 1910 level 
in others. These actual declines are 
startling enough but are only a small 
part of the story, for if we compare the 
movement of values on South Michi- 
gan Avenue with the average move- 
ment of real estate values for the entire 
city throughout this period, we find 
that the whole section declined. 

In order to determine this movement 
for the city, one hundred locations have 
been taken, distributed territorily over 
the entire city, and their values traced 
from 1910 to 1929. This sample indi- 
cates an average appreciation for the 
entire city of 46% per cent during this 
period. This average rate of apprecia- 
tion has been represented by the 
broken line across the chart at the level 
of 562 per cent. This level should 
measure roughly the effects of increas- 
ing population, increasing trade and 
industry, rising price levels, and such 
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other gensral factors as affect the 
whole city, including, of course, Michi- 
gan Avenue. The divergence of 
Michigan Avenue from this level must, 
in turn, represent the effects of factors 
peculiar in some way to Michigan 
Avenue ar its immediate vicinity. 
Measured in this way, it is apparent 
that the entire territory from Randolph 
Street to Slst Street has undergone a 
severe depreciation. Indeed, the con- 
crete evidences of such depreciation are 
sufficiently visible in the actual move- 
ment of tenants from buildings on 
South Michigan Avenue to locations 
on North Michigan Avenue, or the 
near “Nozth Side,” loss of business, 
and deterioration of property. 

Here we have a striking illustration 
of the ware motion of land values to 
which we have referred, with the crest 
of the wave moving northward and a 
distinct trough following in its wake, 
a trough which would have been much 
more disastrous, had it not been some- 
what oblitarated by the cross-currents 
of increasing population, rising general 
price levels, and other general in- 
fluences. 

How much of this movement of 
values is attributable to the public 
improvements? Of course, there can 
be no method of exact determination, 
but we can at least get some rough 
measurements of it. By eliminating 
the genere! movement for the whole 
city we cen isolate, roughly at least, 
that portion of the movement attrib- 
utable to factors local to Michigan 
Avenue. But, in addition to the public 
improvements, there is still one other 
factor which, while not local, must 
register its effect longitudinally along 
Michigan Avenue. This is the general 
northward drift of the city, which 
should have the effect of enhancing 
values on North Michigan Avenue and 
depressing them on South Michigan 
Avenue. In order to measure the 
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force of this factor, at least in terms of 
its effect on land values, our sample 
one hundred frontages were divided 
into two groups, those north of Madi- 
son Street (the east and west line 
through the heart of the ““Loop”) and 
those south. ‘The North Side showed 
an appreciation of 611 per cent, the 
South Side 377 per cent. 

This means, then, that if North 
Michigan Avenue had merely kept pace 
with the general movement of land 
values in Chicago, it should have 
appreciated 462 per cent. If it had 
kept pace also with the accelerated 
increase of the North Side, it should 
have appreciated 149 per cent more, 
or a total appreciation of 611 per cent. 
Such increases as occurred in excess of 
611 per cent may therefore reasonably 
be ascribed to the influence of the 
public improvements. The average 
appreciation of lots on the west side of 
the avenue from Randolph Street to 
Pearson Street was 969 per cent, 
amounting to a total actual apprecia- 
tion of $282,281,328, as compared with 
1910 values. The difference, then, 
between 611 per cent and 969 per cent, 
which is 858 per cent and amounts to 
$104,290,000, may reasonably be as- 
cribed to the influence of public 
improvements. 

Let us now turn to the other half of 
the story. Even if South Michigan 
frontages had failed to keep pace with 
‘the movement of real estate values for 
the whole city, but had merely kept 
pace with the South Side, they should 
have appreciated 877 per cent, or 
$2,108,550,000. The amount by which 
they have fallen short of this is 221 per 
cent, or $1,291,115,408. This amount, 
$1,231,115,408, -might therefore be 
taken as representing the amount of 
land value ‘“syphoned,” so to speak, 
out of South Michigan Avenue over 
into North Michigan Avenue, or the 
near North Side somewhere. 
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This amount includes, however, 
properties in the “Loop” section of 
Michigan Avenue, which are subject 
to some special conditions. These 
properties had already reached a high 
frontage value. at the beginning of the 
period in 1910, and had already be- 
come established in their present 
intensive uses. It is true that loca- 
tions in the heart of the downtown 
district have participated liberally in 
the general appreciation of land values 
during the past two decades; but still 
the downtown district represents at 
least relative stabilization of uses and 
values, and it may be felt that its 
behavior will not necessarily corre- 
spond to that of other sections of the 


city. 
In the interest of conservatism, 
therefore, the “Loop” section of 


Michigan Avenue, represented by the 
eight blocks from Lake Street to Con- 
gress Street, will be excluded, and the 
total depreciation computed for the 
remainder of Michigan Avenue from 
Congress Street southward to 31st 
Street. The total depreciation thus 
computed for the west side of the 
avenue comes to $609,198,420. Even 
with this liberal qualification, there- 
fore, we have, in a nutshell, an appre- 
ciation of $104,290,000 at one end of the 
avenue and a depreciation of $609,- 
198,420 at the other. The figure for 
appreciation comes remarkably close 
to the popular estimates of $100,000,- 
000, quoted earlier in this article. 
The other item of $609,198,420 has 


1 For similar reasons, the relative “deprecia- 
tion” (in the sense of failure to keep pace either 
with the movement of the North Side or of the 
average movement for the entire city) in the 
blocks from Oak Street to North Avenue is not 
included in the computation here. This terri- 
tory is in process of transition from high-class 
residential to high-class apartment and com- 
mercial uses and has not yet had time to register 
what the effect will be when the transition has 
been completed. 
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been overlooked in these popular 
estimates of the results of the Michigan 
Avenue improvement.* 

In Chart IT the movement of values 
on North Michigan Avenue is com- 
pared with that of the North Side, the 
South Side, and the city as a whole. 

It should be recalled that on account 
of the lag imposed by the conservatism 
of the Olcott valuations, it is probable 
that both the sharp upturn of values 
following the war and the relative 
stabilization.of values at the end of the 
period actually occurred a year or two 
earlier than is suggested by the curves. 

In Chart IH the allocation of the 
various portions of increment and 
decrement is graphically represented. 
Needless to say, no one would think of 


* One factor that will occur to many readers as 
an element in this depreciation is the presence 
of the Negro district in the southern section of 
the city. But this, however significant it may 
be in other respects, can scarcely be a factor m 
the problem under consideration here, for the 
following reasons: (1) The Negro district was 
already established here in 1910 and cannot well 
afford an explanation of variations since 1910, 
except as changes may have taken place in the 
character or the movement of the district itself. 
(2) The trend of movement of the Negro district 
has been southward. Originally commg up to 
12th Street, it had receded by 1920 to 16th 
Street, and at the present time to the neighbor- 
hood of 26th Street. The peak of Negro density, 
for a Jong time between 31st and 39th Streets, is 
now estimated, on the basis of 1ecent occupancy 
figures, to be between 89th and 5éth Streets. 
(8) In general, Negro influx is a result of low 
values rather than a cause of them. Negro 
occupancy follows the troughs and depressions 
of real estate values, but ordmarily affords httle 
more explanation of them than the presence of 
water in a depression affords an explanation of 
the existence of the depression. (4) Visible 
proof of all this is apparently afforded by Chart 
I, where the movement of values in the mile of 
frontage from 16th Street to the “Loop” (which 
is free from Negro influence) appears to differ 
in no way from the movement from 16th Street 
southward. 

For these reasons, the presence of the Negro 
district to the southward is unhesitatingly ex- 
cluded as a factor in the variations of value on 
Michigan Avenue during the period covered. 
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imputing any high degree of exactitude 
to these apportionments of such in- 
tangible and elusive things as incre- 
ments and decrements of land value. 
Nevertheless, the facts presented would 
suggest that they represent the situa- 
tion with substantial accuracy. It 
should be kept in mind, likewise, that 
these apportionments refer only to 
Michigan Avenue and do not attempt 
to take account of collateral effects on 
other streets in the vicinity of North 
Michigan and South Michigan Avenue. 
It may be observed that such data as 
are available appear to indicate that 
the major portion of the effect of the 
improvement is pretty closely con- 
centrated longitudinally along the 
route of Michigan Avenue. 


CORRELATION OF LAND VALUES WITH 
Poputation, Prick LEVEL, AND 
NORTHWARD TREND 


In an effort to utilize as exact meth- 
ods as the problem may be susceptible 
of, we have applied experimentally the 
mathematics of correlation. Presum- 
ably the two general factors involved, 
other than public improvements, are 
the general appreciation of land values 
throughout the city and the northward 
trend of the city. The general appre- 
ciation of land values can, in turn, be 
broken up into its two major factors, 
growth of population and rising general 
price levels. If it were possible to 
apply multiple correlation to these 
three factors—population, price level, 
and northward trend—it might be as- 
sumed that that part of the movement 
of values not accounted for by these 
factors could reasonably be ascribed to 
the influence of the public improve- 
ments. For various technical reasons, 
however, the ordinary processes of mul- 
tiple correlation cannot well be applied 
to these factors. In another twenty- 
five or fifty years, when we may have 
the record of several swings of these 
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factors in both directions, this field will 


afford a beautiful problem in multiple , 


correlation. In the meantime, a corre- 
lation of “first differences” indicates 
partial correlation of +.49 with popu- 
lation, +.88 with changes in general 
price ‘level, and —.18 with the north- 
ward trend. 

The negative correlation with the 
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movement of general price level is 
interesting, though obvious enough in 
Chart LI, where the big appreciation of 
land values is shown to have occurred 
after the decline in price levels in 1920. 
The total amount of . variation in 
Michigan Avenue land values account- 
ed for by all three factors—population, 
price level, and northward trend—by 
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CHART 1I 
APPORTIONMENT OF INCREMENTS AND DECREMENTS OF LAND VALUES 


ON MICHIGAN AVENUE, CHICAGO, 1910 -1929 
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IMPLICATIONS oF Data 


In general, the situation that we 
‘have analyzed would seem to imply 
that where public improvements confer 
such striking appreciations of property 
values, the city is justified in imposing 
a large portion of the cost upon the 
property so benefited, in the form of 
special assessments, and a relatively 
small portion of the cost upon the 
entire city in the form of general 
taxation. And where the improve- 
ment has the effect of abstracting land 
values from other sections, as in the 
case of South Michigan Avenue, the 
injustice of meeting the cost through 
general] taxation is further aggravated. 

But a more specific implication has 
to do with the determination of the 
special assessment district itself. The 
accompanying map indicates the dis- 
trict over which the special assessment 
for the Michigan Avenue improvement 
was spread. 

In view of the facts already pre- 
sented, comment is scarcely necessary. 
The assessment has been spread over 
three miles of frontage which not only 
was not benefited, but, by any test that 
can be applied, was actually injured 
by the improvement. 

As a matter of fact, property holders 
on South Michigan Avenue have 
suffered in three ways. In the first 
place, they have lost business and 
property values. In the second place, 
their regular taxes have been increased, 
because in Chicago real estate is 
assessed quadrennially. The result is 
that im recent years most property 
holders in Chicago have enjoyed an 
untaxed appreciation of property in 
the interims between assessments. 
But many property holders on South 
Michigan Avenue have suffered a de- 
preciation which is not reflected in their 
assessments until the end of the 
quadrennium and which makes their 
taxes upon actual value quite generally 
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higher than in other sections of the 
city. In the third place, they have 
been compelled to build their own 
scaffold, so to speak, by paying the 
special assessment for the improvement 
which has contributed, in part at least, 
to the depreciation of their property. 
We may add that a number of similar 
situations are found in Chicago, in- 
cluding the new Wacker Drive and 
North La Salle Street developments. 
And presumably these situations are 
not peculiar to Chicago. 


CONCLUSIONS 


It is not meant to imply that the 
effects of large public improvements 
can always be forecast, or that they can 
always be measured accurately even 
after these effects have had time to 
work themselves out. But it is be- 
lieved that such studies as have been 
made afford ground for the following 
tentative deductions: 

(1) It is doubtful whether large 
public improvements in the form of 
streets, highways, and transportation 
facilities add anything to the aggregate 
of land values. 

(2) Such improvements will fre- 
quently be found to have definitely 
abstracted land values from other 
locations, an effect which has largely 
been concealed by the general appre- 
ciation of urban land values during 
the past two or three decades. If, 
however, we should have a period of 
relatively stationary urban land values, 
some of these situations are likely 
to come to the surface with startling 
clearness. 

(3) The altitude of the crest of 
values that often accompanies these 
large public improvements would seem 
to imply a larger use of special assess- 
ments and less dependence upon general 
taxation in financing these improve- 
ments. 

(4) While many considerations may 
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properly enter into the determination 
of special assessment districts, it would 
seem that enough is now known of the 
behavior of land values to make it 


entirely unnecessary to spread a special 
assessment over the trough that fre- 
quently follows in the wake of large 
public improvements. 


Blighted Areas and Their Effects Upon Urban 
Land Utilization 


By C. Louis Knieut 
Instructor in Economics, University of Pennsylvania, Philadelphia, Pennsylvania 


HE phenomenon of rapidly grow- 

ing cities is characteristic of the 
twentieth century. Within the brief 
period of the last thirty years, the 
United States has changed from a coun- 
try predominantly rural in population 
to one predominantly urban. The in- 
fluences involved in this rapid change 
are familiar to students of our economic 
and political history; therefore, no at- 
tempt will be made to describe them 
here. The extent and the significance 
of the change, however, are pertinent 
to our study and should be mentioned 
to provide a proper setting for the sub- 
sequent analysis. 


CONCENTRATION AND Crry GROWTH 


In the period from 1900 to 1920, the 
population of the United States in- 
creased from 75,994,575 to 105,710,620, 
an increase of 29,716,045, or over 
thirty-nine per cent. In 1900, the 
urban population numbered 30,380,- 
438; while in 1920 it numbered 54,804,- 
608, having increased by 28,924,170, or 
over seventy-eight per cent. In 1900, 
the urban population represented forty 
per cent of the total, while in 1920 it 
represented fifty-one and four-tenths 
per cent. 
lation during this period represented 
more than four-fifths of the increase of 
the total population. 

The trend toward urbanization is 
further indicated by the fact that the 
number of cities with a population of 
25,000 or more increased from 160, in 
1900, to 287, in 1920, or less than 
eighty per cent, while the aggregate 
population of such cities increased 


The increase in urban popu-’ 


from 19,718,312 to $89,770,114, or 
more than one hundred per cent. 
Today more than one-fourth of the 
total population and more than one- 
half of the urban population live 
in twenty-nine metropolitan districts 
having 203,000 or more inhabitants 
each.} 

This rapid shifting from the country 
to the city of a large part of our popu- 
lation has involved a tremendous con- 
centration of people upon a compara- 


tively small land area. Today more ` 


than forty million people, or over one- 
third of the total population, live, 
work, and play in but little more than 
one-third cf one per cent of our land 
space If, instead of reviewing this 
change over a twenty-year period, we 
should start with conditions of a cen- 
tury ago, the contrast afforded would 
be even mare striking. 


Conprricns AFFECTING LOCATION 


When cities grow, certain parts grow 
faster than others. Business grows 
and pushes out into residential areas, 
and these areas then become less de- 
sirable for residential purposes. Per- 
haps an industry locates in or near a 
residence community, or heavy traffic 


1U. S. Census, 1920, vol. 1, table 40, p. 63. 
The total population of 29 metropohtan dis- 
tricts was 29,239,582, in 1920, and 23,045,544, 
in 1910, or an increase of 26 9 per cent. 

*Iind, tables 11, 40, pp. 24, 68. The land 
area of the Un:ted States in 1020 was 2,978,774 
square miles. The area of 29 metropolitan 
districts was 6,816,110.3 acres, or 10,650.1 
square miles The density of population in 
1920 m these districts, taken as an aggregate, 
was over 5,600 per square mile as compared 
with 35.5 for the country as a whole. 
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monopolizes the streets, or undesirable 
racial elements move in—all of these 
have the same effects. Changes, con- 
ditions, and events affect important, 
underlying ,factors or attributes of 
location in such a way as to render it 
less suitable for its previous usages. 
In the course of time the old residents 
will move away and those who take 
their places will be of a lower economic 
status. It becomes clearly apparent 
that the community as a place of resi- 
dence has declined in desirability. 

It is important to bear in mind that 
when any attribute of location is 
changed, this change is likely to be re- 
flected in changes in other attributes 
with which it is closely related. 
Whether for better or for worse, the 
effect is cumulative. 

If the changes affect the community 
detrimentally, development in the area 
will be retarded and will fail to keep 
pace with that for the city as a whole. 
It is to such areas that we apply the 
term “blighted.” We may define the 
term “blighted area,” therefore, as any 
area in which economic development has 
been considerably retarded, as compared 
with the development in the larger area, 
of which the area under consideration is 
a part. The term “blight,” as used 
here, is synonymous with deterioration 
or decadence. A blighted area is one 
of economic retardation, physical de- 
terioration, and economic decay. In 
attempting to ascertain whether or 
not any given area is blighted, a num- 
ber of tests should be applied and the 
determination should not rest on any 
one measure. 

Blighted areas may be found in 
either business or residential districts. 
They may include one block or extend 
over several blocks. They may be 
transitory or permanent. Where a 
residential area has fallen into a state 
of decadence because of the encroach- 
ment of industry or commerce and 
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there is the probability that the area 
will develop in the future as a commer- 
cial or industrial district, the effect of 
the blighting influence will probably be 
temporary. The area then is in a 
period of transition from a lower to a 
higher use. On the other hand, where 
the blight results from the proximity 
of a nuisance, it will probably exist 
until the nuisance is removed. 


CONCERNING THE Term Burear 


After all, a blighted area is a relative 
concept. We have stated that an area 
is blighted when its economic develop- 
ment has been considerably retarded, 
as compared with the development of 
the larger area, of which the area under 
consideration is a part, i.e., with the 
development of the city as a whole. 
The standard of comparison is repre- 
sented by an average which may not 
coincide with the development of any 
one area within the city. An average 
is merely a type which is supposedly 
representative of the items in a given 
group. 

The average which represents the 
development of the city as a whole, 
therefore, is supposedly representative 
of the development in all of the various 
areas in the city. If the average is the 
median of the group, there are as many 
items in the group above the average as 
there are below the average. ‘This, 
however, would not necessarily be true 
if the average is the arithmetic mean 
of the items. But, regardless of the 
method used in ascertaining the aver- 
age, there will always be some items 
ebove it and some below it, and the 
average will be influenced to some ex- 
tent by each of the items, however 
large or small. 

It follows, therefore, that we are not 
warranted in designating as blighted 
all areas in which the development 
over a period of time has been less than 
the average for the city as a whole. 


Buicutep AREAS AND Errecrs Upon Ursan LAND Uroazation 


In a broad sense, development in any 
such area may be considered retarded 
as compared with the areas in which 
the development is above the average, 
but if the terms “blight,” “retarda- 
tion,” and “deterioration,” as ap- 
plied to land areas, are to have any 
practical significance, they must refer 
to those areas in which the retardation 
of development has been considerable. 
Whether or not an area is blighted 
becomes a question of the degree or 
the extent of retardation. In some 
cases, the retardation is so great that 
the area can be classified with little 
difficulty as blighted, but as we leave 
such cases of extreme retardation and 
consider other areas in which retarda- 
tion is perceptibly less, we emerge 
gradually into a twilight zone in which 
classification becomes quite difficult 
and in which! any attempt at classifica- 
tion is questionable. 

While it is, of course, possible to 
set up an arbitrary dividing line and 
say that all areas are blighted in which 
development over a period of time is 
less than, let us say, fifty per cent of the 
average for the city, and that areas 
with a percentage higher than fifty 
per cent are not blighted, it seems in- 
advisable to attempt demarcation on a 
definite percentual basis. Except on 
the grounds of convenience, it would 
be very difficult to defend any such 
attempt. 

Decisions in every case should rest 
upon careful consideration of all avail- 
able data. In an analysis of a number 
of blighted areas in the city of Phila- 
delphia, so designated by the Phila- 
delphia Housing Association, it was 
found that three distinct types of 
blighted areas could be differentiated, 
namely, (1) a decadent business area; 
(2) a residential area in a stage of 
transition from a lower to a higher 
usage; and (3) a decadent residential 
area. 
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It was found that these three types 
had certain characteristics in common, 
while they differed in respect to other 
characteristics. The characteristics 
which they had in common may be 
listed as: (1) a dilapidated, run-down 
physical appearance; (2) a large propor- 
tion of vacancies, unused land space, 
and properties for sale and for rent; 
(8) decreased desirability for their 
former usage; and, as a consequence 
(4) smaller realizable current income 
for the area as a whole. The types 
differed in respect to causes of de- 
terioration and to changes in sale 
prices and assessments as compared 
with changes for the city as a whole. 


CAUSES or BLIGHTED AREAS 


The causes of blighted areas may be 
classified in two categories: (1) in- 
fluences which make an area ab- 
solutely less desirable for the usage to 
which it is devoted; and (2) influences 
which make an area relatively less 
desirable for the usage to which it is 
devoted. 

We may assign to the first category 
such factors as: (1) the encroachment 
of industry or business upon a resi- 
dential area; (2) the ingress of un- 
desirable neighbors; (8) the presence 
within the proximity of the area of a 
nuisance of any sort, such as heavy 
traffic, slaughter houses, swamps, 
marshes, insane asylums, penal in- 
stitutions, and other things which. 
annoy and cause inconvenience; (4) 
poor accessibility; (5) overcrowding, 
buildings which are too high relative 
to the width of the street, excessive 
concentration of population; and (6) 
destruction of neighborhood amenities. 

To the second category we may as- 
sign all of those influences which draw 
people away from old business or 
residential sections and contribute to 
the growth of new areas, including 
such things as: (1) the development of 
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new subdivisions; (2) improved ac- 
cessibility to outlying areas, and good 
roads, which, with (3) improved trans- 
portation facilities—automobiles, bus, 
trolley, and train service—permit peo- 
ple to live farther from their work 
where living conditions areless crowded; 
and (4) the shifting of industrial plants 
from one part of the city to another, 
causing workers to move near their 
places of employment. 

These lists are not intended to be 
exhaustive, but to suggest only the sort 
of influences to be classified in either 
category. It will be noticed that the 
effect of the influences in the first 
category is to drive people away, while 
the effect of those in the second 
category is to atiract people away. 

Where influences of the first sort are 
present, the area, whether used for 
business or for residence purposes, 
becomes absolutely less desirable for 
the customary usage, and rentals and 
prices are likely to decline not only 
relatively, but absolutely. Influences 
of the second sort make an area un- 
desirable not absolutely, but only in 
comparison with other areas, and they 
are likely to be followed by influences 
of the first sort. Rentals and prices 
will probably be maintained for some 
time and will then begin to decline 
when influences of the first sort set in. 

Influences of the first sort tend to 
bring about a rapid decline in the area, 
while the effects of influences of the 
second sort work themselves out gradu- 
ally over a longer period. 


Can BLIGHTED Armas BE PREVENTED? 


The question as to whether or not 
blighted areas can be prevented is often 
answered by pointing out the merits 
of social control of land usage through 
zoning and city planning ordinances. 
Such control has for its purpose the 
prevention of nonconforming land 
usage, which is deterrent in its effect 
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upon economic development and upon 
land values in the affected area. It 
aims to preserve the desirability of 
residential areas, for instance, from 
destruction. through the encroachment 
of business or industry. It seeks to 
accomplish its ends by designating 
certain areas to be devoted to resi- 
dential, business, industrial, recrea- 
tional, and public usage, with various 
subdivisions under each of these general 
classifications. 

There is little doubt that a wisely 
directed policy of zoning and city 
planning will be an effective influence 
in preventing the deterioration of 
areas resulting from the encroachment 
of nonconforming land usages. On the 
other hand, the framers of such a policy 
are confronted with the problem of 
ascertaining the highest economic usage 
for land in different sections and pro- 
viding for such expansion of the various 
usages as will become necessary in the 
natural course of the city’s growth. 
If the policy followed is rigid in its 
application and is not adaptable to 
the requirements of changing con- 
ditions, the development of some areas 
will be arbitrarily checked by not being 
allowed to pass from a lower to a higher 
usage. 

As cities grow, business, in the 
natural course of economic develop- 
ment, tends to push out into residential 
areas and, in the course of time, higher 
land values follow in its wake as the 
period of transition nears the stage of 
completion. If this movement is 
hindered and business development is 
confined within rigid borders, there 
will then appear a sharp differentiation 
between the increases in land values 
within adjacent areas, which is one of 
the characteristics of blighted areas, 
although the physical evidences of 
retardation and deterioration may be 
absent. 

If the zoning and planning policies 
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followed are sufficiently flexible to 
permit business development to expand 
into adjacent residential areas, the 
movement will have the effect of de- 
creasing the desirability of the areas 
for residential usage and of inducing a 
transitory condition of blight. But 
in the course of time higher land values 
will result because of the transition to 
business usage. 

It is thus seen that under the first 
alternative the residential character 
of the neighborhood is maintained and 
existing values are preserved at the 
expense of higher possible values later 
on. Under the latter alternative, the 
desirability of the area for residential 
usage is destroyed in the interest of a 
higher ultimate usage accompanied by 
higher land values. 

It becomes necessary to choose be- 
tween these two alternatives. Perhaps 
no rigid formula should be prescribed. 
Each case should be decided upon its 
merits, with the application of judg- 
ment based upon careful study of all 
affecting conditions. When it becomes 
clear that there is real need for the 
expansion of old business areas, their 
boundaries may be extended into 
residential areas. Until such a need is 
clearly apparent, however, the resi- 
dential areas may be protected against 
the sporadic incursions of certain types 
of small businesses which, in the ab- 
sence of regulation of land usage, usu- 
ally initiate the declining condition 
long before the need for business 
expansion warrants a change in the 
areas, 


Goat oF REGULATION 

The question arises in this connec- 
tion as to what is the desideratum to 
be achieved by any policy of social 
regulation of land usage. Shall the 
goal be the highest possible concentra- 
tion of land values? Or shall it be a 
diffusion of land values through an 


187 


adaptation of land usage to the needs 
for land such as will promote the 
greatest social welfare? 

The first result can be achieved by 
increasing the concentration of popu- 
lation and by utilizing land more and 
more intensively; carrying its use far 
beyond the point of diminishing re- 
turns, with the consequent constantly 
increasing costs of production in- 
volvéd. Such a goal appeals to the 
individual land owners in the centers 
of our cities who find their rentals 
increasing and a larger and larger share 
of the social income accruing to their 
benefit. The increasing concentration 
of people within limited land space, 
however, is attended by many ills 
which are so well known as not to 
require extended enumeration here. 

Achievement of the second result 
involves a careful allocation of land 
among its various uses and the formu- 
lation of wise policies of direction and 
administration. Such a plan is not 
conducive to the highest possible con- 
centration of land values since it 
arbitrarily restricts the concentration 
of people within limited areas. It 
involves, moreover, the subordination 
of individual and class interests to the 
higher social good. 


DETERIORATION INEVITABLE 


As has already been pointed out in a 
previous section, the encroachment of 
nonconforming land usages upon resi- 
dentia] and business areas is but one 
of many causes of deterioration. While 
social control of land usage may pre- 
vent to some extent the operation of 
this cause, there are many others 
which are just as sure and effective in 
their operation. Some of them are 
bound up with, and are inseparable 
concomitants of, city growth. They 
are those influences which exert their 
effect by attracting rather than by 
driving people away from old estab- 
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lished business and residential areas, 

The building of the Delaware River 
Bridge, a monument to engineering 
achievement connecting Philadelphia 
with Camden, contributed largely to 
the deterioration of a formerly pros- 
perous business area by diverting 
traffic along different routes. The de- 
velopment of new residential subdivi- 
sions and suburban areas attracts 
people away from old residence sec- 
tions. The building of good roads, the 
increasing use of automobiles, and 
other improvements in transportation, 
enable people to live farther from their 
places of employment, in districts where 
living conditions are better. As new 
residential areas develop, new business 
areas develop conveniently near by 
and detract from the patronage of the 
old areas. These and many similar 
influences are constantly at work in 
growing cities, building up new areas 
at the expense of the old. As long as 
they operate, blighted areas are in- 
evitable. To prevent deterioration by 
the elimination of these causes would be 
to prevent a smaller loss by incurring 
a bigger loss. It would mean defi- 
nitely checking city growth and sub- 
stituting a static condition for a 
dynamic condition. 

There are other causes of blight 
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which can be prevented if legal sanc- 
tion can be obtained. These causes 
operate by driving people away, and 
include: the ingress of undesirable 
racial elements into a neighborhood; 
heavy traffic through residence areas; 
the presence of nuisances; the destruc- 
tion of neighborhood amenities, and 
other similar influences. In the ab- 
sence of laws directly permitting the 
prevention of these causes, much can 
be done toward preserving the char- 
acter of an area by restrictive cove- 
nants in deeds of conveyance. If the 
restrictive covenants are of permanent 
duration, however, they may some- 
times be detrimental in preventing a 
desirable change in Jand usage. 

In conclusion, it may be pointed out 
that while it is possible to eliminate to 
a large extent the influences making for 
deterioration which operate by decreas- 
ing absolutely the desirability of areas 
and driving people away, other in- 
fluences which operate by atiracting 
people away and making areas rela- 
tively less desirable for their former 
usage make blighted areas practically 
inevitable in growing cities. While it 
may not be possible to prevent them 
altogether, organized private and pub- 
lic effort can do much to lessen the 
degree of deterioration. 


The Operation of the Graded Tax Law in Pittsburgh 


By Tuomas C. McManon 
Chief Assessor of the City of Pittsburgh, Pittsburgh, Pennsylvania 


HAT is known as the graded tax 

law on buildings for cities of the 
second class in the State of Pennsyl- 
vania was enacted in 1913, and began 
to function in 1914. On January 1, 
1925, the law became fully effective. 
Therefore, the graded tax law should 
be considered as something that we 
have had in actual operation only since 
1925, 

The system of assessing real estate 
for taxation purposes in the city of 
Pittsburgh does not differ materially 
from the assessment system in force 
in other large cities throughout the 
country. Land and buildings are as- 
sessed separately, as in New York, 
Boston, Cleveland, Detroit, and other 
large cities. The graded tax plan does 
not involve any discrimination in our 
treatment of land and buildings, in so 
far as appraising the value for taxation 
purposes is concerned. It is entirely 
a matter of fixing separate tax rates. 
The Department of Assessors furnishes 
the total assessed valuation of land and 
the total assessed valuation of build- 
ings to the City Council. After the 
amount of the city budget is known, the 
City Council determines the tax rates 
for city purposes. The Council fixes 
two separate rates, one rate to apply to 
land and the other rate to apply to 
buildings. The building tax rate, ac- 
cording to the law, must be one-half 
of the land tax rate. Pittsburgh, 
therefore, does not really have a tax on 
real estate as that term is generally 
understood in speaking of taxation in 
American cities. In place of a general 
real estate tax, there is a land tax and a 
building tax, and while it is possible to 
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arrive at the average real estate tax 
for the cizy as a whole we do not speak 
in terms of a real estate tax. The 
average would, of course, differ in al- 
most every individual case, depending 
entirely upon the relative value of the 
land and of the building in each indi- 
vidual assessment. But, there is abso- 
lute uniformity in the taxation of all 
land and in that of all buildings. 
Pittsburgh levies no tax whatever on 
personal property, machinery, and so 
forth, standing alone, among the large 
cities of the United States, in this 
respect. 


INCREASED Burrone CONSTRUCTION 


It is my judgment that the full effects 
of the graded tax plan have not yet 
been attained, nor will they be attained 
until a fuller use is made of all the land 
within the city of Pittsburgh. In the 
downtown business district, there has 
been a greater amount of building in 
the “Golden Triangle” during the 
past six years than during a period of 
fifteen years previous to that time. 
Due to economic conditions, land 
formerly used for blast furnaces and 
rolling mills is now utilized for ware- 
houses and light ‘manufacturing build- 
ings, the latter being several stories in 
height. In property used for housing 
purposes 2 most notable change has 
taken place. The number of single 
dwellings, duplexes, and apartments 
erected during the past six years has 
been greater than those erected in twice 
that length of time during any previous 
period in the history of Pittsburgh. 
Housing construction has progressed 
to such an extent that land suitable 
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for such development is becoming very 
scarce. Many of the large estates, 
where formerly a building of palatial 
dimensions occupied a large tract of 
land, have been taken over by develop- 
ers who have laid out the acreage in 
fair-sized lots and have erected resi- 
dences thereon. These three classes 
of property, i.e., high-grade business 
property, industrial property, and 
housing property, have been benefited 
by a lighter burden of taxation under 
the graded tax plan than they would 
have if the flat tax rate system had 
been in force. In the years to come, 
when further development takes place, 
a full realization of the benefits of the 
graded tax system will be found. We 
can say, at least, that the man who 
does something is not being penalized 
by having a heavy tax burden placed 
on the buildings which he has erected, 
no matter for what purpose. 

No claim is made that the graded 
tax law effects a saving in taxation to 
the community as a whole. A certain 
amount of revenue must be obtained 
to defray the expenses of the city gov- 
ernment. The allocating of this-cost 
of government is made, however, in a 
different manner from that employed 
in other American cities, with the re- 
sult that certain properties are con- 
tributing a smaller amount to the cost 
of government while other properties 
are contributing more. Classifying 
again the three types of real estate, 
i.e., business, manufacturing, and resi- 
dential properties, we find with regard 
to business properties that those where 
the site is highly developed are paying 
less in taxes under the Pittsburgh plan 
than they would pay under the flat- 
rate system. In those cases where the 
land and building values are about 
equal, the tax is approximately the 
same as it would be under the old flat- 
rate system. In the case of those 
properties improved with buildings of 
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lesser values than those of the sites, 
a greater amount is paid in taxes under 
the graded tax than would be collected 
under the flat-rate system. The ma- 
jority of business properties in the 
downtown district are in the latter 
class, owing to the very high land values 
prevailing in the “Golden Triangle.” 
These high land values are the creation 
of all the people in the community who, 
while living away from the business 
district, do business in that section and 
thus make it valuable for business 
purposes. The site value is what pays 
the largest proportion of the taxes in 
any business district in Pittsburgh, and 
this value is better able to pay the 
taxes than are the improvements. 
In a great majority of the cases the 
site receives an annual increment, 
while the structure thereon suffers an 
annual depreciation. We find out- 
standing examples of increased land 
values in some of our prominent cor- 
ners in Pittsburgh. 


INCREASE IN LAND VALUES 


The Park Building occupies a site 
one hundred and twenty by one hun- 
dred and fifteen feet, on the northwest 
corner of Fifth Avenue and Smithfield 
Street. The lot was purchased by 
Mr. Park from the United States 
Government in 1893, at a cost of 
$433,000. Recently a reported ap- 
praisal on this lot was $2,750,000, an 
increment of $2,316,500. This in- 
crease in value is not the result of any 
individual effort, but is a result of the 
activities of the entire community. 

On the southwest corner of Fifth 
Avenue and Smithfield Street there is 
located a lot twenty by sixty feet. 
In February, 1895, this lot was ap- 
praised by three of Pittsburgh’s leading 
real estate brokers. The appraisal was 
made for the Orphan’s Court in a 
partition proceeding. A value of $81,- 
720 was placed on the property, land, 
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and building. Today this lot is leased 
for $30,000 per year, net. The build- 
ing is owned by the tenant. The 
capitalized value of the lot is $600,000, 
or an increment of $518,280 in thirty- 
four years. 

On the southeast corner of Fifth 
Avenue and Wood Street is a lot sixty 
by forty-eight feet, which was sold in 
December, 1868, by Henry Sterling to 
Zodock L. Eisner, for the sum of 
$28,500. In May, 1929, the Eisner 
estate sold this property to the United 
Cigar Company for $850,000, an in- 
crease of $821,500. The new owners 
removed a very old six-story building 
from the lot and erected thereon a 
three-story building. 

On the southwest corner of Fifth 
Avenue and Wood Street the Goehring 
estate owns a lot sixty by forty feet. 
This property has been in the 
family for many years. In December, 
1897, an heir sold a one-eighth interest 
for $18,000, or $144,000 for the full 
value of the property, as appraised at 
that time. The estimated value of the 
property today is $750,000, The in- 
crement is $606,000 in thirty-two years. 

The Jenkins Arcade property, lo- 
cated in Liberty Avenue, Fifth Avenue, 
Penn Avenue, and Stanwix Street, was 
assembled, between 1884 and 1889, by 
the present owners. They paid $244,- 
500 for the parcels, comprising a site of 
46,350 square feet. The present-day 
value is $3,800,000, in the opinion of 
local real estate experts. In forty 
years the community has increased the 
value $8,556,000, or fifteen times the 
original purchase price. The parcel is 
occupied by a seven-story office build- 
ing. Itis one of the best paying prop- 
erties in Pittsburgh. 

The “Golden Triangle” is not the 
only place where these enormous 
community-created values exist. Five 
miles from the center of the business 
section is the East Liberty district, a 
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high-grade residential neighborhood. 
The East Liberty business center is in 
Penn Avenue, between Highland and 
Center Avenues. 

On the northeast corner of Penn and 
Highland Avenues is a lot with a thirty- 
seven foot frontage on Penn Avenue, 
and one hundred and fifteen feet on 
Highland Avenue. A chain cigar store 
company recently paid $425,000 for 
this lot. The very old two-story 
building occupying the lot has little 
value. G. G. Rauhauser, in 1888, paid 
$5,000 for the property, the lot being 
forty-three by one hundred and fifteen 
feet. The city of Pittsburgh widened 
Highland Avenue, taking a width of 
six feet along Highland Avenue, paying 
well for the privilege. Forty-five years 
before the time of selling, the Rau- 
hauser heirs received an increment 
of $420,000 over the purchase price of 
the property, or eighty-five times the 
price paid by their father. 

On the southwest corner of Penn and 
Center Avenues is located the City 
Deposit Bank, a one-story building. 
Thirty years ago the present owners 
paid $18,000 for a lot fifty feet on 
Penn Avenue, averaging one hundred 
and five feet through to Center Avenue. 
Today this site is conservatively valued 
at $350,000, or an increase of $332,000. 
The value today is twenty times the 
price paid in 1898. 

Adjoining the City Deposit Bank on 
the west side is the Thomas Moreland 
property. In 1884, Thomas Moreland, 
Sr., purchased one hundred and seven 
feet on Penn Avenue, having an aver- 
age depth of two hundred and ten feet, 
for the sum of $18,600. The property 
is leasing today on a basis of $750,000. 
The people doing business in the East 
Liberty district have imcreased the 
value of this property $781,000, or 
forty times the original purchase price. 
This site is occupied by a three-story 
building. 
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The properties referred to here are 
examples used by opponents of the 
graded tax law in an attempt to prove 
the unfairness of the law when applied 
to this class of properties. 

With the exception of the Park lot, 
the buildings on these properties are 
from two to six stories in height. 

Skyscrapers, i.e., the portion of the 
building above the second or third 
story, show a very low return on the 
investment; and where a return above 
normal is shown for a skyscraper, it 
comes from the ground floor rentals. 
A vast majority of the best paying 
business sites in the city of Pittsburgh 
have buildings that do not exceed four 
or five stories. It is my contention 
that the tax levied on business proper- 
ties is unfair, where the burden is 
placed on the property that is highly 
developed by having a tall building 
erected thereon, for the overhead ex- 
penses of these buildings, together with 
annual depreciation, very often leave 
but a small return on the invested 
capital. 

An important feature of the Pitts- 
burgh plan of taxation is that the 
business man who pays a heavier share 
of taxes on his land is exempt from any 
personal property taxes whatsoever 
for city purposes. Industry is similar- 
ly exempt. 


[INDUSTRIAL PROPERTY 

Industrial property in the city of 
Pittsburgh is undergoing a change. 
The rolling .mills and blast furnaces 
are seeking locations outside the city, 
where the opportunity for expansion 
is better. As previously mentioned, 
land formerly occupied by such mills 
and furnaces »is now being used by 
warehouses and light manufacturing 
buildings. While, in some cases, these 
properties pay a heavier tax under the 
Pittsburgh plan than they would under 
a flat rate, many of the properties are 
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paying less in taxes, due to the fact that 
the building value is greater than the 
land value. Industrial property in 
Pittsburgh is benefited by the Pitts- 
burgh tax plan because we do not tex 
machinery, raw material, or finished 
products, upon which, in many com- 
munities throughout the country, the 
manufacturer is required to pay taxes. 

A noticeable effect of the graded tax 
plan is that which we find in the case 
of industrial property which has been 
held at a selling price far in excess of 
that which a manufacturer would be 
justified in paying for a suitable site. 
Such property has since been placed 
on the market at a much lower selling 
price than was asked previous to the 
full operation of the graded tax plan, 
and numerous sites have been sold at 
a dollar and a half to two dollars per 
square foot which were previously 
held at four to five dollars per square 
foot. 

Opponents of the graded tax plan 
have stated at times that the plan is 
not proving of benefit in the way of 
reducing land values, but rather that 
an increase in land values has taken 
place. In support of their contention, 
they refer to increases in assessments 
of industrial properties in Pittsburgh 
between 1913 and 1928. These in- 
creases in the assessed valuation of 
land actually represent a revision of 
incorrect assessments made in 1916, 
and the fact is that some of these in- 
dustrial properties have actually sold 
for less than the assessment in 1927- 
1928, with the result that a revision 
of the assessments downward has since 
been made to correspond with these 
sales. 

It is my judgment that ninety-five 
per cent of the housing properties in 
Pittsburgh are benefited through tax 
savings by the graded tax plan. A 
complete analysis was made of a typi- 
cal home-owning ward, and in this 
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ward out of a total of 3,272 owners of 
improved properties it was found that 
8,250 pay from thirty per cent to five 
per cent less in taxes by reason of the 
graded tax plan. It is my conviction 
that these are the properties that 
should receive the greatest considera- 
tion because the land values of this 
type of property remain stable, whereas 
building values suffer an annual de- 
preciation. The wealth invested is 
gradually decreasing, while these same 
people are helping to create the in- 
creased wealth in the form of land 
values in the business section of the 
city. 

In all fairness, I wish to say that I 
make no claim that the graded tax 
plan has been responsible for all the 
increased building operations in Pitts- 
burgh, but I would rather say that the 
building operations have been a natural 
development in the growth of the 
community. I do maintain, however, 
that the owners of the properties that 
have been well improved have a lighter 
tax to pay under the Pittsburgh plan 
than they would have under the old 
flat-rate system. ‘This belief is based 
upon the number of inquiries that have 
come to me from those wanting to 
know what their taxes would be if they 
built a home in a certain district, as 
compared with what their taxes would 
be on a similar home built outside the 
city in one of the adjoining boroughs. 
In such cases, the tax estimates made 
by me almost invariably resulted in the 
inquirer’s building within the city of 
Pittsburgh. 

With regard to rents, it is my con- 
tention, based on an actual survey 
made in fourteen of the large cities 
of the country, that no fair comparison 
can be made between housing condi- 
tions in Pittsburgh and those in other 
cities. Properties compared as to type 
of construction, location of the proper- 
ties, and the facilities afforded, vary so 
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greatly in the different cities that a 
common denominator cannot be used 
such as is necessary to arrive at a prop- 
er conclusion as to the rate per room or 
the rate per apartment or house. 

I do not claim that the graded tax 
plan has had any particular effect on 
rentals in Pittsburgh. Abnormal con- 
ditions have existed in renting proper- 
ties for housing purposes during and 
since the war, but it is only fair to 
draw the conclusion that, all things 
being equal, when a landlord pays a 
lower tax through the graded tax plan 
it should result in a lower rental, as 
the owner can then afford to rent for 
less. 

Pittsburgh cannot be compared with 
many other cities with respect to tax 
rates, due to the fact that our entire 
tax revenue is derived from real es- 
tate, while many other cities have a 
revenue from personal property and 
public utility taxes equivalent to thirty 
per cent of their entire revenue. Nei- 
ther of these sources of revenue is 


available in Pittsburgh. 


TAXPAYERS FAVORABLE TO GRADED 
Tax PLAN 


Since the graded tax plan has been 
fully effective, I have been in close 
touch with the situation, due to my 
position as Chief Assessor of the city of 
Pittsburgh. So far as I can learn, no 
serious objection is offered to the pres- 
ent tax plan. The taxpayers of the 
community as a whole seem to have 
accepted the graded tax plan, and it has 
been, and is today, strongly endorsed 
editorially by all the daily newspapers. 
Furthermore, every member of the 
City Council, the men who determine 
our tax rates, is on record in favor of the 
present Pittsburgh tax plan which, as 
explained above, has as its two princi- 
pal features the graded tax and the 
exemption from taxation of personal 
property, machinery, and so forth. 
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The best answer to the charge that 
the graded tax plan is a menace to the 
growth and welfare of the community 
is to be found in the fact that Pitts- 
burgh has had its most remarkable 
development in the Pittsburgh district 
since 1924, when the graded tax plan 
came into full operation. The United 


States Steel Corporation is spending in 


the Pittsburgh district $100,000,000 in 
expansion and improvements. During 
1927-1928, the amount of building 
operations, wherein the buildings cost 
$100,000 or ‘more, amounted to $100,- 
000,000. The three great trunk lines 
entering Pittsburgh, i.e., the Pennsyl- 
vania Railroad, the New York Central 
Railroad, and the Baltimore and Ohio 
Railroad, are spending more than 
$80,000,000 in terminal expansion and 
improvements. Allegheny County, in 
1928, started public improvements 
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amounting to $45,000,000. The city 
of Pittsburgh, between 1924 and 1928, 
spent $35,000,000 in public improve- 
ments. Two important public utili- 
ties, i.e., the Bell Telephone Company 
and the Allegheny Heating Company, 
have an improvement program of 
expansion under way wherein $25,000,- 
000 is to be expended. In 1922, bank 
clearings in the city of Pittsburgh 
amounted to $6,800,000,000; in 1928 
they were $9,450,000,000, or fifty per 
cent more than the city of Cleveland 
in that year, and three times the 
amount of the city of Cincinnati. 
These two cities are in the same Federal 
Reserve district as the city of Pitts- 
burgh. 

After a careful study of conditions 
in the Pittsburgh district, I am thor- 
oughly convinced that Pittsburgh’s tax 
plan aids that city in promoting progress, 
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HE municipal tax system under 

which the city of Pittsburgh levies 
and collects its taxes on real estate 
became fully effective in 1925, at which 
time the city began to fix a tax rate 
upon building values at one-half the 
tax rate upon land values—that being 
the ultimate objective of the act of the 
Pennsylvania legislature of 1918, known 
generally as the “Graded Tax Law.” 
It was the gradual process of its intro- 
duction which caused it to be so desig- 
nated, and since common usage has 
established the title it is probably as 
distinctive as any other. 

The Pennsylvania legislature, by the 
1918 act, provided for a gradual intro- 
duction of this method of taxation for 
cities of the second class; of these there 
were then, and are now, only two in the 
Commonwealth, namely, Pittsburgh 
and Scranton. 


InrTRODUCTION OF Law 


The first two years under the opera- 
tion of the law, beginning with 1914, 
these cities were required to allow on 
all taxable building values a reduction 
of ten per cent from the tax levied 
on land values, and thereafter during 
each successive triennium a further 
or additional reduction of ten per cent 
was to be allowed, until the total re- 
duction equaled fifty per cent of the 
rate on land values. 

This limit was reached after five 
successive steps in 1925; and since then 
Pittsburgh building valuations pay 
a city tax rate of one-half that levied 
on land values. 
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The successive rates were as follows: 





























| Land | Building s 
er 
TER be ae Cent 
Mills i 
1914.... . 0.1... 9.4. 8.46 90 
1915...... 10.2 9.18 90 
1916. 12.6 10.06 80 
WT a eee cs 11.6 9.20 80 
1918. 14.5 11.60 80 
1919 15.7 10.98 70 
1920 ..... 19.0 18.306 70 
LOD. EE 20.0 | 14.00 | 70 
1922. 20.0 12.00 60 
1928.. 20.0 12.00 60 
1924.. 20.0 12.00 60 
1925.. 19.5 9.75 | 50 
19268 ono erase 22.4 11 20 50 
TOLT enaa 22,4 11.20 50 
1928..... 25.0 12.50 50 
1929.. 25.0 12 50 50 
1980 ....... 26.0 18.00 50 





These levies do not, however, cover 
all the taxes on real estate in Pittsburgh. 

For the purpose of clarity, it is 
perhaps necessary to relate here, and 
to keep in mind throughout this 
discussion, that in the city of Pitts- 
burgh there are three separate and 
independent taxing units or municipali- 
ties, each having the power to levy and 
collect taxes on real estate. 

There is, first, the city of Pittsburgh, 
whose tax system is here under dis- 
cussion; next there is “the School Dis- 
trict of Pittsburgh,” cgextensive, so far 
as territory is concerned, with the city 
of Pittsburgh; and thirdly, there is the 
county of Allegheny, embracing in its 
territory and taxing jurisdiction the 
“city of Pittsburgh.” 
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Incemasing Rats or TAXATION 


As shown by the foregoing table, 

- during the fifteen years of experience 

with the graded tax law, the rate of 

taxation on both land and buildings 
has been steadily advancing. 

The city’s rate of twenty-five mills 
on land and twelve and one-half mills 
on buildings in 1928 and 1929 equals 
eighteen and nine-tenths mills on both. 
That is to say, if there were no graded 
tax law it would have required a flat 
or normal rate of eighteen and nine- 
tenths mills to produce a revenue equal 
to that derived from land and buildings 
in the last mentioned years, under the 
existing method of taxation. Conse- 
quently, Pittsburgh real estate, during 
the past two years, has been subject 
to the following tax rates: 








During the period from 1918 to 1929, 
the assessed valuations of real estate, 
both land and buildings, rose from 
$758,336,910 to $1,186,606,150, and 
the bonded indebtedness of the city 
rose from 832,142,100, in 19138, to 
$61,507,000, in 1929. 

This last item must be taken into ac- 
count when comparing the present tax 
rate with that which obtained in the 
earlier year, for the reason that the 
many large improvements of recent 
years were not paid for out of current 
revenues, and therefore figure in the 
` rise of taxes only in the form of debt 
service or interest and sinking fund 
charges, and quite a considerable num- 
ber of costly repairs and replacements 
were financed with bond issues. 
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Law Doss Not Repucn Taxus 


I am not reciting these increases 
in tax rates to show the effect of the 
graded tax law, but rather to correct 
the prevalent error that Pittsburgh’s 
taxation experiment has reduced taxes. 
While I do not purpose to attribute 
this progressive rise in tax rates to the 
graded tax law, a rather careful analy- 
sis and computation has convinced me 
that it is responsible for some of the 


advanced rates. The advance I have 


found has been caused by the decrease 
in the ratio between building and land 
values. In other words, as these two 
items have been approaching each 
other, there has arisen the necessity 
for greater rates on both land and build- 
ings to produce the same aggregate of 
revenue. The effect is the same as 
that produced by the increasing aggre- 
gate of tax-exempt properties. 
Probably this theory or problem can 
be demonstrated by the following 
figures. In 1914 (the first year of the 
graded tax law) Pittsburgh’s assessed 
land valuations reached $480,000,000 
and its building valuations amounted 
to $282,000,000, or approximately sixty 
per cent of the land valuations. The 
city in that year raised in revenue from 
real estate taxes $7,117,603.66, its 
tax rate being nine and four-tenths 
mills. In 1929, land values had in- 
creased to $5'74,000,000 and building 
values had increased to $558,000,000, 
or approximately to ninety-seven per 
cent of the land values. To produce 
the necessary revenue from real estate 
taxes in that year, there was required 
a rate of twenty-five mills on land and 
twelve and one-half mills on buildings. 
Had the ratio between land and build- | 
ing values remained the same as that of 
1914, namely, sixty per cent, or let us 
say, $700,000,000 for land and $420,- 
000,000 for buildings, the same revenue 
could have been raised by a rate of 
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twenty-three and one-half mills on 
land and eleven and three-fourths mills 
on buildings. 

To-further test this problem, let us 
take the taxes on lesser figures. Take 
a property of the value of $19,700, of 
which $10,000 represents the land value 
and $9,700, the building value (that 
being ninety-seven per cent of the land 
value). The tax at the rate of twenty- 
five mills on land is $250; the tax at the 
rate of twelve and one-half mills on 
building is $121.25; or a total of $871.25. 

If the ratio of building value to land 
value had remained at that which ob- 
tained in 1914, namely, sixty per cent, 
the distribution of value on the same 
property would have been represented 
by the following: land, $12,800; build- 
ing, $7,400; or a total of 819,700. To 
produce a like revenue from this prop- 
erty there would have been required a 
rate of only twenty-three and two- 
tenths mills on land and eleven and 
six-tenths mills on buildings; or a dif- 
ference, respectively, of one and eight- 
tenths mills on land and nine-tenths 
mills on buildings. 

The assessor’s report for 1980 shows 
that building values now exceed the 
land values, being $576,702,320 on land 
and $584,700,610 on buildings, making 
a difference of $7,998,290 in favor of 
buildings; and as this difference con- 
tinues to increase, the tax rate must 
automatically respond—and more 
greatly so, if land values are depressed 
by reason of excessive and burdensome 
taxes. The only hope for a mitigation 
or relief from the effects of this process 
lies in the annexation of suburban 
boroughs and townships having large 
areas of vacant land. 

It is quite reasonable to assume that 
the full effect of the graded tax law 
has been retarded and mitigated by its 
graduated introduction, and also by 
the fact that only the municipal tax 
burden of the city (exclusive of the 
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school and county tax) has been dis- 
tributed by its method. 


REPEAL OF CLASSIFICATION Law 


However that may be, in appraising 
its effect due consideration must be 
given to another act of the Pennsyl- 
vania legislature. I am now referring 
to the act of 1911, whereby the classifi- 
cation of real estate for the purpose 
of taxation was repealed. This classi- 
fication law had its origin as early as 
1867. It developed gradually by acts 
of the legislature, and finally, in 1897, 
had fully intrenched itself in the taxa- 
tion system of Pittsburgh. By this 
legislation, Pittsburgh had three classes 
of real estate: “built-up,” paying the 
full rate; “rural,” paying two-thirds the 
full rate; and “agricultural,” which, 
up to 1909, paid one-third and by the 
act of the last named year paid one-half 
the full rate. 

The repeal of this classification law 
increased materially the burden of land 
taxes in the rural and residential wards 
of the city, consisting so largely of 
vacant tracts of land and extensive 
residential holdings, many of them 
maintained as private parks, adding 
beauty to their environments, creating 
a number of distinctive residential 
neighborhoods and districts, and firmly 
establishing and increasing values of 
adjacent properties. It was estimated 
at the time of the enactment of the 
repealing legislation that it meant 
an increase of fifty per cent in taxes 
on property worth $212,748,681. 


Prmary Ossect or Law 


The primary object to be achieved 
by the graded tax law, as urged by its 
promoters, and still claimed by many 
of its defenders as its justification, is 
to increase the burden of vacant land 
ownership, forcing it into the market, 
and thus reduce its selling price. Ifthe 
principle upon which this theory is 
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based be correct, the graded tax law 
and the repeal of the classification law 
should have the same general éffect 
upon land values. Since this effect 
in Pittsburgh’s experience cannot be 
separated, or appraised separately, in 
any study of the one or the other, the 
result observed must be taken as pro- 
duced by the simultaneous operation 
of both acts, and therefore enlarged and 
intensified. 

Hence, it seems to me, that I can 
submit to any student of municipal 
taxation, as an obvious proposition, 
that the experience of the city of Pitts- 
burgh under the gradual introduction 
of the 1918 act, supplemented by the 
repealer of 1911 (which in its full effect 
became immediately operative), was 
as severe as though the graded law had 
alone been in full operation, and that 
it should sufficiently test the theory 
that excessive land taxation produces 
lower land values. 

A further element affecting the city’s 
direction and volume of growth intro- 
duces itself into this study, creating 
further problems and difficulties in 
measuring the results of the two fore- 
going agencies. This element is the 
broken and uneven topography of 
Pittsburgh, hills and valleys composing 
the physical characteristics of the city. 
These surface features had to be sur- 
mounted and overcome in its develop- 
ment. Prior to 1918, transportation 
facilities were those of the trolley sys- 
tems and steam railroads, which had 
followed as nearly as possible the lines 
of least resistance. Built-up sections 
clustered closely about these lines, leav- 
ing the more remote and more inacces- 
sible territory of the city largely un- 
developed. : 

Since then the automobile and the 
motor coach have made these districts 
available and have made it possible 
for many home owners to reach these 
distant and difficult-of-access sections 
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of the city. It is impossible correctly 
to judge the volume of home-building, 
for which this factor is more immedi- 
ately responsible. Some credit, how- 
ever, must be accorded to these enlarged 
transportation facilities. To elaborate 
upon this feature would only unduly 
lengthen this study; therefore, it is only 
introduced here as a suggestion for 
further inquiry. 


Discrmunates Acamst Burtt-Up 
PROPERTIES 


I have found, even among those 
otherwise well informed on tax matters, 
the idea prevailing that under Pitts- 
burgh’s graded tax law the higher rates 
are levied only on land kept out of use. 
Such, however, is not the case. The 
higher tax is levied on all land within 
the city, both vacant and improved; 
therefore, I shall try to show its dis- 
criminatory effect upon built-up prop- 
erties, particularly as it applies to those 
in the first two wards of the city, com- 
prising the downtown section, which 
offers a good example of built-up prop- 
erties, there being very little vacant 
land in these wards. 

The city has a number of tall build- 
ings. One of the largest construction 
companies of the country, in a recent 
skyscraper survey, credits Pittsburgh 
with fifty-two buildings ten to twenty 
stories high, and fifteen buildings 
twenty-one or more stories high. This 
agrees closely with my count. All 
but a few are in the downtown district. 
They occupy a considerable area in the 
lower city. There is, however, a much 
larger area covered with buildings of 
two, three, and up to eight and nine 
stories, in height. These buildings 
have their uses and are important com- 
ponent parts in the mass structure 
of the city. Their proportion to the 
taller buildings is not an unusual one. 
The sky line of Pittsburgh is very much 
like that of most large modern cities. 
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Of the twenty-one millions of dollars 
in taxes levied in 1929 against real es- 
tate, seven and one-half million dollars 
were contributed by Wards One and 
Two. These two wards comprise an 
area of five hundred and thirty-seven 
acres. Eliminating about one hundred 
and sixty acres occupied by streets, 
another one hundred and sixty acres 
owned by the railroads, and a further 
seventeen acres occupied by public 
buildings and other tax-exempt prop- 
erties, we have a net area of two hun- 
dred acres, of which area not more than 
eighteen and one-half, or possibly 
twenty acres, are covered with build- 
ings paying the normal or less than the 
normal rate of taxation. By normal 
rate I mean the rate which would ob- 
tain if the city did not have the graded 
tax system and raised its revenue by a 
uniform tax rate. 

A rather comprehensive and careful 
analysis for 1929 disclosed that these 
tall buildings pay in the aggregate 
approximately one million dollars, or 
less than one-seventh of the taxes pro- 
duced by the triangle wards; six- 
sevenths of the taxes are paid by the 
other one hundred and eighty acres 
covered with buildings of a size and 
bulk not sufficient, when compared 
with the land value, to get the advan- 
tage of the lower rate on buildings. 
These properties, not being so fully im- 
proved, do not have the larger reve- 
nues, and are consequently less able to 
pay. They do not add so much to the 
cost of government as do their more 
fortunate neighbors, yet they must 
bear the greater burden, and will do so 
as long as they are not adequately im- 
proved, for the benefit of the more 
fully built-up properties. The larger 
buildings are constantly absorbing the 
volume of valuable tenants at the ex- 
pense of the underimproved properties. 
The one hundred and eighty acres of 
land area paying six-sevenths of the 
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revenue from the district are penalized 
for the benefit of the twenty acres pay- 
ing one-seventh of the revenue; and 
there is not much prospect of any relief 
for years to come. 

Pittsburgh has been about thirty- 
five years in building and absorbing 
the space afforded by these large build- 
ings. The Grant Building and the 
Koppers Building, completed in 1929, 
added about one million square feet 
to the available office space in the city. 
No one can foretell how soon another 
twenty acres of buildings of this kind 
will be required to meet the demand, 
and until then, under Pittsburgh’s 
inequitable system, the tax-burdened 
underimproved properties must sub- 
mit to an unequal share of the city’s 
cost of government. 


INEQUALITIES IN TAXATION 


My studies have shown such Jack of 
uniformity in taxation as the following 
contrasts. In the block bounded by 
Smithfield Street, Grant Street, Fifth 
Avenue, and Oliver Avenue, occupied 
by the Mellon Bank Building, the Union 
Trust Building, the Henry Hotel, and 
other buildings, the land is assessed at 
$7,217,300; the buildings, at 85,124,000. 
Taxes aggregate $244,482, or a shade 
less than two per cent on the assessed 
valuations. 

In the block bounded by Smithfield 
Street, Diamond Street, Fourth Ave- 
nue, and William Penn Way, the land 
is assessed at $2,601,780, and the build- 
ings, at $265,830; the aggregate city 
tax amounts to $68,367, or at the 
rate of 2.88 per cent. The large 
department store, eleven and twelve 
stories high, occupying the block 
bounded by Smithfield Street, Fifth 
Avenue, Diamond Street, and William 
Penn Way, pays 2.1 per cent taxes, 
while the adjoining block bounded by 
Grant Street, Fifth Avenue, William 
Penn Way, and Diamond Street, 
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covered by the Frick Building, the 
Frick Annex, and the Carnegie Build- 
ing, pays only 1.81 per cent city tax. 
There are the following comparisons 
to be made. 

The Park Building, at Fifth Avenue 
and Smithfield Street, fifteen stories 
high, occupies a lot one hundred and 
twenty by one hundred and ten feet, 
and pays a tax rate of 2.28 per cent. 
The Carnegie Building, on Fifth 
Avenue, between Smithfield Street and 
Grant Street, fourteen stories high and 
occupying a lot one hundred and 
twenty by one hundred and ten feet, 
pays a rate of only 1.88 per cent. 

















Numbe Por 
Name of Building of 

Stories | Cent 
Benedum-Trees Building . 18 1 57 
Professional Building. . .. 10 1 68. 
Law and Finance Building 21 1 56 
Empire Building ... ...) 12 1.54 
Columbia Bank Building 10 2.00 
Standard Life Building ... 12 2.00 
Pittsburgh Trust Building 10 2.10 
Chamber of Commerce 

Building. ... 16 I 
Frick Annex. . . . 19 1 72 
Union National Bank Build- 

Mgeni tedn srs ; 21 172 
Federal Reserve Building . 9 1.72 
Bessemer Building 13 175 
Fulton Building... . 13 1.7 
Westinghouse Building . 12 1 70 
Campbell’s Store...... .. 8 2.30 
State Theater Building 8 2,26 
Pittsburgh Life Building 6 2 30 
Jenkins Arcade. ; 8 217 








Forty-one buildings in the down- 
town district which were examined and 
compared have tax rates ranging from 
1.64 per cent to 2.45 per cent, a differ- 
ence of .91 per cent between the 
lowest and highest rates. Commercial 
buildings and retail stores from six to 
twelve stories high range from 1.78 
per cent to 2.22 per cent. Apartment 
buildings, usually built on less valuable 
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land, have tax rates ranging from 1.32 
per cent to 1.42 per cent. Manufac- 
turing properties, whose land holdings 
as a rule are extensive as compared to 
their building values, have rates rang- 
ing from 2 per cent to 2.4 per cent. 

I believe that in the foregoing there 
can be found sufficient evidence to 
show the great inequalities in taxation 
produced by this system, discrimina- 
tion prevailing even among similar 
properties. 


ARGUMENTS OF PROMOTERS 


Those who favor this discrimination, 
in their promotion and defense of the 
law, claim this factor as a great ad- 
vantage, producing benefits by its 
operation. In order that we may test 
the effects of the law and prove or dis- 
prove their theories, I shall quote from 
some of their printed matter, pub- 
lished at about the time of the adoption 
of the law, so that we may know just 
what results were to be achieved. I 
quote almost verbatim from a Bulletin 
of the Civic League of 1912: 


The higher taxes on land would induce 
owners to place land on the market by mak- 
ing it harder to hold land vacant. . . . As 
owners become more anxious to sell, the 
price of land would tend to decrease; thus, 
prospective industries could secure sites 
at more attractive prices... . All this 
would tend to a great development of the 
city. ... Rents would be decreased by 
both the lower price of land and the lower 
taxes on buildings. . . . A premium would 
be placed on capital in buildings and a pen- 
alty for putting it in vacant land... . 
Therefore, capital, as rapidly as possible, 
would shift from land to buildings, and 
buildings would be erected to pay the in- 
creased taxes on land. . . . All this would 
stimulate building. 

In its bulletin, the League asks the 
question, “Can land be secured for use 
at a price upon which a reasonable 
profit can be made out of its immediate 
use?” and then answers with an offer 
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of the remedy, “ We recommend twice 
as heavy a tax on land values as on 
building values as the remedy.” 

These well-meaning promoters were 
evidently not aware of the well-estab- 
lished economic fact that to cheapen 
land discourages the desire to own 
land. The reason moving one man to 
sell operates on the other mind in the 
same way, and dissipates the desire to 
buy. This is usually expressed in 
market language in the phrase that it 
is more difficult to sell on a falling 
market than on arising one. By their 
method of forcing land into use, they 
lessen the demand for the property 
and thus defeat their object. 


Communitry WEALTH DETERMINES 
Buruma CONSTRUCTION 

Building operations are encouraged 
and promoted by entirely different 
forces. To induce large building en- 
terprises there must be a reasonable 
prospect of marketing the product; 
the law of supply and demand is always 
a factor; the facility of financing is an 
important element; funds must be 
readily available; the ability and 
capacity of the builder and investor 
has to meet the rigid test applied by 
the financing agent; and last, but not 
least, the earning capacity of the 
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community, or the increase of com- 
munity wealth, is the most effective 
force in producing large building vol- 
umes. 

We have had an excellent example 
of the action of this force in the period 
following the World War. The accu- 
mulation of community wealth, the in- 
creased earning capacity of the people, 
was the greatest factor in causing an 
unprecedented building construction 
in America. Favorable conditions pre- 
vailed everywhere, and especially in 
our large centers of population. It 
was true in Pittsburgh, where building 
construction reached an enormous vol- 
ume, although not greater than that 
which prevailed in all large cities. To 
show that all cities of the size and 
importance of Pittsburgh shared in this 
evidence of prosperity we have only to 
look at the figures reported by the 
United States Bureau of Labor and the 
United States Department of Com- 
merce. Culling from the statistical 
abstract of the former and the pub- 
lished reports of the latter, I have 
arranged these data for comparison in 
two periods of five years each, namely, 
from 1911 to 1915, and from 1924 to 
1928. These periods escape, to a large 
extent, the immediate effect of ab- 
normal post-war conditions. 


























Average Annual Construction Average Increase | Per Cent 

City per Year for Average 

1911 to 1915 1924 to 1928 Last Period | Increase 
Pittsburgh. . ..... $14,277,189 340,540,873 $26,268,184 184 
Boston . 24,242,806 58,884,246 34,141,440 141 
Buffalo . 11,832,600 28,012,887 16,180,287 187 
Cincinnati 10,097,188 $0,165,605 20,068,467 198 
Cleveland 28,473,895 58,862,415 85,888,520 150 
Detroit . 27,095,690 159,843,586 182,747,896 490 
Indianapolis ..... 8,375,776 22,685,940 14,810,164 171 
Los Angeles 23,052,987 180,101,181 107,048,244 464 
Milwaukee . 12,580,113 35,177,455 22,647,842 180 
Philadelphia .... $6,250,835 138,469,803 100,218,468 278 
St. Louis. .... . 15,788,620 44,361,543 28,571,923 181 
Washington, D.C... . 12,544,558 54,857,691 41,813,183 338 
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The figures given in all cases include 
residential, commercial, and industrial 
buildings. They also include public 
institutions; public works and utili- 
ties, social, recreational, educational, 
religious, and memorial structures. 
Only the first three classes pay munic- 
ipal taxes, and where any city has had 
a large program of public building 
such a factor would unbalance its 
proportion of building construction to 
meet the local demand for housing, 
commerce, and industry. The pro- 
portion of these to the whole in 1925, 
1926, and 1927 in the entire country 
was approximately from fifty to fifty- 
five per cent. 

In the Pittsburgh district, in 1926 
and 1927, they were reported to be 
fifty-six per cent and sixty per cent, 
respectively, showing a slightly higher 
percentage of housing. But this dis- 
trict includes a very large contiguous 
suburban district, in which housing 
was reported to be as much as eighty 
per cent of the entire volume of con- 
struction. It, therefore, seems safe to 
estimate the housing and other taxable 
construction in the city to be approxi- 
mately proportionate to that of the 
entire country, and in this respect to 
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be fairly comparable with such con- 
struction in other cities. 

The boroughs and townships sur- 
rounding the city of Pittsburgh have 
had, during the period 1924 to 1928, 
an unprecedented volume of building 
construction., In 1924, it was reported 
as amounting to $16,112,408; in 1925, 
to $15,732,046. In 1927, eleven bor- 
oughs and townships, out of a total of 
one hundred and twenty in Allegheny 
County, had a building program 
amounting to $15,060,810, of which 
above eighty per'cent was for new. 
housing, and in 1928 and 1929 these 
figures were authentically reported as 
having been greatly exceeded. 


FURTHER Evmance 


Pertinent to this inquiry is the 1928 
report of the Department of Labor, 
Bulletin 469, summarizing building 
permits issued during 1927, and the 
May, 1929, report of the same Depart- 
ment, reporting the building permits 
issued during 1928, in nearly all the 
cities of the country. 

In 1927, among twelve of the cities 
comparable with Pittsburgh, we find 
that nine had a larger ratio of new 
housing per ten thousand of popula- 


1927 Report ror TWELvs Crries ' 














City Population 
Pittsburgh.. .. .. 665,500 
Baltimore . 819,000 
Cleveland ...... cecceeeeeees 972,500 
Detroit 20.0... 0 -.e.ee ee 1,834,500 
Buffalo... 0... cece eee eee 550,000 
Cincinnati.......0 -....0-.00. 412,000 
Boston.. 2.00... tensas ee tee 793,000 
Chicago. ......0.00ceeeeeeeees 3,102,800 
Milwaukee. ...........-..000. 586,400 
Philadelphia.............. aas 2,085,900 
St. Louis... 0... cece eee ee ees 839,200 





Number of Ratio per Per Capita 
Families 10,000 Construction 
Provided for | of Population Cost 
2,588 88 9 855.76 
8,546 43.8 34.72 
3,631 87.8 46.77 
15,614 117.0 109.07 
8,873 81 8 60.18 
3,212 77.9 74.16 
5,818 67.0 76.90 
41,201 132.8 117 66 
4,252 79.8 70.87 
12,187 59.9 57.76 
5,463 65.1 49.35 
3,938 729 72 TT 
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1928 Report ror Twenry Crimes 
$ z Per Per Capita 
aer k Ratio | Capita | Rank | Construction 
City Population ene per Construc-} of Cost for 
Provided | 10,000 of F : : 

P Population tion City | Housekeeping 

oF opwen Cost | Purposes Only 
Baltimore 880,000 2,884 34.7 $40 88 160 $15 25 
Boston....... 789,000 6,805 85.1 69.69 87 83.62 
Buffalo... 555,000 8,181 57.2 43.90 149 19.84 
Chicago, 8,157,400 34,447 109.1 102.46 82 55.85 
Cinginnati 413,700 8,559 86.0 85.71 48 52 28 
Cleveland. 1,010,800 8,167 31.3 55 59 107 16 08 
Detroit... 1,378,900 15,929 115.5 93 74 42 48 13 
Indianapolis ..... 882,000 2,511 63.7 57 49 98 26.76 
New York 6,017,500 109,523 182 0 152.83 15 87.49 
Newark, N.J...... 478,000 8,288 69.4 72.39 61 85.17 
Milwaukee. ..... 544,000 4,965 91.2 65.06 81 85.21 
Minneapolis.. . .. 455,000 2,240 49 1 51 0l 127 18 88 
Philadelphia. . 2,064,000 10,576 51.2 54,87 118 24.92 
Pittsburgh. . . 673,800 2,544 87.8 58.44 96 19.70 
Seranton...... ; 144,700 292 20.2 32.01 208 11.28 
St. Louis ... .. 848,100 7,190 84 8 50.50 181 22 67 
Seattle. ... . 883,200 4,658 121 6 90.838 44 41.32 
San Francisco . 585,000 6,084 103.9 64.08 85 $4.08 
Washington, D. C. 552,000 4,305 78.0 97.78 87 58 63 
Yonkers, N. YX.. 121,800 4,218 847.6 2983.64 2 248.64 


tion, and the per capita cost of new 
construction was higher in eight cities 
out of twelve. Pittsburgh also fur- 
nished new housing for a lesser number 
of families than any of the other cities. 

My 1928 tabulation includes Seran- 
ton, where the graded tax law applies. 
Yonkers, New York, is included, be- 
cause during 1928 it stood second in 
per capita cost of building construction 
in the entire country. 

The report shows that among the 
twenty cities in the tabulation, Pitts- 
burgh, in the ratio of new housing per 
ten thousand of population, exceeded 
only Cleveland, Baltimore, and Seran- 
ton. In per capita construction costs 
it ranked twelfth among the twenty 
cities selected, and in construction for 
housekeeping only it ranked fifteen. 

To me, these figures present cumu- 
lative and corroborative evidence that 
the very large volume of building con- 
` struction in the city of Pittsburgh 














during the post-war period cannot be 
attributed to the graded tax law and 
that the city had no advantage over 
other cities. The record produced is 
evidence that the city has participated 
in the unprecedented prosperity of the 
entire country. This is particularly 
demonstrated by the exceedingly large 
volume of dwelling house construction 
in the suburban districts of Pittsburgh, 
in which the graded tax law does not 
apply, that buildings when needed by 
the community and warranted by its 
buying power will be produced, even 
in competition with a larger com- 
munity offering favorable tax discrim- 
ination as an inducement to the builder 
and the home owner. 


Wur Law Encovrach CONGESTION? 

At this point I feel constrained to 
refer to the possible effect of the graded 
tax law upon the volume of office build- 
ing and apartment house construction. 
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Professor E. R. A. Seligman, of Co- 
lumbia University, a competent and 
well-known tax authority, in an article 
contributed to the Proceedings of the 
National Housing Conference, 1915, 
expressed a warning against an undue 
and optimistic view of the problem of 
untaxing buildings. The learned au- 
thor seems to fear “that the untaxing 
of buildings will increase the congestion 
per acre . . . increase the tendency to 
erect lofty tenement houses and decrease 
the tendency to have little gardens 
about the houses in the suburbs.” 

Undoubtedly this theory is founded 
on well-established economic princi- 
ples. It cannot, however, as yet be 
proved by Pittsburgh’s experience. 
True it is that in the city, in recent 
years, there have been many apart- 
ment buildings erected, multiple dwell- 
ings of large dimensions and many 
stories in height in the better resi- 
dential districts. Quite a large num- 
ber of apartment buildings of three and 
four stories, which buildings do not 
have elevator service, have also been 
added to the city’s housing facilities. 
This class of buildings has, however, 
also been erected in a number of the 
suburbs; and other cities, comparable 
to Pittsburgh, seem to have just as 
large a proportion of them. 

Emanating from the Pittsburgh 
Housing Association, there has recently 
been offered the proposal to amend the 
- graded tax law so that open spaces 
about dwelling houses shall be taxed as 
if they were part of the building. This 
law is aimed at density of land use, and 
is an indication that in the minds of 
some there is a fear that the graded 
tax law may encourage the congestion 
per acre, against which Professor Selig- 
man issued his warning. 


Erracr on RENTALS 


The housing and rental conditions 
in Pittsburgh are important as a part 
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of this study, particularly so since the 
graded tax law was to operate benefi- 
cially and its certain effect was to 
provide an abundance of dwellings and 
thus reduce rentals. Lower rentals 
have not been in evidence. This, of 
course, has been true in all large cities; 
but it has been shown by careful in- 
vestigation that rents in Pittsburgh in 
recent years have been higher than in 
any other city. 

There has been no factor contribut- 
ing so much to the large building con- 
struction in the city as has the great 
increase in rentals. These rents have 
advanced more rapidly and to a 
greater extent than justified by the 
rise in building costs. In the last two 
years the reports have indicated a 
comparatively moderate reduction in 
rents, followed by a reduction in the 
volume of housing construction. 

Louis K. Manley, Dean of the School 
of Business Administration of the Uni- 
versity of Pittsburgh, several years 
ago made an extensive study of the 
rents and housing conditions in the 
city. In an address before the Penn- 
sylvania Real Estate Association, he 
reviewed this subject very ably and 
thoroughly. Quoting from this ad- 
dress, I submit the following excerpts: 

In 1918 there were only two apartments 
or houses of this class (four, five, and six 
rooms) offered for rent above $70 per month, 
and these two rented for Jess than $80. . . . 
In 1918 there were more than 2,500 apart- 
ments and houses (four, five, and six 
rooms) advertised for a monthly rental of 
830 or less. 


But the Dean says further: 


In 1925 there were 1,682 houses offered 
at above $80, as against none in 1918, and 
2,650 above $70, as against two in 1913; 
whereas 2,547 apartments and houses of 
this size were offered for rent in 1918 at 
$80 or below, in 1925 only 180 were so 
offered. 


I am also constrained to quote from 
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a study of Housing Rents in Pitts- 
burgh, made under the direction of Dr. 
Joseph M. Gillman and published by 
the University of Pittsburgh. The 
pamphlet was published in 1926, and 
was later incorporated in his subse- 
quent study, Rent Levels and Their 
Causes. 

In 1918 and 1919 the average rent per 
year per room in houses and flats and 
apartments was as follows, viz.: 








T ] 








Wages 

City pari per Hour 

in Mowars! (in cents) 
Pittsburgh $51.88 75 6 
Detroit 48 35 80.3 
St. Louis 47.16 80 2 
New York. 45.88 70.6 
San Francisco 45.60 90.6 
Cleveland 42.88 77.5 
Cincinnati 42.84 67.7 
Chicago ia 89.83 76.5 
Newark, N. J.. 89.05 72.8 
Buffalo 87.51 68.1 
Boston.. ... 87.10 69.1 
Los Angeles. .. $4.62 67.6 
Philadelphia and Camden! 82.93 67.7 
Milwaukee . k 82.39 69.8 
Baltimore 29 54 79 7 





1. 





In another table of average monthly 
rents in Pittsburgh in specified months, 
he shows an annual average for the 
years 1913 to 1925, as follows: 











Year Actual Rent Index 
in Dollars Number 
19138 25.43 100.0 
1914 . 26.65 104.8 
1915 3 28.89 118.6 
1816 ..... 2, 29.65 116.6 
1917. 36 13 142.1 
1918 39.04 153.6 
1919 40,85 160.6 
1920 60.94 239.8 
1921.. 87.40 348.7 
1922. . 75.15 295.5 
1923. 86.56 340.4 
1924 78.52 308.8 
1925. . 70 92 278 9 
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On page 73, he says: “Rents were 
still high in Pittsburgh in the Spring 
of 1926. They were 168.9 per cent 
above Spring rents in the year 1913.” 

The above study has not been ex- 
tended beyond 1926. Reports, how- 
ever, on rental and housing conditions 
periodically since then indicate that 
reductions have been made. On the 
usual four, five, and six-room apart- 
ments and dwellings, renting from 
fifty dollars to one hundred dollars per 
month, the reduction per month from 
year to year has averaged $2.50. On 
the higher priced ones these reductions 
have been greater, but on the cheaper 
houses and tenements they have been 
less, so that the total reduction for the 
four years has not averaged more than 
ten dollars per month, bringing the 
average rents as reported by Dr. Gill- 
man’s study down to sixty dollars per 
month and the index numbers to 282, 
as against an index number for building 
costs for 1929 of 200. 


INCREASE IN ĪNDUSTRIAL LAND 


My study also included that of the 
increasing land values, and particu- 
larly the increase in industrial land, as 
shown by the records of the assessor’s 
office in Pittsburgh. Ninth Ward in- 
dustrial land, assessed in 1913 at 
$85,000 per acre, rose to $40,000, 
$45,000, and $50,000 per acre in 1928. 
The Tenth Ward increases were from 
$7,000 per acre, in 1918, to $15,000 per 
acre in 1928; there were also rises from 
$8,000 to $20,000, and from $20,000 to 
$40,000. In the Fifteenth Ward the in- 
creases were from $16,000 and 20,000 
per acre to $80,000 and $35,000. In 
the Seventeenth Ward, $40,000 values 
were raised to $60,000;,in the Twenty- 
first Ward, $22,000 to $87,500; and in 
the Twenty-seventh Ward, from 
$18,000 to $30,000, in 1928. In 1914, 
land valuations in the first twenty- 
seven wards of the city aggregated 
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$481,741,700. In 1929, the same 
wards showed a land value of $565,- 
885,020, an increase of $84,148,820. 
Land values in eight residential wards 
of the city advanced as follows: 











Ward 1994 1929 
Seventh ...... $19,188,950 $20,935,590 
Eighth. . 17,222,390 20,588,830 
Eleventh 25,370,190 26,566,240 
Twelfth. 12,238,810 12,287,600 
Thirteenth 8,551,630 9,646,350 
Fourteenth 88,508,590 89,219,250 
Fifteenth.. 11,758,590 12,535,820 
Nineteenth 14,294,650 15,864,780 





An interesting phase of the subject 
is presented by an analysis of properties 
in the Thirteenth Ward. I have 
chosen this particular ward for the 
reason that it is frequently referred to 
by advocates of the graded tax law as 
having enjoyed great benefits. 

This ward has 4,442 taxable owners. 
It had in 1929 a total land value of 
$9,646,850, or an average assessment 
per owner of' $2,171 for land; its build- 
ing value in 1929 was $17,880,750, or 
an average building assessment per 
owner of 84,025. Three large corpora- 
tions have extensive holdings, so that 
the average private owner’s property 
is of less value than above indicated. 
Of the 4,442 taxable owners, approxi- 
mately 8,500 have the advantage of a 
lower tax rate than their neighbors; 
of the others, about three hundred 
have properties where the land has a 
greater value than the buildings, and 
these are by no means the better class 
of properties. The following table con- 
tains fair samples of the proportion 
between land value and dwelling value. 

Of the vacant land owners, I found 
fewer than ten assessed with blocks of 
lots, and these ranged from ten to 
sixty lots. They were being held for 
prospective purchasers of single lots, 
. ag the market offered the opportunity. 
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Land Dwelling 
$625 $800 
720 492 
1,305 500 
1,125 600 
1,250 700 
1,375 800 
1,650 1,000 
2,500 1,000 
4,270 1,000 
4,750 2,800 


Two tracts were assessed as acreage, 
one containing a fraction over ten 
acres, the other a fraction over one 
acre. Of the 8,500 owners enjoying 
the lower tax rate, a very large number 
had investment properties consisting 
of either rows of houses or apartment 
buildings. The Thirteenth Ward is 
probably fairly representative of the 
more densely occupied wards of the 
city, and approximately the same pro- 
portions should prevail in the others. 


CONCLUSION 


This study has been extended to 
greater length than was anticipated at 
the beginning. This was due, in a 
large measure, to a desire to cover the 
subject as fully as possible, in order 
to determine conclusively the merits of 
Pittsburgh’s system of taxation, and to 
answer the question whether the bene- 
fits produced have been sufficient to 
justify the non-uniformity of the tax 
law. 

The evidence or data presented 
should satisfy any student of munici- 
pal taxation that the discrimination 
inherent in the system is unjust and 
unfair; that it reduces the burden of 
taxes on the property best able to pay 
and increases the tax upon that which 
is least able to bear the burden; and 
that it violates the constitutional 
principle that all taxes shall be uni- 
form upon the same class of subjects. 


Inadequacy of Actual Selling Price of Real Estate 
as Evidence of Fair Present Value for 
Purposes of Taxation 


By Karu Scuoiz 
Assistant Professor of Economics, University of Pennsylvania, Philadelphia, Pennsylvania 


T is the purport of the laws of prac- 
tically every state of the Union in 
which the general property tax still 
constitutes a basic source of revenue 
for state and local purposes that 
property shall, for purposes of taxation, 
be assessed at its fair present value. 
Since the general property tax in the 
United States has resolved itself largely 
into a tax on real estate values, the 
following discussion will be limited to 
a critical analysis of the commonly ac- 
cepted determinants of such values and 
to an examination of their validity as 
adequate evidence of values for pur- 
poses of taxation. 

Numerous attempts have been made 
in legislative enactments and court 
orders to explain how the fair present 
value of real estate for taxation pur- 
poses is to be ascertained, and what 
evidence is to be employed by assessors 
in establishing it. In general, the 
principle that the actual sale price of a 
parcel of real estate is the soundest 
evidence of fair present value has found 
wide acceptance among taxing authori- 
ties. Itis “recognized by courts as the 
best evidence of value, and in the final 
analysis is the basis of all expert opin- 
ions in such matters.” 

Actual sale prices of real estate as 
the best evidence of fair present values 
of real estate for tax purposes have 
found such general acceptance among 
assessors of real estate in American 
communities that little serious thought 
has been given by them to the necessity 


1 Bul. No. 15, R.I. Tax Officials’ Assn., Feb. 1, 
1928, p. 15. 
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of analyzing these sale prices before 
employing them as evidence. Yet, it 
is common knowledge among those 
conversant with real estate values that 
the actual selling price of a parcel of 
real estate, particularly in an active 
real estate market, frequently bears 
only a remote relationship to what is 
commonly regarded as its fair present 
value. 

The wide acceptance of the selling 
price theory as evidence of fair value 
for taxation purposes is apparently 
based on certain specific assumptions, 
namely: (1) that the selling price has 
been established in a free market, in 
which independence of action and 
freedom of choice exists among buyers 
and among sellers; (2) that the actual 
considerations involved in the trans- 
actions thus consummated have been 
made known to the assessor; and (3) 
that the actual selling price involved in 
each real estate transaction bears an 
approximately uniform relationship to 
the present income-yielding capacity of 
the parcel transferred, and thus meas- 
ures the taxpaying ability derived 
from the ownership of this real estate. 

Let us examine the validity of each 
of these assumptions. 


SELLING Price THEORY EXAMINED 


The first assumption, that real estate 
is sold in a free, competitive market, 
by a willing seller—willing but not 
compelled to sell to a willing buyer, 
willing but not compelled to buy—is 
often contrary to fact. Just what 
constitutes a free, competitive market? 
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Professor Edie has very lucidly set 
forth the characteristics of a competi- 
tive market: 


A competitive market assumes a body of 
buyers and a body of sellers coming to- 
gether, each endeavoring to buy or sell on 
the best possible terms, independent of 
conspiracy or collusion, and amply informed 
as to conditions of supply, demand, and 
prices bid and asked by all other competi- 
tors. Three indispensable characteristics 
of a free market stand out. First, there 
must be accessibility to the market. This 
means not merely physical access to the 
place, but legal access to the rights of offer- 
ing or asking prices at the place. Accessi- 
bility implies legal rights as well as physical 
visitation. Second, there must be inde- 
pendent action, freedom of choice. Buyers 
and sellers must have no common under- 
standings, agreements, or powers which 
put fear or favor into their dealings. 
Third, all parties must have adequate 
knowledge of trade facts. Such knowledge 
must include information on what other 
buyers are paying in that market. 


It is particularly the latter two char- 
acteristics of a competitive market, as 
described above, which are frequently 
lacking in real estate transactions. In 
any growing city, a large percentage of 
all real estate transfers may be said to 
fall into two distinct classes, the one 
consisting of purchases of specific 
tracts for specific purposes, the other 
of purchases in anticipation of specu- 
lative increases of site values. In the 
former case, there is no competition 
among buyers, and frequently not 
among sellers. Consequently, freedom 
of choice becomes almost meaningless. 
It is common knowledge that in urban 
areas certain manufacturers, commer- 
cial enterprisers, and other residents, 
may require sjtes adjacent to their 
present holdings, either for the develop- 
ment of their industrial or mercantile 
properties, or for the better enjoyment 

2? Lionel D, Edie, Economics. Principles and 
Problems, pp. 179-80. 
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of their residential locations. Even 
though a parcel of land of exactly the 
same size as that needed, possessing the 
same topographical peculiarities and 
subsoil structure, were available in 
another location, it would not ma- 
terially affect the choice of the required 
site. The two areas are alike in every 
respect except one, location. But this 
is the all-essential dissimilarity, which 
frequently limits the possibility of 
competition between various parcels of 
real estate. The owners of the desir- 
able adjacent tracts, or their represent- 
atives, are usually in possession of 
knowledge that their land may be re- 
quired by their neighbors, If they are 
secure in the possession of their 
property, they can exact a price in ex- 
cess of what would commonly be re- 
garded as fair present value. There is 
in all such transactions an element of 
“hold-up” value. 


SALES oF BUILDING SITES 
NoN-COMPETITIVE 


When a business organization is re- 
quired to expand its plant, it may be 
compelled to purchase plots of ground 
adjacent to its present holdings. A 
proposed building on the business 
property could be erected in any other 
part of the city at approximately the 
same cost. The sellers of building 
materials and of labor services, which 
enter into the construction of the build- 
ing, are competing among each other 
for the job, and the prices paid for such 
materials and services will normally be 
established on a competitive cost basis. 
However, this is not true in the case of 
building sites. The owners of other 
sites cannot compete in the sale of their 
properties with the owner of the site 
adjacent to the business requiring ex- 
pansion. This owner is in somewhat 
of a monopoly position, and can “hold 
out” for his price, which must be paid 
by the business desiring to expand at 
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its present location. To move toan- 
other locality might entail serious loss 
to capital investment, and would com- 
monly be regarded as economically 
wasteful. The price of real estate sold 
under such conditions will tend to vary 
considerably from the fair competitive 
price which would prevail if parcels of 
real estate were interchangeable and 
standardized marketable products, as 
are building materials, industrial equip- 
ment, and, in fact, the large bulk of 
commodities which are bought and 
sold every day. 

It may be true that there is competi- 
tion among the uses to which land may 
be put, and that in the long run selling 
prices will tend to reflect prices repre- 
senting the best economic usage of each 
parcel of real estate, meaning by “best” 
that use which will yield the greatest 
net income. But, in many American 
cities today land is being withheld 
from its “best” present use in an- 
ticipation of a still better use in the 
future. 

This leads to a consideration of the 
second class of transactions referred to 
above, those in anticipation of specula- 
tive increases in site values. Such 
transactions differ essentially from 
speculative transactions in corporate 
securities, since real estate does not 
lend itself to “short” selling, as do 
stocks. It is impossible to sell a tract 
of real estate which one does not yet 
possess, with a view to borrowing an- 
other identical tract, or title to an 
identical tract, to make delivery when 
required. As a rule, there are no inter- 
changeable real estate “units.” Each 
tract is individual and is not inter- 
changeable with others. 

Rumors of either public or private 
improvements within an urban area, 
such as the construction of a railroad 
terminal, a bridge, or a subway, will 
cause real estate selling prices to ad- 
vance sharply in the vicinity, long be- 
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fore the proposed improvements have 
been completed or even begun. Com- 
petitive buyers are largely guided in 
their judgment as to the prices they are 
willing to pay by their guesses at po- 
tential future incomes, and the fortu- 
nate sellers of the properties in the 
vicinity reap the speculative profits. 
The selling prices, under such circum- 
stances, will tend to rise consicerably 
above what is commonly regarded to 
be the fair present value of the proper- 
ties. The purchaser, who has paid a 
price for a speculative risk, is subse- 
quently taxed on this purchase price, 
while the seller, who has “unloaded” 
profitably, can evade property taxes on 
the funds he has realized in the trans- 
action. 

Assessments of real estate for taxa- 
tion purposes, moreover, are frequently 
made only at three, four, or possibly 
five-year intervals. If the assessment 
period falls in a year of speculative ac- 
tivity in the real estate market, the 
speculative sale prices may continue 
as the assessment basis for years after 
the speculative period. In the dull 
market following a wave of speculation, 
it is practically impossible to sell “at 
any price.” The large number of 
“forced sales” will tend to depress the 
market still further, so that the sale 
prices established under such condi- 
tions will frequently bear only a very 
remote resemblance to the legal “will- 
ing buyer, willing seller” fiction. 
Many mid-western farmers are today 
said to be continuing the payment 
of taxes on assessments based on 
sale prices established during the 
speculative “boom” period a decade 
ago. 

We are thus led to conclude that all 
those real estate sale prices which 
contain in them an element of compul- 
sion, rather than freedom of choice, and 
those which reflect speculative trans- 
actions, are inadequate as sound evi- 
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dence of fair present values for pur- 
poses of taxation. 


Data DIFICULT TO OBTAIN 


We may next consider the second 
assumption, that thé actual considera- 
tion involved in each real estate trans- 
action is made known to the assessor. 
Anyone who has attempted to compile 
data of actual selling prices of urban 
real estate will be familiar with the 
difficulties involved in obtaining the 
desired information. A recent thor- 
ough investigation of all recorded deeds 
in a Rhode Island town over a year’s 
period, when all classes of real property 
were transferred, showed that the 
largest amount mentioned as legal con- 
sideration in any of these deeds was 
one hundred dollars. In only a rela- 
tively small number of cases do the 
published newspaper records of real 
estate transfers state the actual sale 
prices involved. The familiar “one 
dollar in lawful money” cannot give an 
assessor much valid information as to 
selling prices of real estate. 

Prior to the repeal of the Federal 
Revenue Act provision, requiring 
stamps to be affixed to deeds in accord- 
ance with actual cash considerations 
involved in a real estate transfer, 
assessors were able to obtain some 
slight indication as to actual selling 
prices of real estate. But, even this 
evidence could not be accepted as final, 
for not infrequently stamps were 
affixed to deeds by speculators in real 
estate, to convey to prospective pur- 
chasers an impression of enhanced 
value. The unreliability of the Federal 
Revenue stamps as evidence of actual 
sale prices was set forth in an investi- 
gation made.in 1928 by the State 
Board of Equalization of California. 
The board’s report concluded that 
Federal Revenue stamps, as a source of 
information as to real estate values, 
were of little significance, since it was 
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early apparent that such stamps were 
not a reliable index of the consideration 
realized in a sale. ? 

The third assumption, however, that 
the actual selling price involved in each 
real estate transaction bears a fairly 
uniform relationship to the present 
income-yielding capacity of the prop- 
erty, and thus measures the current 
taxpaying ability derived from its 
ownership, is most questionable.4 

This assumption would perhaps be 
sound if every selling price of real 
estate reflected a reasonable estimate 
of present realizable income, capital- 
ized at approximately the same rate of 
interest. In other words, if the selling 
prices of real estate, employed by 
assessors as evidence of fair present 
value for purposes of taxation, corre- 
sponded in general to a capitalization 
of net realizable returns at a rate of 
three per cent, or any other uniform 
rate, such selling prices could be em- 
ployed equitably in assessing other 
properties having similar characteris- 
tics. But, if in one instance a selling 
price realized in a transaction repre- 
sents net income capitalized at six per 
cent, another at three per cent, and a 
third represents no present realizable 
returns at all, it becomes obvious that 
such selling prices neither have a uni- 
form relationship to present taxpaying 
ability, derived from present realizable 
income on the investment, nor furnish 
an adequate basis for judging the fair 
present value of other parcels of real 
estate for taxation purposes. 


EARNING Pownr VERSUS SELLING 
Price 


It appears to be the theory of ad 
valorem taxes in the United States 


3 Zangerle, Principles of Real Estate Apprate- 
tng, p. 73. 

4 The term “income” in this connection is em- 
ployed to designate realizable money income 
from the use of a parcel of real estate. 
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today that such taxes shall be a meas- 
ure of the taxpaying ability which an 
individual derives from his ownership 
of the property taxed. Ownership of 
property is an indication of economic 
power. This economic power is indi- 


cated objectively in the income-yield- 


ing capacity of the property owned, 
and not necessarily in the purchase 
price which an individual had to pay to 
obtain possession of the property. As 
pointed out above, the seller may de- 
rive a present income from the funds 
realized on the sale, but these are not 
the values that are taxed when real 
estate is assessed for tax purposes on 
the basis of its sale price. The pur- 
chaser, who may have been compelled 
to pay a “hold-up” price, and thus as- 
sumes all the risks incidental to realiz- 
ing a reasonable return on his capital 
outlay in the future, finds that he is 
taxed on the basis of the purchase 
price. 

In view of this fact, it would seem 
reasonable to stress the earning power 
rather than the sale price of a parcel 
of real estate for assessment purposes. 
It has frequently been observed that 
there are wide discrepancies between 
selling prices of real estate and the 
present rates of net return on the in- 
vestments, not only at any one time, 
but also over a period of time. This is 
equally true of rural and of urban real 
estate. The discrepancies may be 
attributable, in part, to changing taxes 
and varying depreciation costs, but 
far more important is the factor of 
anticipated future income affecting 
sale prices. In any active real estate 
market, the annual depreciation in the 
value of improvements over a period of 
years is often more than offset by the 
appreciation in the value of the land. 
If the two amounts were the same, and 

š Clyde R. Chambers, “Relation of Lard In- 


come to Land Value,” Bul. No. 1224, U.S Dept. 
Agr., pp. 28ff. 
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the initial value of a parcel of real 
estate were equally divided between 
the land and the improvements, the 
selling price during the lifetime of the 
improvement would tend to vary 
primarily with changes in the purchas- 
ing power of the dollar and with changes 
in prevailing interest rates on long- 
time investments. Selling prices es- 
tablished in a competitive real estate 
market would, in other words, tend to 
bear a fairly uniform relationship to 
recurring net returns, capitalized at the 
prevailing rate of interest. But when 
the belief prevails that the future in- 
come to be derived from the ownership 
of a parcel of real estate will be greater 
than the present returns on investment, 
prospective buyers will be willing to 
pay a price for this potentially greater 
income, and prospective sellers will 
demand a present payment for what 
they consider the larger future incomes 
capitalized into present values. 

The selling prices of real estate in all 
such cases reflect two primary value 
influences, one, the regularly recurring 
present income, and the other, the 
anticipated increment in income. The 
relative importance of these two value 
influences tends to vary with the loca- 
tion of the parcel of real estate, its 
present and potential uses, the antici- 
pation of improvements to the area, the 
growth in population and prosperity of 
the community, the condition of the 
real estate market, and many similar 
factors. But both influences are pres- 
ent to a greater or less degree where 
there is definite knowledge of a limited 
economic supply in any given area 
under conditions of increasing demand. 
In consequence, it frequently happens 
that the same selling.prices of two 
parcels of real estate will represent 
present realizable income, capitalized 
in one instance at five per cent, or 
more, and in another at two per cent, or 
less. 
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As the ratio of anticipated larger re- 
turns to the present regularly recurring 
“ income increases, its influence on the 
selling price will be correspondingly 
greater. Not infrequently, real estate 
transactions are consummated at fancy 
prices, where there is practically no 
present earning power. In such cases 
buyers pay prices for real estate, re- 
flecting solely the anticipated future 
growing income, discounted into pres- 
ent market values, which under present 
day conditions are employed by asses- 
sors as a basis for assessment. 


Taxine Rear Esratrn VALUES 


Let us next consider the effects of 
taxing real estate values, based on salé 
prices which do not clearly differentiate 
between the two basic value influences 
noted above. A tax levied on a valua- 
tion based on the present realizable in- 
come influence will normally be paid 
out of the income derived from the 
parcel of real estate, unless, indeed, the 
amount of the tax should exceed this 
income. If the owner of the parcel of 
real estate is realizing the full present 
net income, the tax levied on this in- 
come value can be shifted only very 
indirectly through its effect upon sub- 
sequent improvements on the property. 
It will normally fall on the net income. 
But, a tax imposed upon valuations 
based on the second value influence, as 
reflected in actual selling prices, may 
have to be paid out of other income, if 
present realizable income is insufficient 
to pay the tax, and does not necessarily 
rest where it is imposed. 

In the final analysis, all taxes are 
paid out of current income, and author- 
ities on taxation are generally agreed 
that taxes which cannot be easily 
shifted are less liable to cause injustice 
than those which can be, and are, 
shifted in whole or in part. Since ac- 
tual selling prices of real estate fre- 
quently contain the second value 
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influence—anticipated increased in- 
come—to a greater or less degree, a 
tax imposed on valuations derived 
from this factor does not necessarily 
fall where it is imposed, and conse- 
quently its effects may produce decided 
injustice to the taxpayer. 

It has been argued that in taxing 
real estate values it is not the purpose 
to tax only present realizable rental 
values, for if only these values were 
taxed much valuable real estate which 
does not have any present income- 
yielding power would escape the real 
estate tax entirely. Speculative values 
based on increasing income in the future 
would not be taxed at present, and this 
would encourage further speculative 
activity in real estate. 

Those who hold this view do not ap- 
pear to differentiate between the fiscal 
and the regulatory purposes of taxa- 
tion. Taxes imposed on real estate 
values based primarily on present 
realizable net income would serve as 
sound fiscal measures. They could be 
apportioned among different parcels of 
Teal estate in accordance with taxpay- 
ing ability derived from the ownership 
of the real estate. Furthermore, they 
would tend to become increasingly 
equitable by levying more and more on 
the rental values of land and by gradu- 
ally untaxing building values. 

On the other hand, taxes imposed for 
regulatory purposes are not based on 
the “faculty” theory. When they 
accomplish their purpose fully, they 
ordinarily yield very little revenue. 
But the speculative values on which 
such regulatory taxes are imposed are 
neither a measure of present taxpaying 
ability, nor can they be employed 
equitably to evaluate other properties 
for fiscal or revenue purposes of taxa- 
tion. 

If, therefore, actual selling prices 
are to continue to be employed by as- 
sessors as the basis for determining fair 
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value of real estate for tax purposes, 
each selling price should be carefully 
analyzed with a view to determining 
how much of the sale value is derived 
from present realizable net income, 
capitalized at a uniform rate of interest, 
and how much represents anticipated 
future income, discounted into the 
present market value. Only by re- 
quiring such careful analysis of each 
selling price of real estate on the part of 
assessors can we hope to segregate the 
value influences which make up the 
selling price, and thus arrive at a more 
equitable basis of assessment of real 
es-ate for fiscal purposes. 

If subsequently the speculative 
values contained in selling prices 
are to be taxed spearately, it should 
be clearly understood by the taxpayers 
that such taxes are intended primarily 
to regulate speculation in real estate 
and not to serve as fiscal measures. 
Nor should the speculative value in- 
fluence in actual selling prices be em- 
ployed to evaluate other properties 
for fiscal purposes. To do so is to im- 
pose regulatory penalties on owners of 
real estate who are not in the specula- 
tive market with their property. 


RENTALS as Basis or ASSESSMENT 

In recent years, increasing attention 
has been given by some taxing authori- 
ties to the rental or income value of 
zeal estate as the basis of assessment. 
Thus, the .special tax committee of 
Iowa and the committee on tax investi- 
gation of Oregon in 1928 urged the 
consideration of earning power of 
property as the basis for valuing real 
property for purposes of taxation, and 
the Wisconsin tax commission last 
year also abandoned the selling price 
theory. There appears to be a slowly 
growing recognition of the fact that 
present earning power of real property 
is a sounder basis of assessment than is 


the actual selling price. 
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The assumption that selling prices 
of real estate are derived from earning 
power capitalized at the prevailing rate 
of interest on investments has led to 
much of the unsoundness inherent in 
the selling price concept. Economic 
theory has in part helped to perpetuate 
the inequity by maintaining that the 
market or sale value of any capital 
asset represents, and is determined by, 
capitalized anticipated net income at 
the prevailing interest rate. This 
process assumes a regularly recurring 
income from one period to another. 
But, where there is a speculative growth 
in income reflected in selling price, this 
value influence does not represent a 
regularly recurring income, capitalized 
at a given rate of interest. It should, 
therefore, be segregated from the sale 
price, to arrive at that fair selling price 
which may serve as a sound basis of 
taxation for fiscal purposes. 

To sum up, actual selling prices of 
real estate are not necessarily sound 
evidence of fair present values for pur- 
poses of taxation, for they frequently 
are the resultant of two distinct value 
influences. Assessors should be re- 
quired by law to analyze carefully the 
separate value influences affecting every 
sale price made known to them, with 
a view to arriving at valuations, which 
will bear an approximately uniform 
relationship throughout the taxing 
district to the present realizable net in- 
come from each parcel of real estate, 
and thus establish a more sound and 
equitable basis of property valuation 
for purposes of taxation. 

With approximately forty per cent 
of the farms in the United States oc- 
cupied by tenants, and with perhaps an 
even greater proportion of leased prop- 
erties in many of our American cities, 
a body of evidence as to fair present 
value based on present earning power 
could be made available to assessors 
far in excess of the sporadic sale prices 
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HE very title suggests to the 

writer of this article that in eco- 
nomics certain traditions have come 
down to us without any critical exami- 
nation. Sometimes these traditions 
may amount to an obsession. The late 
Allyn A. Young, not long before his 
death, speaking about the Ricardian 
theory of rent, remarked how long it 
has zaken economists to overcome this 
obsession. It is no credit to the 
economists that so many things have 
passed from one generation of writers 
to another without critical examina- 
tion. Now is a good time to smash 
some of these traditions. 

There are those who still think that 
it is possible to lay down one general 
rule Zor taxing land values and an- 
other rule for taxing building values. 
They believe it possible to establish a 
formula which will be generally ap- 
plicable. Those who hold to views of 
this kind have failed to grasp the ideas 
of relativity and of evolution which 
were Lrought forward by the historical 
school of Germany more than two 
generations ago. Even in reputable 
writers, we find such expressions as: 
“Tax land to bring it into use.” 
It is elso often said: “It is well to 
lessen the tax on buildings so as to 
encourage building.” Examine these 
two statements somewhat critically. 
There are all kinds of land. What will 
apply to one kind of land will most cer- 
tainly not apply to another kind of 
land; also, what will apply at one time 
and place will not apply at another 
time and place. 


Errect or TAXATION on Forests 


Let us suppose we are talking about 
forests in the United States in the year 
1930. Do we want to tax the forest 
land in order to bring it into use? 
Taxation as it has existed in this 
country, let us say, in Wisconsin, has 
led to the destruction of the forests and 
has increased the supply of land offered 
on the market for agricultural use. 
Those who are the best judges: in 
Wisconsin tell us that what is needed is 
an increase in the area of land devoted 
to forests rather than the destruction of 
forests on land that is best adapted to 
forests, as is the case in a large part of 
northern Wisconsin. They tell us, 
moreover, that there is already an 
excessive supply of land used for agri- 
cultural purposes. Among the best 
authorities on this subject, in the 
opinion of the present writer, are Pro- 
fessors Benjamin H. Hibbard and 
George S. Wehrwein, of the University 
of Wisconsin. They tell us that we 
cannot have any proper land policy 
without a classification of the land, and 
we must certainly classify the land 
before we frame our tax policies, in 
order to bring them into harmony 
with the desired use of the land. 

Now let us turn to urban land. Do 
we always want more construction df 
buildings and do we need to frame our 
tax policies to encourage construction? 
A survey made by the Institute for 
Research in Land Economics and Pub- 
lic Utilities a few years ago disclosed a 
number of vacancies in office buildings 
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which showed a tremendous oversup- 
ply, and this oversupply revealed a 
waste of capital and labor of national 
significance. Do we want a system of 
taxation which will encourage unneces- 
sary construction of office buildings? 

In many parts of the country the 
researches made by our Institute show 
a great oversupply of apartment build- 
ings, and this oversupply is sufficient 
to be of national significance, in that it 
involves a loss of labor and capital. 
Unhappily, the financial loss caused by 
an oversupply of office buildings or of 
apartments too often falls upon those 
ill able to bear the loss—for example, 
widows, teachers, preachers, physi- 
cians—all of whom are regarded by the 
less scrupulous men in the real estate 
business as easy marks, or, to use the 
phrase of the utterly unscrupulous, 
as “suckers.” 


Heavy Taxation RESULTS IN 
CONGESTION 


In a great many cities of this coun- 
try, as for example, Madison, Wiscon- 
sin, we find an unfortunate congestion 
of population, and for this our present 
system of taxing urban land values is 
in great measure responsible. Lots 
that are of suitable size for private 
dwellings are further divided, and 
houses are placed too close to each 
other. The æsthetic appearance of 
the locality is very much marred, and 
the conditions are rendered less favor- 
able to health on account of the diminu- 
tion of sunlight and the free play of air 
around the dwellings. If one inquires 
into the cause of this congestion, one 
is told again and again that it is the 
heavy taxation on land values. It does 
not necessarily follow from this that 
the tax on the land should be decreased 
and the tax on buildings increased, 
although this would suggest itself. 
What is needed is a more careful and 
critical examination of the situation 
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and an appraisal of the various forces 
at work leading to the unfortunate 
conditions mentioned. 

In great cities like New York we 
find a utilization of the land which 
many of our best authorities on urban 
development regard as too intensive. 
We have skyscrapers which many 
authorities regard as unfortunate in 
their number and in their height. It 
is admitted that there is a difference of 
opinion about the skyscrapers of New 
York and those of Chicago. The 
dominant opinion in the City Club of 
New York, whose members have given 
a great deal of attention to the subject, 
is that we have a very unfortunate situ- 
ation. If it is conceded that the use of 
the land is too intensive, the suggestion 
is a natural one that the land should be 
less heavily and the buildings more 
heavily taxed. One idea is that we 
should tax the buildings at a progres- 
sive rate when they go beyond a cer- 
tain height. 

If we turn to single family dwellings 
and examine the situation in various 
cities of the country, especially those 
up to, let us say, fifty thousand inhabit- 
ants, we discover in some places such a 
large supply of dwellings that the 
owners receive a small return upon the 
costs involved in their construction, 
even if due allowance is made for 
depreciation. Do we wish a tax 
policy which in its influences tends to 
increase this oversupply? Should we 
make a distinction between buildings 
occupied by the owners and buildings 
rented to others? It may be that even 
if the rental value of a single family 
dwelling is such as to yield only two 
per cent of the cost, less depreciation, 
the ownership of the home is worth 
while. Home ownership means many, 
things that cannot be expressed in 
pecuniary returns. No attempt is 
made now and here to give a solution of 
this problem; but it is something that 
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should be borne in mind in any tax 
polizy if it is to be considered with 
respect to its social and economic 
consequences. 


Tue RADBURN EXPERIMENT 


Is a building site a gift of nature, or 
B it a product of labor and capital like 
the building itself? To what extent 
have economists or others analyzed 
the cost of building a modern city? 
Is the current theory based to too 
great an extent upon traditions that 
saoud be smashed? This article, 
whici is simply suggestive, attempting 
to reise questions but not to answer 
them, may properly close with an 
analysis of costs of making land avail- 
able for use in the building of Radburn, 
New Jersey. Radburn is in process of ' 
construction by the New York City 
Housing Corporation, which is a limited 
dividend company. The officers re- 
ceive no salary and the stockholders 
realize only six per cent on their in- 
vestment. It has been publicly pro- 
ncunced by Mr. Thomas S. Adams, 
General Director of Plans and Surveys 
of the Russell Sage Foundation, to be 
the outstanding success in housing in 
the United States. In the judgment 
of the writer, it is the outstanding 
sueces3 not only in this country, but 
in all countries. It is, moreover, the 
laboracory of our Institute for Re- 
search in Land Economics and Public 
Utilities. 

Radbourn is situated less than fifteen 
miles from the heart of New York 
City. The cost of the land as pur- 
chased by the company is so small that 
if it had been given to us the monthly 
charge for the houses sold on the in- 
stallment plan could not be appre- 
clakly -essened. The cost of making 
lanc utilizable in a modern city is more 
and mcre a public utility cost, if we 
construe the word “public utility” 
broadly so as to include approaches to 
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the land. ‘In Radburn, of which the 
writer is a director, the one item of put- 
ting the wires underground amounted 
to a good deal more than twice the cost 
of the land, and was so expensive that 
the attempt to do so had to be aban- 
doned. We were obliged to rest con- 
tent with making the overhead wires as 
little objectionable as possible. The 
table shows an analysis of costs made 
by the technical staff of the City 
Housing Corporation. An analysis like 
this is required if we are to adopt 
proper pclicies with regard to the 
taxation of land and buildings. 

It will be observed that no ripening 
costs and no carrying charges are in- 
cluded. Probably Radburn will ulti- 
mately house at least twenty-five 
thousand people, and the present 
writer would not be surprised if the 
number of residents considerably ex- 
ceeded twenty-five thousand. It 
would be difficult to complete the city 
without waste in less than ten years; 
this means a very rapid development. 
If we allowed an average five-year car- 
rying charge, this would add at least 
two hundred dollars to the original cost 
of the land. In all probability, if we 
do the very best we can to expedite 
constructior, the one item of a carrying 
charge will 2xceed the original cost of 
the land to the company. 


CONCLUSION 


Those concerned with the theory or 
the practice of the taxation of land 
values have too often ignored the cost 
of making land utilizable. It has fre- 
quently been argued that land is a 
“gift of nature.” Writers who take 
this position forget how much of man’s 
toil goes into bringing lend into use. 
Recent studies in land economics have 
shown that lend is one form of capital, 
in the sense that capital is “stored up 
effort.” Mak ng landutilizable involves 
real costs and heavy expenditures. 
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Esrnsarap Coar or IMPROVED RESIDENTIAL LAND IN SUPERBLOCK 


Susprviston—Burcen County, Naw JERSEY 


SECOND DEVELOPMENT or Crry Hovsine CORPORATION 








Item 


Explanation 





Land Cost of Lot 


Land Cost of Beds 
of Street and Park 
Areas 


Improvement Cost 


Landscaping Cost .. 


Overhead Cost 





Cost Per 
Square Foot of 
Salable Lot 


Cost Per 
Salable Lot 
4,000 Square Feet 





Purchase price of unsubdivided gross 
land area, including title and title sur- 
vey expenses averaging $2,500 an acre 


Land area devoted to streets and parks, 
forty per cent of gross land area, 
leaving sixty per cent as net usable 
or salable area—consequently add 
40-60% or 3g to above amount, 
making $4,000 an acre 

Cost of grading streets, installing storm 
sewers, sanitary sewers, concrete pav- 
ing, curbs, sidewalks, street trees, 
street lights (electric, gas, water being 
installed gratis) 

Includes the extra costs of a garden 
community: 

(A) Park development, park walks, 
lights, grading, top soil, shrubs, 
benches, play equipment 

(B) Private lot development or yard 
planting work. (This item is 
usually not included as part of 
the cost of real estate and is either 
omitted or considered an extra 
item in construction cost) 

Engineering and architectural fees and 
expenses for planning of the above and 
supervising, plus interest and taxes on 
the land during construction period 
only 

(No carrying charges, ie, interest and 
taxes, have been added to the cost of 
the land for the period from the time 
of purchase until construction com- 
mences. When this is added the cost 
of the land will be even greater) 


$.06 








04 


06 


.09 


05 





$240 


160 


240 


360 


200 








Total Improved Cost. 





$.50 





$2,000 





It is probable that less “unearned 
increment” accrues to the holders of 
land than to the owners of any 
other agent of production. Our taxa- 
tion policies must look facts in the 
face. In drawing up schemes for the 
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taxation of land and buildings, it is 
necessary to bear in mind the funda- 
mental laws of demand and supply. 
We now have an oversupply of agri- 
cultural land and a surplus of food 
products. This article has shown that. 


Taxine Land VALUES AND TAXING Bumpre VALUES 


in many cities, an oversupply of build- 
ings has been the result of mistaken 
taxation policies. 

One of the factors leading to the 
confusion which has surrounded the 
taxation of land values is the old theory 
of economic rent. Those who hold 
this theory regard land income as the 
result of the spontaneous action of 
nature and land values as the conse- 
quence of the niggardliness of nature in 
failing to provide an adequate supply 
of land in relation to man’s need for it. 


169 


Economic evolution has disproved 
many of the hypotheses on which the 
Ricardian theory of rent is based. 
Thus, old traditions, which are closely 
bound up with obsolescent theories, 
must be smashed. With the aid of 
patient studies of facts and data we 
must formulate new theories and new 
policies. The concept of economic 
relativity must lead us to draw up 
plans for the taxation of land values 
which will meet the needs of different 
times and of different places. 


Trends in Urban Real Estate Values, Past and Future 


By Srantey L. McMicranu 
Coauthor, City Growth Essentials and City Growth and Values, Los Angeles, California 


URING the past fifteen years, 

urban real estate values have 
been the subject of a rapid growth, and, 
for several years, in some American 
communities, of a definite recession. 
The cause was, of course, the World 
War which raged in Europe for four 
years, and the resultant currency de- 
preciation. During this time the 
United States also directed much of its 
energy toward helping the allies win 
the contest. 

During the decade extending from 
1918 to 1928, land values in most 
American cities practically doubled, as 
did costs of building construction. 
This rise corresponded roughly to the 
increase in the price of commodities. 
Adequately to comprehend the reasons 
leading up to increases in land values, 
it is necessary to go back a few years 
and to review the conditions which 
preceded the business and real estate 
booms which swept over America be- 


tween the years 1919 and 1926. Be- | 


tween the years 1892 and 1922, the 
American business barometer was 
steadily rising. Price levels were con- 
tinuously going up. This was particu- 
larly true of real estate. One could be 
reasonably certain that one could buy 
almost any piece of real estate and sell 
it at a profit within a reasonable time 
thereafter, no matter what merits, if 
any, it possessed. Rental returns had 
been steadily advancing, particularly 
during the World War period. 


Post-War DEVELOPMENT 
During the war, American building 
operations of all kinds were greatly 
restricted, so that when construction 
work was permitted to proceed there 
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was a great rush, the price of labor and 
materials advanced sharply, and it was 
found that building costs practically 
doubled, just as prices of all other com- 
modities had advanced in about the 
same proportion. The man who 
thought he had owned a ten thousand 
dollar piece of property found he could 
sell it for almost twice that price. 
Much property changed hands on the 
new high price standard and much 
easy money was made. This condition 
immediately attracted the attention of 
the speculative public, and a genuine 
real estate boom got under way 
throughout the entire country. In- 
come and economic values were totally 
disregarded. “Buy and sell at a big 
profit,” was the speculator’s motto. A 
mad rush for development in building 
construction ensued in many cities, 
business districts expanded beyond 
their needs, and the ownership of much 
property in what is known as the “twi- 
light zones” of cities was assumed by 
unsuspecting purchasers who thought 
they could shortly resell it at a profit. 
Speculators and profiteers from other 
fields, entirely untrained in real estate 
promotion, management, and finance, 
were attracted to this new source of 
easy money. Building construction 
proceeded at a feverish pace, millions 
of dollars were sunk in what later proved 
to be overpriced properties, reckless 
and uneconomic financing was engaged 
in, and bond issues were floated and 
sold where they sometimes representer 
the full value, or more, of the security. 
Subdividing of vacant land proceeded 
far beyond current needs, and the chief 
argument for buying a residential lot 
was the fact that it could be sold at a 
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fancy profit before the next tax and in- 
terest payments became due. 

With such unsound basic conditions 
as these, any trained student of real 
estate could readily perceive what 
would happen. Eight months before 
tke Florida land collapse occurred, I 
predicted that the worst real estate 
panic in history would take place be- 
fore Christmas. It came early in De- 
cember. The trouble begun in Florida 
soon spread throughout the entire 
country, and now, after a three-year 
period of readjustment, we find real 
estate values deflated from twenty-five 
to forty per cent, according to the lo- 
ca ity and the character of the property. 

The most natural thing that could 
occur did happen. Urban property 
prices came tumbling down. Bond 
issies on business properties collapsed 
and were defaulted; mortgage com- 
panies, promoted in many instances for 
the purpose of obtaining fancy bonuses 
and of collecting high rates of interest, 
went into receivership; home owners 
found their supposedly good equities 
almost wiped out; and a general de- 
mocralization of the real estate market 
gradually ensued. 

This is the period through which we 
have been passing since 1925. Con- 
fidence in real estate as an investment 
has been severely shaken and the buy- 
ing market has been dead or dormant. 
Speculators, where possible, have ac- 
cepted their losses, or have passed them 
on to innocent investors who could not 
escape dire consequences, and have 
swung over into an orgy of stock mar- 
ket speculation, which has led to fur- 
ther complications of the problems of 
orderly real estate adjustment. 


INFLUENCE OF THE AUTOMOBILE 


While the boom was in progress, cer- 
tain economic forces were at work, 
affecting the use and value, particularly 
of business property, which, after all, 


171 


is the main source of profit in real estate 
investment. Since 1918 the auto- 
mobile has been rapidly improved and 
increasingly used. Millions of new 
cars have been placed on the market 
and prices have been lowered, until 
nearly everyone can own a machine of 
some kind. 

The ability to reach distant sections 
of a community led to the building of 
outlying residential areas, followed 
almost immediately with the creation 
of new business centers in far-flung 
sections. These business centers im- 
mediately began to deprive the down- 
town district of a city of a portion of its 
most choice buying power. Neighbor- 
hood stores of all kinds began steadily 
to rob the downtown stores of much 
valuable cash trade, land values in 
outlying business districts were en- 
hanced in many instances, and there 
followed a speculative orgy in buying 
outlying business corners and inside 
frontage, where rapid development was 
anticipated. This market, too, has 
become glutted, and much property of 
this kind will have to await the time 
when more store units are needed in 
such areas. 

I wonder if students of the problem 
fully realize what the automobile has 
done for real estate, in opening up for 
development new areas which a decade 
ago were wildernesses beyond city 
limits, but which today are built up 
with homes, every one of which affords 
one car, and many, two or three cars, to 
each family. The motor bus has 
taken the place of the street car. 
Personally, I am inclined to feel that a 
decade or two hence the surface street 
car will be a thing of the past, except in 
certain sections of a.few large cities. 
Traction systems of this character have 
been going out of business in large 
numbers all over the country, being re- 
placed by busses. 

The automobile has done more to 
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disrupt, readjust, and stimulate real 
estate conditions in cities in the past 
ten or fifteen years than any other ele- 
ment. It has brought on traffic prob- 
lems which are of concern to real estate 


men, since the ability of a city to grow - 


depends upon its ability to move people 
and goods from one place to another. 
Today distance is measured in minutes, 
and not in miles. By means of horses, 
the first street cars conveyed passen- 
gers for a distance of two, three, or four 
miles. Later came the trolley car, 
which doubled the distance. Then 
came interurban service, and finally the 
busses, which have driven the inter- 
urban lines, one after another, into 
bankruptcy courts. Transportation is 
the very life blood of any city, and it is 
of paramount interest to real estate 
brokers that it should be of the most 
comfortable, rapid, and safe character. 

Merchandising methods, too, have 
changed vastly in the past decade since 
the real estate boom really began. In 
many places, the independent grocer, 
butcher, or baker has almost passed 
from the picture, being supplanted by 
highly organized chain store systems, 
which sell on small margins of profit 
because of low overhead and because of 
their ability to buy in trainload lots in- 
stead of by the dozen or gross. Super- 
ficially, one might think that this has 
not affected real estate, but it has. 
While the chain store operator may 
sometimes pay higher rents for choice 
locations, there are fewer of them, and 
in some instances they are the closest 
bargainers for space that may be found. 
Because of the general scaling down in 
‘rents which has occurred, and their 
ability to pay promptly, chain store 
operators today will be accepted as 
tenants at‘ lower rentals by many real 
estate owners. 

‘The national immigration law has 
seriously affected many large industrial 
centers. Take Cleveland, as a typical 
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example. Before 1924, when the re- 
strictive law went into effect, the city 
was receiving about forty thousand 
new immigrants each year. These 
immigrants had to be clothed, shel- 
tered, and fed. They usually sought 
housing accommodations in the poorer 
districts. Owners in these sections 
rented their properties and moved to 
slightly bétter neighborhoods; in turn, 
the owners in these neighborhoods sold 
or rented, and moved up the scale. 
Sometimes as many as seven moves 
eventually followed the entrance of a 
single immigrant family. Often five of 
these moves meant real estate broker- 
age deals, with resultant commissions. 
At one fell swoop, most of this activity 
was cut off, as evidenced by the fact 
that in Cleveland, in 1929, less than 
six thousand immigrants were received, 
while over twenty-five hundred for- 
eigners returned to their native lands. 
Owners in lower grade homes have been 
compelled to continue to live in them, 
and the chain of sales or rentals which 
used to take place has almost completely 
ceased, further clogging the real estate 
market with many low-grade proper- 
ties, which simply cannot be moved at 
any price. 

The mania for merging industrial 
corporations has affected real estate 
to some extent by the abandoning of 
plants, but this has been offset to some 
degree by the opening of new branches. 
It has, nevertheless, had a disturbing 
effect on the market. It is important 
to note, however, that industrial real 
estate seems to have recovered to a 
greater degree than almost any other 
branch of the business. 


Rewation oF Banks tro REAL ESTATE 


The tremendous activity on the part 
of industrial and commercial con- 
cerns, the sale of their securities on the 
stock market, and indeed, the gambling 
in stocks themselves, have had a 
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tendency for several years to cause 
banks and financial institutions to 
allow real estate to languish. Real 
estate has elicited little sympathy 
from the banks, and the consequence ig 
that it has been impossible in many 
instances to get any financing of a 
character which might be termed help- 
ful. Instead, the banks have fore- 
closed and have themselves gone ac- 
tively into the real estate business. 
Perhaps this was unavoidable; but, 
nevertheless, before real estate can 
hope to ċome back, it must secure the 
helpful coöperation of the banks in the 
development of new, needful, and 
properly balanced projects of many 
kinds. Financing is one of the prob- 
lems which the real estate man will 
have to face in the coming years, and 
he should begin to devote time to the 
study of those plans which apply par- 
ticularly to his own business. 

Labor unions did their share to 
precipitate high prices, which could 
only be followed by a collapse. They 
are not to be blamed for getting their 
share, but now that readjustment is 
under way, on a scale of falling prices, 
it is not proper for labor to demand the 
five-day week at the expense of wage 
increases, as is gradually being done in 
a number of American cities. 

Pictured briefly, these are some of the 
depressing factors which have been 
affecting real estate through the period 
of deflation which has been experienced 
in every section of the United States. 
Real estate, like every other commodity, 
responds to, and is governed by, sound 
economic law. In physics, what goes 
up, comes down, and the higher it goes, 
the more rapidly and the harder it 
falls. Someone has observed that the 
harder it comes down, the higher it 
bounces when it recovers. Let us hope 
that the rebound of real estate, when it 
comes, will not be in proportion to its 
fall, else we will encounter another 
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boom, and an inevitable collapse later 
on. Such booms and depressions are 
unsound and distinctly undesirable. 
If the development and the sale of real 
estate can be kept on a more evén keel, 
with speculation eliminated to as great 
a degree as possible, it will be better for 
all concerned. 

I am not a prophet, nor the son of a 
prophet; arid can only speculate, as 
the reader may, on what the future 
holds in store. Nevertheless, there 
are sound economic laws governing 
real estate value growth, and by ob- 
serving end analyzing these and their 
probable effect on real estate we may 
be able <o determine, to some dégree 
at least; what will happen within the 
next decade, and particularly within 
the next two to five years. 

Commercial and industrial real 
estate in miost cities, I believe, have 
reached the lowest levels to which 
they may be expected to fall. Indeed, 
industrial real estate seems to be 
definitely on the rebound. Business 
property, too, in most cities, gives 
evidence of more activity. Improved 
residential property will recover in 
proportion to the need for more and 
better homes, particularly those under 
ten thousand dollars in value where, 
naturally, the largest demand exists. 

What is going to happen, it seems to 
me, is thet real estate during thé next 
few years is going to be sold on its 
earning capacity to investors or owners 
who acquire and hold it. While a 
ready vehicle for speculation, the 
public probably will be slow in for- 
getting thé losses which have been 
sustained. 


Lack oF Liquipiry 


The great weakness of real estate 
as an evéryday investment is its lack 
of liquidity. This refers particularly 
to the developnient of business prop- 
erties of greatef scope and size. Con- 
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fidence in first mortgage bond issues 
will return only when the investor feels 
that his capital cannot shrink to a 
point where he will suffer a loss in 
principal. This requires conservative 
handling by honest, capable companies. 
Furthermore, the investor must be 
able to sell his stock based on realty 
investments at approximately its mar- 
ket value whenever he desires to do 
so. If he is able to do this, he will in 
all probability not desire to do so. I 
am looking forward with a good deal 
of interest to the experiment which is 
being tried in New York, where the 
Real Estate Board of that city has 
formed an exchange for the sole pur- 
chase and sale of real estate securities. 
Should the plan prove successful, it 
will certainly spread to other cities, 
and a solution may have been found 
for a,serious problem which vitally 
affects the real estate business. 

A radical change which will, in my 
opinion, occur within the next few 
years, will be the basis on which the 
subdivision business will be conducted. 
This branch of the realty field is in- 
deed in a bad state. To make profits 
and keep organizations functioning— 
both of which are very reasonable and 
natural desires—many subdividers 
have been for years overselling their 
markets. In many cities throughout 
this country, all subdividing activities 
and sales could be suspended for at 
least five years with little damage done 
to anyone except the subdividers 
themselves. 

Realizing this condition, intelligent 
subdividers are seeking their own sal- 
vation by organizing house-building 
departments, erecting homes in con- 
formity with the locations where their 
lots are situated, and selling complete 
homes on the same proportionate 
basis that they used to sell unimproved 
lots. The sale on a wholesale basis of 
unimproved lots, particularly where 
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pavements, water, gas, and electricity 
are not available, has definitely come 
to an end. Only the operator who 
builds complete homes and sells them 
on a basis the buyers can afford to 
handle is going to do business in a big 
way. 

Certainly the bottom of subdivision 
deflation has not yet been reached. 
The market in most cities is simply 
glutted with lots, held in large numbers 
by owners who bought them in mis- 
guided moments on a speculative im- 
pulse because glib salesmen said they 
could double the buyers’ money for 
them within a few weeks or months. 
The subdivider himself, likewise, is bur- 
dened with hundreds of unsold home- 
sites, is property poor, and is burdened 
with interest and taxes. The sooner 
the professional subdivider realizes 
this and revamps his business to in- 
clude completed homes, the sooner 
this great branch of real estate will 
recover and prosper. 

If the subdividers of the country 
realize that the demand is for homes, 
and not for lots for speculation, there 
is no reason why that branch of real 
estate activity should not be speedily 
brought back to a healthy condition 
and great benefits bestowed upon 
thousands who need homes and who 
could buy them on a reasonably low 
payment plan. 

Another definite change seems to 
be in the offing. There are too many 
persons engaged in most lines of busi- 
ness—individuals poorly equipped by 
training and backing to continue in 
their various callings. Hence, we 
have mergers. There are certainly 
too many persons, woefully trained, if 
trained at all, in the real estate field. 
They know little or nothing of the 
history, economics, and orderly me- 
chanics of the business, and they are 
“starving to death” by the score every 
month. Many undesirables are thus 
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being eliminated by natural circum- 
stances. Real estate licensing laws 
in nearly thirty states are driving out 
cthers. Smaller numbers of skillfully 
trained men could easily take over and 
continue the business from now on. 
Students who definitely know why 
real estate is a good investment, and 
who can prove it to the public, are 
the ones who will succeed. 

Downtown and outlying business 
property, in my opinion, has in most 
cities definitely reached bottom, and 
there is, indeed, evidence that it is 
starting on the up-grade. It may be 
some time in most cities before much 
real activity is shown, however; com- 
plete restoration may not come for 
four or five years. 

Real estate, as indicated heretofore, 
enjoyed its share of the prosperity 
wave which swept over the United 
States following the World War. 
While, like all other commodities, it 
has been subject to deflation, owners, 
for the most part, refuse to recognize 
that deflation is here, and that is the 
direct reason for the present slump in 
the real estate market. When owners 
realize that their properties must be 
appraised largely on an earning basis, 
active business will resume. The 
speculators in real estate are absent 
from the market in most cities, and 
waen they are not active the investors 
heve little incentive to follow, for fol- 
low the speculators they always do. 
There is plenty of money available for 
the purchase of real estate, but the 
buyer must be assured of a reasonable 
return on his mvestment; and that is 
what real estate, at its present price, 
does not offer. 


Zonine Laws 
There has been a distinct tendency 
for several years past to exercise social 
control of land to a greater extent than 
ever before. This is evidenced largely 
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in the zoning laws, passed by hundreds 
of communities, which seek to segregate 
into logical sections the types of land 
needed for the varied activities of a 
city. Zoning laws have a tendency to 
increase or to lower land values, ac- 
cording to their logical use, but, for the 
most part, they increase values. Un- 
doubtedly, a limited amount of busi- 
ness property will have a greater total 
value than if business projects are 
indiscriminately placed. Likewise, 
when residential districts are protected 
by adequate zoning restrictions, and 
when a buyer knows that he will not be 
encroached upon by a factory or com- 
mercial structure, he will pay more for 
such land. 

Platting commissions have been 
formed in many cities to control the 
manne? in which subdivisions are laid 
out and improved. This is a further 
extension of the tendency for social 
control, and is desirable from every 
point cf view, despite the fact that it 
interferes with the so-called liberty of 
the subdivider in disposing of his land. 
City planning is likewise directing the 
growth of cities in a more orderly man- 
ner, and will finally result in increased 
values for all types of land. 

Summing up the extent of growth of 
urban real estate values, one may 
safely state that there has been no 
growth evidenced since 1925 or 1926. 
Indeed, there has been a falling off in 
so-called values, for real estate has be- 
come “frozen,” through a lack of 
realization on the part of owners that 
the prices they thought they were going 
to get for their land have not been 
realized. There has been, instead, a 
decrease in values, which were forced 
upon the country through the general 
inflation and subsequent deflation 
which followed the World War. 

What of thefuture? The real estate 
market enters the year 1980 in a de- 
pressed condition in most urban cen- 
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ters. There is keen conflict between 
buyers and owners. ‘The former insist 
on buying on a basis of the economic 
value of land as represented by what it 
will earn. The owners are still loath to 
surrender the fancy speculative prices 
which they had set their minds upon 
obtaining. There the market stands 
at the present time. With the collapse 
of the stock market late in 1929, and 
the ultimate return to real estate chan- 
nels of a considerable volume of specu- 
lative and investment funds, it seems 
likely that conditions will steadily im- 
prove, particularly if land owners will 
sell on a basis which will permit a rea- 
sonable return to buyers of real estate. 
Until these conflicting elements settle 
their differences, and actually engage 
in trading, the market will continue 
dull, It seems probable, however, that 
1980 will see a resumption of activities 
on & larger scale than that obtaining 
for the past several years, Cities are 
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growing, but more slowly than. hereto- 
fore. This is due to the restriction of 
immigration, the tendency of the auto- 
mobile to contribute to the building up 
of outlying towns and villages, the check 
of movement from farms to cities, and 
the ever increasing costs encountered in 
supplying public service facilities to 
cities as they grow to huge proportions, 
thus creating prohibitive tax and 
assessment rates. 

It seems safe to predict that the mar- 
ket for real estate in the near future 
will not be as active as that encoun- 
tered between 1918 and 1925. Noth- 
ing but a great national catastrophe 
like a world war could create such in- 
flation. Lacking this influence, the 
real estate market will retstablish itself 
on a more orderly basis, geared for 
slower speed and the observance of- 
those economic factors which must pre- 
vail in as important a field as that of 
real estate. 


The Going Value of Real Estate 


By Pamir H. Cornick 
National Institute of Public Administration, New York City 


HE term “going value of real 

estate” today has almost as many 
meanings as there are points of view 
regarding real estate.’ To a profes- 
sional expert witness, it may mean any 
sum which the man who retains him 
wants it to mean. To the speculative 
dealer, it means the sum he can afford 
to pay for a piece of real estate and 
still be reasonably sure of making a 
profit on its resale tomorrow, next week, 
or next year. To some dealers in 
“guaranteed” first mortage bonds, it 
means apparently the cost of the land, 


plus the cost of erecting a building, | 


plus the cost of commissions to bond 
salesmen and the profits of the pro- 
moters. To certain more conserva- 
tive dealers in mortgages, it means the 
present net income capitalized at a 
suitable rate per cent, this rate varying 
from four to fifteen, depending on the 
location of the real estate and the uses 
to which it is, or can be, put. To cer- 
tain life insurance companies, it meant 
for a time, when applied to farms, the 
average annual gross income for a term 
of years capitalized in such a manner 
that the deduction of income sufficient 
to support and amortize the loan would 
leave a residue large enough for all op- 
erating costs, including a comfortable 
living for the owner. 

Judging by the researches of the 
Department of Agriculture, going 
value seems to have meant, con- 
sciously or unconsciously to the farm- 
ers of the middle west during the dec- 
ades preceding the World War, the 
capitalization of current net income at 
the current interest rate, plus the antic- 


ipated annual increases in future in- 
comes discounted at the same rate. 
To some economists, it means simply 
the discounted sum of all anticipated 
future rents. To persons having an- 
nual incomes far in excess of their needs, 
even for an extravagant scale of living, 
both tangible income from real estate 
and its market value, present or future, 
may disappear as factors in the deter- 
mination of going value; and the satis- 
faction of a desire for social prestige, 
for the enjoyment of a particular view, 
or for an exotic existence amid ro- 
mantic or unusual surroundings, may 
become the dominant factor in the eval- 
uation of real estate which makes possi- 


_ ble the gratification of those desires. 


Divergent as these definitions are, 
they have certain characteristics in 
common. All of them have a purpose 
which they are designed to serve. In- 
telligently used, they all have a prag- 
matic value. In other words, they are 
true because—and when—they work 
in the situations to which they are 
applied. Under certain circumstances, 
furthermore, the purely speculative 
and meretricious definitions will tend 
to atrophy; the application of the more 
basic definitions will tend to produce 
identical appraisals. In an economic 
situation, for example, which has been 
reasonably stable for an extended pe- 
riod, the capitalized sum of present 
rentals, the discounted sum of all antic- 
ipated future rentals, and the current 
market value will tend to draw so 
closely together that the speculators 
and charlatans will have no field in 
which to operate. 


177 


178 


Surtia Empnasis on Dominant 
Tumors 


The colonists who settled along the 
eastern fringe of the American conti- 
nent some three centuries ago had 
grown up in an environment in which 
income provided the only practicable 
basis for the appraisal of real estate, 
whether for sale, mortgage, or taxation. 
That basis proved inadequate in the 
new situation. Real estate was rarely 
rented and its income was difficult to 
ascertain. It was frequently sold, and 
its market value was comparatively 
easy to establish. Little by little, 
market value replaced capitalized rent- 
als as the basis for appraisals; gradu- 
ally, under the stimulus of forces gen- 
erated by a rapidly growing nation, 
market value forged ahead of capi- 
talized current rentals; slowly, the 
speculative elements came to domi- 
nate, and led large sections of the 
American people to forget that income 
is the ultimate basis for a safe market 
value. 

Until two decades ago, it was still 
possible to find in many parts of the 
country appraisers for mortgage loans 
who had never once taken anything 
but current market value into account 
in their calculations. And why not? 
Many of them had never known a sit- 
uation in which the trend of real estate 
market values was not sharply and 
constantly upward. If a temporary 
depression came, and foreclosures be- 
came necessary, it frequently developed 
that capitalized income had caught up 
with the market value at the time the 
loan was made, and sweeping financial 
disasters were averted. Small wonder, 
then, that thése appraisers and their 
clients should have lived up to a slogan 
coined much later: “Don’t sell America 
short.” 

Meanwhile, however, the values of 
real estate parcels in the hearts of the 
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metropolitan centers had become so 
great as to restrict dealings in them to a 
small percentage of the population. It 
was no longer probable that one would 
find a potential buyer for them among 
the first ten men one met on the street. 
In this situation, income again came to 
the fore as the dominant consideration 
in appraisal. The idea was then 
carried out into the still booming rural 
sections in connection with appraisals 
for loans made by the larger and more 
conservative financial institutions, 
whose primary interest was in security 
of principal and income. At the same 
time, faith in the adequacy of the old 
formula that real estate everywhere 
and always increases in value, began to 
show signs of wavering. 

Broad patches of land appeared along 
the eastern slope of the Appalachians 
which not only ceased to keep pace 
with the general advance elsewhere, but 
which even receded markedly both in 
market value and in annual income. 
Thriving mining camps in the Rocky 
and the Sierra Nevada mountains were 
converted almost over night into what 
one writer has called “the ghost cities 
of the West.” When finally the re- 
cession of values spread like a blight 
over the heart of the nation’s central 
farming area, carrying down one bank 
after another which had made “con- 
servative” loans limited to fifty or 
sixty per cent of market value, the 
stage was set for a thorough reconsider- 
ation of the old theory that exchange 
value alone is a safe basis for the esti- 
mation of going value. 

No one can compare the large num- 
ber of books, pamphlets, and articles 
on real estate valuation which have 
made their appearance during the past 
decade with the slender literature that 
was available on that subject prior to 
that time, without being impressed by 
the great amount of hard thinking 
which is now going on and by the 
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dominant place which the income con- 
cept plays in that thinking. A perusal 
of the literature alone, however, is not 
sufficient to indicate the revolution 
which has gone on in our thinking dur- 
ing that period. The market value 
concept had no literature. It never 
occurred to its practitioners that the 
theory needed either elucidation or 
defense. It played its part in the 
development of a continent. It had a 
pragmatic value while the trend of the 
real estate market was generally up- 
ward. That day is past. Today, 
with sharp upward and downward 
trends existing side by side, financial 
security demands a consideration of 
income—not present income alone, but 
income for an indefinite period in the 
future. 


Tue IDEAL CONCEPT 


The ideal concept of going value is 
undoubtedly that of the economist: 
the discounted sum of all anticipated 
future incomes. Reduced to its barest 
outlines and stripped of numerous 
essential qualifications, its implications 
may be illustrated by the following ex- 
ample. Assume an owner of a parcel 
of real estate and another owner of 
fifty-year tax-exempt Government 
bonds. Assume, further, that they re- 
tain an appraiser to determine the 
number of bonds which can be ex- 
changed for the real estate, subject to 
the proviso that the appraisal of the 
real estate is to be made in such a 
manner that at the end of fifty years 
the capital in the possession of each 
party to the exchange will be equal in 
value, and that each shall have re- 
ceived during the interim precisely the 
same equated amount of net income. 
In other words, an appraisal made on 
this basis would have to be capable of 
justification retrospectively after the 
lapse of a given number of years. An 
appraiser able to estimate accurately 
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all anticipated future incomes would 
need powers of second sight, such as 
those sometimes attributed to the 
seventh son of a seventh son. 

Until our economic situation reaches 
the point of stagnation, it is hardly 
probable that we can achieve the econo- 
mist’s ideal in valuation. We shall, 
no doubt, continue to make present 
income the basis, and to use a capitali- 
zation rate in which we will make such 
allowances for fluctuations in estimated 
future income trends as the best in- 
formation available to us seems to 
warrant. 

In the process of ascertaining present 
net income, as well as in that of esti- 
mating future trends, certain long-run 
factors must be taken into account. 
In order to bring these into clear relief, 
it will be necessary to analyze the out- 
standing economic characteristics of 
real estate. Briefly stated, a piece of 
real estate is simply a parcel of land, 
with or without attachments. The 
land itself has certain inherent qualities 
—fertility, stability, topography, lo- 
cation with reference to other lands, 
and so forth. The land can acquire a 
tangible economic value only when it 
is equipped with certain attachments 
of the type described below. 

On the other hand, examples may be 
cited of attachments to land which are 
quite as useless as a powerful horn would 
be on an automobile without an engine. 
There is this difference, however, 
between a superfluous attachment to 
an impotent automobile and one to an 
impotent piece of land: the automobile 
horn can be transferred to another 
place where it will serve a useful pur- 
pose; the superfluous attachment to 
land, as a rule, cannot’be so transferred. 


Factors GOVERNING INCOME FROM 


The attachments to land are of two 
kinds—communal and individual. The 
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first important attachment to the land 
along the eastern seaboard of the 
United States took the form of an irreg- 
ular and intermittent transportation 
service across the Atlantic, provided 
by a few sailing vessels. The next 
attachment, after the development of 
crude shelters for the inhabitants, was 
the extension westward of trails. These 
early attachments have now been 
replaced by steamship lines maintain- 
ing swift and regular service to all the 
ports of the world, operating in the 
great majority of cases under direct 
or indirect Government subsidies: 
canals, railways, motor highways, and 
pipe lines extending inland, built and 
operated, in the main, by public or 
quasi-public agencies. They have been 
supplemented by submarine cables 
and land wires, radiating in all direc- 
tions, and by radio transmission sta- 
tions; by systems of surface, overhead, 
and underground local transportation 
systems; by water, sewer, gas, electric, 
and telephone systems; and by all of 
the paraphernalia of modern govern- 
ment which contributes to human 
health, safety, welfare, efficiency, and 
happiness. 

All of these are communal attach- 
ments to land, in the absence of which 
the land itself, regardless of its in- 
herent qualities, can have no going 
value whatsoever. Their presence 
alone is not sufficient to create value, 
as is amply proven in “the ghost cities 
of the West” already referred to, 
where values of real estate—lands and 
buildings together—have sunk to the 
vanishing point, in spite of the fact 
that there exist many of these com- 
munal attachments to land. The in- 
herent qualities’ of the land, supple- 
mented by the movement of population 
to take advantage of those qualities, 
determine the extent to which those 
attachments will influence aggregate 
values; less rigidly, they determine the 
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lands which will be selected for im- 
provement. In the long run, they 
establish the manner in which the 
aggregate values will distribute them- 
selves among the individual parcels in 
the area affected by the attachments. 

While there is no inberent difference 
in kind between the communal attach- 
ments which we are now making to 
lands and those which were made by 
our forefathers, the differences in degree 
are so marked that we are, in effect, 
confronted by almost unprecedented 
economic factors. The current tax 
rolls of New York City indicaté varia- 
tions in bare land value ranging from 
less than one dollar to considerably 
more than thirty thousand dollars per 
front-foot of standard depth. 

The emergence from time to time of 
new land value peaks, and the sub- 
sidence of former peaks and extensive 
plateaus of value, have thrown the art 
of appraisal into confusion. In and 
around every city, private investors, 
building and loan associations, mortgage 
companies, and city officials have im- 
puted city lot values to land parcels 
which superficially resemble city lots, 
but which lack a number of the basic 
attachments essential to make those 
lots usable under modern standards of 
urban livirig. The division of respon- 
sibility for providing the necessary 
communal attachments, and the piece- 
meal manner in which they are pro- 
vided, have contributed to the existing 
confusion in our thinking. 


A CONCRETÐ EXAMPLE—RADBURN 


The experience of the City Housing 
Corporation, a limited dividend com- 
pany, in connection with the develop- 
ment of its new thirteen hundred acre 
subdivision at Radburn, New Jersey, 
throws a good deal of light on this 
problem. The lands in question lie 
only about fifteen miles from the heart 
of New York City. They were there- 
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fore near, and within the zone of influ- 
ence of, certain of the major regional 
attachments essential to land value— 
local and transcontinental transporta- 
tion lines, highways, and all of the 
public utilities needed for urban utiliza- 
tion. The average cost of the land to 
the company at current market value 
was approximately six cents per square 
foot. ‘ 

The public and private agencies con- 
cerned with the provision of gas, elec- 
tricity, telephone, and water supply 
undertook to extend their lines to the 
new subdivision without charge to the 
company, because the volume of busi- 
ness expected on the subdivision war- 
ranted the assumption that the rates 
payable by future users of those 
services would support the capital ex- 
pended for the extensions. The sub- 
division company itself undertook to 
provide the land for streets, parkways, 
and school sites, to install storm and 
sanitary sewers, and to pave the 
streets and the sidewalks. When it 
had finished this process for the first 
residential unit placed on the market, 
the total cost to it per square foot of 
salable land was approximately fifty 
cents. That fifty-cent average is being 
used as the basis for market value in 
the sales that are being made. 

If this process of development had 
been carried out by the piece-meal, 
long-term method followed in connec- 
tion with the fringe of vacant land sur- 
rounding most cities, this increase in 
market value from six cents to fifty 
cents per square foot would have been 
looked upon quite generally as an un- 
earned increment. So far, however, as 
the City Housing Corporation and the 
purchasers of homes in Radburn are 
concerned, it is evident that this in- 
crease was comparable rather to the in- 
crement reported by the Federal census 
of manufactures under the heading 
“value added by manufacture.” 
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If this conclusion is warranted, it 
leads logically to two further conclu- 
sions which are of primary importance 
to appraisers in estimating future in- 
come trends. First, it is obvious that 
unearned increments, which play a large 
part in the calculations of appraisers, 
occur when the costs of manufacture 
are not charged immediately to the 
lands affected, or do not become de- 
ferred charges against future incomes 
therefrom. Second, if the costs of 
manufacture are charged against in- 
come from real estate not affected by 
the manufacture, that real estate must 
experience corresponding decrements in 
going value, because its net income 
available for capitalization is decreased 
thereby. 


Tam VALUATION oF BUILDINGS 


In addition to the sometimes in- 
tangible, frequently remote, and often 
invisible attachments to land, which 
have just been discussed, there are, of 
course, the more obvious attachments 
in the form of buildings. The cost of 
these is, as a rule, a direct charge 
against the parcels of real estate of 
which they area part. For this reason, 
some appraisers cling to the rule-of- 
thumb principle that an attachment of 
this type is worth what it costs to build 
it; others modify the rule by allowing 
for structural deterioration; while still 
others contend that it is worth repro- 
duction cost new, less allowances for 
the structural deterioration manifest 
in the existing building. 

It is obvious, however, that none of 
these rules can be applied with accuracy 
to any one of the structurally sound 
buildings in “the ghost cities of the 
West” ; none is adequaté for use in con- 
nection with buildings in the compara- 
ble dead spots of any of our large cities; 
none could be applied safely to the new 
Chrysler building in New York City, if 
that building had been erected in the 
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Mojave Desert, of California. It is 
even possible that none of these rules 
is applicable to that building erected 
where it.is at the intersection of Forty- 
second Street and Lexington Avenue. 
Whether the Chrysler building—tem- 
- porarily, at least, the tallest structure in 
New York City—will be more success- 
ful than its predecessors in that rôle in 
paying adequate returns on its costs of 
construction, remains to be seen. 

From the instances cited, it is ob- 
vious that any one of a number of 
causes other than physical deteriora- 
tion may make a building worth less 
than it cost to build it. Faulty or 
extravagant design may lead to waste 
of capital. Subsequent changes in 
style or in methods of construction 
may have the same result. Far more 
important, however, in the long run, 
are the factors intimately connected 
with the inherent qualities ‘of the land, 
or with the communal attachments in- 
stalled for the purpose of taking ad- 
vantage of those qualities. 

The decline of some of the western 
mining camps was due to exhaustion of 


natural resources; the decline of others ` 


was due to drops in the price levels of 
certain commodities, or to increased 
costs of extraction with increasing 
depth. The decline of “the dead spots,” 
common even in growing cities, is at- 
tributable in some cases to the inade- 
quacy of the communal attachments to 
land. In other cases, communal attach- 
ments, adequate when the buildings 
served by them were erected, are ren- 
dered relatively inadequate because of 
the construction of newer and better at- 
tachmentsto competing lands elsewhere. 

When land values decline, building 
values decline with them. When they 
increase markedly, building values, 
strange to say, may also decline. 
In connection with dwellings erected 
for occupancy by groups whose in- 
comes are rigidly limited by general 
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wage levels, cases have arisen which 
seem to indicate that increases in the 
value of the lands on which they are 
erected, with the attendant increases 
in annual taxes, may decrease the net 
income from the properties as a whole 
to a point where the value of the build- 
ings disappears. In some of those in- 
stances, furthermore, the increases in 
land value are not sufficient to com- 
pensate for the building values wiped 
out. With that fact in mind, it is in- 
teresting to note that in Radburn steps 
have been taken, both in the physical 
design of the subdivision and in the 
restrictions placed on land uses, to 
minimize the danger of undue en- 
hancements in residential land values, 
the purpose being to conserve the in- 
vestment in the buildings and in the 
other attachments for residential use. 


CONCLUSION 


Here, then, is the situation with 
reference to the determination of the 
going value of real estate. The great 
fiduciary institutions—the insurance 
companies whose reserves belong to a 
multitude of policyholders, and the 
banks whose funds in large part are 
held in trust for depositors—many of 
the large individual and corporate 
investors, and a growing number of 
small investors, have come to place 
security of principal first among the 
considerations in investment. They 
have learned that security of income is 
a prerequisite to security of principal. 
There is consequently a growing em- 
phasis in appraisal methods on the 
determination of actual or potential 
income. 

Gross present income is compara- 
tively easy to determine, but going 
value depends on future net income. 
Certain of the necessary adjustments 
of gross income, in order to arrive at 
net income, can be estimated with 
reasonable accuracy. Adjustments of 
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income, on the other hand, for the 
amortization of losses due to shifts in 
the value of the dollar, or of wastes— 
only too often needless—due to shifts 


in land utilization, are still in the realm, 


of guess work. At present, no ap- 
praiser can hope to answer correctly 
all the questions which arise in these 
fields in connection with all the proper- 
ties he appraises. For the solution of 
those problems, he must rely on others. 
In short, the appraisal of real estate 
is no longer a job simply for the ap- 
praiser. The movement toward the 
division of labor, which is one of the 
outstanding characteristics of the age 
in which we live, has broken up the ap- 
praiser’s job into a number of inter- 
related parts. Experts in the theory 
of money have taken over the task of 
devising a standard of value which will 
be stable. The zoners have set out to 
prevent the needless, sudden, and 
cataclysmic changes in land utilization 
which have only too often wiped out in- 
vestments in land and buildings. The 
city planners are beginning to realize 
the need for planning and for directing 
future land utilization, not alone from 
the standpoint of beauty, but from that 
of all the other factors which affect 
human welfare even more profoundly. 
They are beginning to realize the need, 
also, for correlating the costs of the 
communal attachments to land, which 
provide the framework for the city 
plan, with the capacity of the owners 
of the lands served by those attach- 
ments to utilize and pay for them. 
The regional planners are dreaming of 
extending the same principles beyond 
the narrow confines of single municipal- 
ities into entire economic regions, and 
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are endeavoring to create the new gov- 
ernmental instrumentalities necessary 
for the effectuation of their dreams. 
Forward-looking utility corporations 
wh:ch are engaged in providing essential 
communal attachments to land are, 
here and there, building up regional 
plans for their own services, with the 
aid of economists, sociologists, and 
stacisticlans who are expert in the 
theory of probabilities. Government 
officials, theoretical economists, and 
the paid representatives of large tax- 
payers and ratepayers are struggling 
with the problems of apportioning 
among the individual users of land the 
costs of providing, maintaining, and 
operating the multiform communal 
attachments to land. 

All of these groups are concerned with 
the going value of real estate which, in 
the last analysis, they are endeavoring 
to appraise on a regional basis. Fur- 
thermore, their activities have a pro- 
found influence both on the total and 
on the relative going values of the 
individual land parcels within their 
region, and on the values of the build- 
ings erected on these parcels, 

As these specialists progress toward 
the solutions of the phases of the prob- 
lem which they have assumed as their 
own, the problem of the appraiser of 
individual parcels will become simpler. 
Every advance on their part means a 
narrowing of the limits within which 
future gross incomes, and the necessary 
deductions from those incomes, will 
fluctuate; every such advance means, 
consequently, an advance also on the 
part of the appraiser toward the econ- 
omist’s concept of the going value of 
real estate. 
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UR knowledge of urban ownership 
and tenancy is considerably less 
than that of farm tenure. At least, 
this is true statistically. Since 1880, 
we have had census figures on the num- 
ber of farms operated by owners and 
tenants. Later, data on acreage as 
` well as farmers were made available. 
Studies by the colleges of agriculture 
and the United States Department of 
Agriculture have revealed the reasons 
for the varying amounts of tenancy in 
various sections of the United States. 
We know a great deal about the land 
owners who are leasing lands to tenants 
and the relationship between the two. 
The 1925 census revealed the fact on a 
nationwide scale that about twenty- 
eight per cent of the tenants were 
related to their landlords as sons, sons- 
in-law, or in other ways. We have 
discovered that the various forms of 
tenure—ownership, ownership with en- 
cumbrance of a mortgage, part owner- 
ship with a portion of the land rented, 
tenant, and hired labor—are, in fact, 
a ladder upon which the American 
farmer progresses. The 1920 census 
gave us the information for the nation 
as a whole, while individual studies 
have filled in the’details of the picture 
for states or parts of states. We also 
have considerable information on the 
social effects of tenancy and the rela- 
tion of tenure to agricultural practices 
and efficiency. 


Tenancy A Form OF OWNERSHIP 


Much of our thinking about tenure 
and ownership is colored by our rural 
heritage, and, in some respects, by 
feudal and European experience with 
ownership and tenancy. The very 
word “landlord” brings to mind a pic- 
ture of one who “‘lords”’ it over an un- 
fortunate tenant. It reminds us of the 
days when the proprietor of land was 
in fact a lord, and in some countries he 
could not assume that title unless he 
was the owner of landed property. We 
are inclined to think in terms of owner- 
ship versus tenancy, as if the two were - 
diametrically opposed forms of tenure. 
However, if property ownership con- 
sists of a bundle of rights which the 
owner exercises over a property object, 
it is easily understood that tenancy is 
only a form of ownership. Ownership 
of property is never absolute. It is 
always subject to eminent domain, the 
police power, and taxation by the state. 
The owner’s rights may be circum- 
scribed by entail, primogeniture, and 
many other legal qualifications, and 
may be fixed in time. However, the 
ownership in fee simple usually implies 
rights in perpetuity. The tenant, on 
the other hand, when he leases landed 
property, is granted certain rights in 
the Jand for a definitely fixed period of 
time. The rights thus transferred by 
the land owner to the tenant are pre- 


184 


TENANCY Versus OWNERSHIP In RBAN LAND UTILIZATION 


seribed by the terms of the lease, which 
itself is subject to law and custom. 
The difference between ownership and 
tenancy is, therefore, merely a differ- 
ence in the number of rights and the 
length of time these rights are enjoyed 
by the user of the property. Of course, 
the two parties to a lease may have 
different economic power, and tenancy 
has often been, and may still be, an un- 
fair division of rights and incomes be- 
tween landlord and tenant. 

Urban tenancy is much more com- 
plex than is rural tenancy. In the 
latter, there is no residential property 
separate from business, industrial, or 
other property. The farm and home 
are one. With rare exceptions, the 
tenant-operated farm is also a tenant- 
occupied home. This does not hold, 
however, for those cases where an 
owner has rented additional land. 
When urban tenancy is mentioned, we 
must distinguish between residential 
and other tenancy. The renting of 
business buildings, offices, or even office 
space, land for industrial purposes, and 
so forth, is so common that it is not 
considered a “problem.” Business 
leases take various and sometimes 
eccentric forms. Ninety-nine year 
leases are regular business practices, 
but there are also air rights, and other 
less well-known forms of leases.1 In 
this paper, we shall concern ourselves 
entirely with tenancy and ownership of 
homes, 


Various Forms or Ursan Homes 


What is a “home”? The simplest 
and the most understandable form is 
that of a single, detached house, oc- 
cupied by one family. This is much 
like the farm’ home of the country. 


1A recent compilation of long-term leases 
which may be of interest to some readers is 
Fisher and Neihuss, “Catalog of Long-Term 
Leases in Detroit,” Unit. of Michigan Business 
Studies, vol. 4, no. 5 (1929). 
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However, particularly in the East, a 
single family dwelling is not always de- 
tached, but is often a unit in a long 
row of houses. Each dwelling, more- 
over, constitutes a separate property, 
and may even have its own architec- 
tural design. Such a family may rent 
one or more rooms to individuals and 
add. to the income by having “room- 
ers,’ Strictly speaking, the home is 
now no longer an owner-occupied 
dwelling. In some cases the house is 
rearranged for light housekeeping pur- 
poses in order to permit its occupancy 
by a second family, making the dwell- 
ing into a two-family house. 

The two-family house, which inten- 
tionally provides for two families living 
entirely separate, is either a duplex or 
a flat. In the latter case, there are 
generally two identical floors with 
separate entrances, separate heating 
plants, separate electric, gas, and water 
meters, and so forth. In the duplex, 
the two families occupy separate parts 
of the house, side by side. Very often 
the owner occupies one of the units 
himself and rents the other, and may 
perform some of the services for his 
tenant. Flats often include more than 
two floors, and may occur detached, or 
in solid rows like the “row houses” 
mentioned above. Arrangements such 
as these are clearly “multi-family” 
dwellings. 

The final form of multi-family hous- 
ing is, of course, the apartment. Here 
a great many living units or “homes” 
are placed under one roof. These units 
are arranged in size from one-room 
apartments to six or more rooms, to 
suit the needs and desires of tenants. 
Instead of the ownership lodging with 
one of the residents df the building, the 
owner may be a corporation, with 
bond issues and stocks. Service has 
become centralized. Instead of sepa- 
rate heating plants for each home 
there is a central plant. The care of 
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the building is entrusted to a paid jani- 
tor. The tendency is more and more 
to furnish service with the building as 
well as mere shelter, and in some cases 
this approaches hotel service, with 
maids, dining-rooms, garages, and so 
forth. The owner pays for most of this 
service in his rent. The apartment 
building of twenty-five to thirty stories 
is the ultimate in multi-family housing. 
These apartments are located on high- 
priced land in order to afford accessi- 
bility to the business offices of their 
occupants. Placing a great many 
“homes” under one roof, in the form of 
skyscrapers, makes for economy. Like- 
wise, codperative service, heating, jani- 
tor service, and so forth, is cheaper than 
if these services were performed with 
the same elaborateness and efficiency 
in single family, detached houses. 

As we have progressed from the 
simple, single family “home” to the 
elaborate, multi-family apartment, 
home ownership has been gradually 
superseded by tenancy. The many 
family apartment houses are practically 
all tenant occupied. However, the 
codperative apartment is a movement 
to restore occupier ownership in multi- 
family houses. 

Finally, there is the combination 
business and residential building. In 
smaller cities, the lower floor is often 
occupied by a store, a restaurant, and 
so forth, while the second floor is ar- 
ranged for apartments. These may or 
may not be occupied by the owner. In 
larger cities, where buildings are many 
stories high, the combination may take 
other forms. 

The types of homes briefly described 
so far lend themselves to ownership or 
tenancy in various degrees. As a rule, 
the single family home is occupied by 
the owner. In very few cases does a 
builder erect a house as a permanent 
renting proposition. He may rent it as 
a temporary expedient because there is 
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no immediate sale for it, or the owner 
may have to leave the city, and may 
rent the house until a buyer appears. 
However, in small industrial towns, 
factories often erect single family dwell- 
ings which are rented to their employ- 
ees. These “company houses” are 
often of one type of architecture and 
are not very attractive. 

Other cases where dwellings designed 
for single families come upon the rental 
market is in the so-called “blighted dis- 
tricts,” where business use is supersed- 
ing residential use. The owners sell, 
and the houses either become rooming- 
houses or are rented to several families. 
The same thing may happen where one 
group moves out because of the infiltra- 
tion of another race.? 

The two-family houses and the other’ 
more complex multi-family dwellings 
are distinctly built for rental purposes, 
and ownership of one of the units is 
only incidental. As stated above, co- 
operative housing is designed to permit 
ownership of multi-family dwellings. ` 

Ownership and tenancy are, there- 
fore, closely connected with the type of 
city. Where the single family house 
can persist economically, home owner- 
ship is easier than where it cannot. 
The large city, where multi-family 
dwellings are an economic necessity, is 
favorable to tenancy. 


Tue Treno iw Ursan Home 
OWNERSHIP 


The Federal census presents figures 
on home ownership and tenancy of 
homes not on farms from 1890 to 1920. 
In contrast to rural tenancy, which in- 


2A realistic comparison of a “blighted dis- 
trict” with an adjacent “high-class” residence 
area which is rapidly turning into an apartment 
district, written from the point of view of a 
sociologist, is Zorbaugh, The Gold Coast and the 
Slum. 

1U. S. Census, 1920. Monograph DO, Mort- 
gages on Homes; U. S. Census, 1920. Vol. I, 
Population, chs. 14-15. 
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creased from 28.4 per cent in 1890 to 
38.6 per cent in 1920, urban tenancy 
decreased from 63.1 per cent in 1890 to 
59.1 per cent in 1920; conversely, there 
was an increase in the proportion of 
owned homes from 86.9 per cent to 40.9 
per cent in 1920. Table I presents the 
data by sections for the United States. 
In 1890, the percentages of rented 
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in 1910, joining the almost universal 
decline in the percentage of rented 
homes. 

However, general statistics for whole 
sections obscure tendencies for cities of 
varying sizes. Homes not on farms are 
to be found in the smallest village as 
well as in the largest metropolis. Tak- 
ing the twenty-six largest cities of the 


TABLE I—Proportion or OWNED AND Renvrep Hoses BY SECTIONS AND GEOGRAPHIC 
Drvisrons, 1890-1920 * 























































Per Cent of All Homes Not on Farms t 
Section and Division 1920 1910 1900 | 1890 
í =a 

Rented | Owned [Rented | Owned [Rented | Owned |Rented | Owned 

United States. oaos. 59.1 61.6 38.4 63.8 | 36.2 83.1 86 9 
The North... .... 58.6 41.4 61.2 38.8 62.4 37.6 60.9 39.1 
New England..... 64.6 85.4 67.4 82.6 66.2 38.8 64.9 35.1 
Middle Atlantic... . 66.8 | 88.7 | 69.4 | 30.6 | 70.1] 29.9] 67.8 | 32.2 
East North Central.... . 52.8 47.7 54.2 | 45.8 55.5 44.5 53 3 48.7 
West North Central 47.8 | 52.2) 49.6 50.4 53.4 46.6 54.5 45.5 
The South........ $ 62.3 87.7 66.2 83,8 70.4 29.6 72.0 28 0 
South Atlantic...... 68.8 | 36.7 | 68.5 | $1.5] 72.7] 27.8 | 738.1) 26.9 
East South Central . 64.4 85.6 67.1 22.9 71.4 28.6 72.5 27.5 
West South Central. 59.1 | 40.9 | 61.6 | 88.4] 64.8] 85.2) 68.4] 31.6 
The West 56.1 43.9 53.3 46.7 57.1 42.9 55.9 44.1 
Mountain. ....... 55.1 44.9 53.2 46.8 52.9 47.1 50.9 49.1 
Pacifie..... 56 6 43.4 53.8 46.7 60.0 40.0 59.2 40.8 


























* U. S. Census, 1920, Monograph II, Mortgages on Homes, p. 39. 


t Includes distribution of unknown as to tenure. 


urban homes for the two Central sec- 
tions were 58.8 and 54.5 per cent; only 
the Mountain section was lower, with 
50.9 per cent. Next in order was the 
Pacific -section, with 59.2 per cent. 
The East followed, and the South was 
the highest of all. By 1920, there was 
a noticeable tendency to narrow the 
spread between the various sections, 
with the greatest decrease in the South 
and an increase in the Mountain states. 
Some of the sections reached their peak 
of tenancy after 1890; most of them did 
so in 1900; and New England reached it 


United States (those which had a popu- 
lation of one hundred thousand or 
more in 1890), the percentage of homes 
owned in 1890 was only 22.8, but it in- 
creased to 26.9 per cent by 1920. The 
lowest percentage of home ownership 
was in New York, with 10.6 per cent, 
and the highest was in Rochester, New 
York, with 44 per cent.‘ In 1920, the 
lowest was again New York, with 12.7 
per cent of the homes owned, and the 
highest was Omaha, Nebraska, with 

4U. S. Census, 1920. Monograph I, Mort- 
gages on Homes, p. 59. 
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48.4 per cent. Baltimore and St. Paul 
were very near the top, with over 46 
per cent. A regrouping of these 
twenty-six cities showed that the ten 
most rapidly growing cities had a 
smaller population of owned homes 
than those with a slower growth. 

Taking a second group of fourteen 
cities, with a population of twenty-five 
thousand to one hundred thousand in 
1890, with a very rapid growth between 
1890 and 1920, a decided increase in 
home ownership was quite noticeable 
for the smaller cities. These fourteen 
cities had 32.8 per cent of home owner- 
ship in 1890, and 37.6 per cent thirty 
years later. The range at the former 
date was between 10.2 per cent for 
Birmingham, Alabama, to 56.2 per 
cent for Akron, Ohio. In 1920, Nor- 
folk, Virginia, was at the foot of the 
list, with 23.2 per cent, and Canton, 
Ohio, was at the head, with 54 per cent. 
Akron had only 44.7 per cent at this 
period. Some fifteen cities with a slow 
rate of growth increased from 38.8 per 
cent home ownership in 1890 to 87.5 
per cent in 1920. 

These figures must be taken to sig- 
nify a general trend. To know what 
is taking place in any particular city, 
it is necessary to be familiar with that 
city. Nodoubt, the automobile, better 
roads and streets, suburban transport 
by steam, electricity, and bus, which 
had a great development in the period 
covered by the census (1890 to 1920), 
helped to decentralize cities. People 
can now live further away. Here land 
is cheaper and single family dwellings, 
surrounded by a fair sized lot, are pos- 
sible and within the reach of many peo- 
ple. Subdivisions about all our cities 
are testimony to this tendency. How- 
ever, most of these single family homes 
occupied by owners are outside of the 
city limits of many of our large cities, 
either in the open country or in smaller 
towns and villages—the suburbs and 
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satellites of the mother city. Statistics 
for residential suburbs, therefore, show 
a high proportion of home ownership. 
The main city, with constantly increas- 
ing land values, greater industrializa- 
tion, and commercialization, may ac- 
tually lose residential population, and 
will certainly increase its multi-family 
dwellings and tenant-occupied homes. 
Unfortunately, the census does not re- 
port the percentage of ownership and 
tenancy of cities having a population 
below ten thousand. However, a few 
examples from the data available will 
make this clear. In 1920, 97.9 per 
cent of the homes in Manhattan Bor- 
ough were rented, 91.8 per cent of those 
in the Bronx, 80.7 per cent in Brooklyn, 
63.8 per cent in Queens, and only 57.3 
per cent in Richmond. Chicago had 
73 per cent of its homes rented in 1920, 
but two of the suburbs of Chicago, 
Evanston and Oak Park, had 59.7 per 
cent and 87.4 per cent, respectively, of 
tenant occupied houses. 

In other cases, annexations of resi- 
dential suburbs changed the ratio of 
owner to tenant homes as recorded by 
the census, but left the original city 
with no more owned homes than before. 
Yet, in spite of all these qualifications, 
the increase in home ownership was real 
and satisfying. 


NUMBER or Famiiies Per DWELLING 


Other data, however, throw addi- 
tional light on this problem. The cen- 
sus also reports the number of fami- 
lies per dwelling. The definitions of 
“family” and “dwelling,” as used by 
the census, are not the usual ones, yet 
they will serve to indicate the trend 
of tenure. If there were a family for 
each dwelling, there obviously would 
be no excess of families over dwellings. 
However, in New York, for instance, 
there were 2.95 families per dwelling in 

5 Ibid., pp 19-20; or U. S. Census, 1920 Vol 
I, Population, ch 14 
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1890, and 3.49, in 1920. In Chicago, 
this ratio increased from 1.72 to 1.86 in 
this period. The average for the 
twenty-six largest cities was 1.74 in 
1920, but it was 1.92 for the ten cities 
with the most rapid growth. A com- 
parison of the percentage of tenancy 
with the figures showing excess of fami- 
lies over dwellings shows a very general 
correlation between these two factors. 
The only cities where the correlation 
is not close are Southern cities, with 
one exception, namely, Indianapolis. 
Negro tenants in the South are 
housed largely in rented single family 
units, rather than in multi-family 
units.® 

The census figures of 1920 are now 
ten years old, and many changes have 
taken place in city structure, in build- 
ing construction, in transportation, and 
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Monthly Labor Review of June, 1929, 
clearly show this trend in residential 
construction (see Table II). They are 
based upon the building permits issued 
in two hundred and fifty-seven identical 
cities for the period 1921-1929. In 
1921, 224,545 families were provided 
with housing in these cities, of which 
over fifty-eight per cent were in one- 
family houses, seventeen per cent in 
two-family houses, and twenty-four 
per cent in multi-family dwellings. By 
1926, the situation was reversed. 
Multi-family dwellings were built for 
forty-five per cent of the families, and 
only forty-one per cent were placed 
in single family houses. Two-family 
houses provided shelter for only about 
fourteen per cent of the families, as 
compared with seventeen per cent in 
1921. In 1928, multi-family housing 


TABLE Jl—Perrcentacs or Fasmures Provipep For By New RESIDENTIAL CONSTRUCTION IN 
Srvexe Faunriy, Two-Fasniy anb Muuti-Fasoty Dwetiras, 1921-1928, ny 257 Crrres 
or THE UNITED STATES * 

















Year Number of One-Family Two-Family Multi-family 
| Families Dwellings Dwellings Dwellings 
1921 224,545 58.8 17.8 24.4 
1922 337,305 47.5 21.3 $1.2 
1923 458,673 45.8 21.2 83.0 
1924 442,919 47.6 21.5 30 9 
1925 491,222 48.0 17.5 36,4 
1926.. 462,214 40.7 18 9 45.4 
1927 406,095 38.8 18.4 48.3 
1928 388,878 35 2 k li.i 58.7 











* Based upon building permits issued for the year. Monthly Labor Review, June, 1929, p. 154. 


in general living conditions. The 
multi-family dwelling has gained over 
the single family home, and the two- 
family dwelling seems to be losing 
ground even more than the latter. 
The obvious implication of these facts 
is that the decrease in urban tenancy 
has been reversed by post-war condi- 
tions. The figures published by the 
Bureau of Labor Statistics in the 


5 Dorau and Hinman, Urban Land Economics, 
pp. 409-12. 


provided shelter for more families than 
the other two types put together. 
Figures for 1929 are not yet avail- 
able for the entire group of two hundred 
and fifty-seven cities. The Bureau of 
Labor Statistics, however, has pub- 
lished data for the first six months of 
1929 for the eighty-five cities estimated 
to have a population of one hundred 
thousand or more.” Table III indi- 


7 Monthly Labor Renew, Oct., 1929, pp. 121~ 
154. 
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TABLE JU—Faamues Proven ror IN New RESIDENTIAL CONBTRUCTION IN Sincte Fasnry, 
Two-Famaiy anp Muvri-Famay DwELLINGS Durme THE Fimst Srx Montas or 1928 
AND 1929 iw Crries or 100,000 ann Over * 














Percentage of Families Provided for in 





Total Number 
Year of 
| Families 
lst half of 1928.... 195,216 


1st half of 1929 142,066 





* Monthly Labor Review, Oct., 1929, p. 125. 








TABLE IV—Increase iw Percantaas or Toran Fasoums Provinep ror in Motri-Famoy 
DweE.uinas, 1921-1928, BY POPULATION or Crry 











Population Group 





1,000,000 and over.. 
500,000-1,000,000 . 
250,000~ 500,000 
100,000- 250,000.. 











Increase in 

1928 Percentage, 

1921-1928 
78.56 33.65 
46.79 24.23 
17.68 50.16 32 48 
12 78 33.70 20.92 
16.52 26 58 10.01 





TABLE V—Inocrmasn ix Percentage or Toran Famurs Provipep ror IN Motri-Faminy 
DWELLINGS, 1921-1928, By Typm or Crry 








f Increase in 

Type of City 1921 1928 Percentage, 

1921-1928 
Central Metropolitan 80.84 62.59 32.25 
Suburban... .. aise 25 68 58.33 32.85 
Independent 10.12 17.84 7.72 











cates that despite a severe drop in the 
amount of residential construction in 
1929 the multi-family trend, in the 
large cities at least, has not been 
stopped. 

The customary treatment of these 
data or of general facts on the same 
subject is to dismiss them as describing 
a phenomenon of the large cities. 
Table IV, computed from the data 
given, however, indicates that size 
alone is not as influential as popularly 
assumed. Of course, the change has 
not been without breaks, but in all ex- 





cept the smallest size group provision 
was made in 1928 for the largest multi- 
family percentage of total families. 
The highest percentage in this popula- 
tion group was in 1927, 38.24 per cent, 
or an increase of 27.11 per cent above 
the low of 1921. This increase would 
be the third largest of the six classes 
given. 


Trend Toward Mutri-Fami.y 
DWELLINGS 
The data of Table V give a more 
positive conclusion, namely, that the 


TENANCY Versus OWNERSHIP IN URBAN LAND UTILIZATION 


trend toward multi-family living is 
more a metropolitan phenomenon than 
mere size groupings would indicate. 
The definitions of central metropolitan 
and suburban cities used are those of 
the 1920 census for the definition of 
metropolitan areas; all other cities are 
classed as independent. The striking 
fact here is that the suburb, usually 
looked on as the refuge of the home 
owner, shows a slightly larger change 
toward multi-family units than do the 
central cities. 

Table VI affords some interesting 
comparisons with Table I. The multi- 
family trend, with the inferred increase 
in tenancy, has affected some sections 
which in 1920 had high percentages of 
ownership. The East North Central 
sections and the Pacific states are ex- 
cellent illustrations. The West North 
Central area, which had the highest 
percentage of home ownership in 1920, 
showed the only decrease in multi- 
family units in comparing 1928 with 
1921. This does not show accurately, 
however, the trend in the section. 
The multi-family percentage rose from 
19.70, in 1921, with only one break to 
38.19, in 1927. The 1928 drop to 
19.56 per cent obscures this fact. The 
two-family group also showed a sub- 
stantial increase, from $.21 per cent to 
11.47 per cent in 1928. 
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Two warnings are called for. The 
increase from 1921-1922 in the multi- 
family percentage was very sharp in 
most groups. This accentuates the 
total increase over the period, but the 
time of the largest increase is signifi- 
cant. All the data given are for new 
residential construction for the dif- 
ferent years and the percentages are of 
total families provided for by the 
construction of each year. It should 
be noted that whereas the total number 
of families provided for in two hundred 
and fifty-seven cities reached a maxi- 
mum in 1925, the multi-family trend 
has continued since that date. The 
same statement holds true for nearly 
all the classifications made so far. 

The Bureau of Labor calls attention 
to the social significance of this trend: 

Just what effect this change in the type of 
dwelling will have on the social, economic, 
and political life of the country is hard to 
determine. That it will have its impress 
on the character and life of the people is an 
undoubted fact. Few apartment dwellers 
are home owners.’ 


The reasons for the drift to multi- 
family housing are economic and social. 
In the first place, it is less expensive to 
provide comparable housing on the 
multi-family plan than in single units, 
and still less expensive to maintain 

2 Monthly Labor Review, June, 1929, p. 154. 


TABLE Vi—Inorwase IN PIRCENTAGE or Toran Faurures PROVIDED FOR IN 
Motti-Faun.y DWELLINGS 























Increase in 

1921 1928 Percentage, 

1921-1928 
New England... .... 23.10 48.21 20.11 
Middle Atlantic... .. a.a 70.51 85.20 
East North Central . : 47.48 22.88 
West North Central . . . .. 19 56 ° —.14 
South Atlantic..... 35.90 15 90 
East South Central... .. 26.69 16.08 
West South Central.. 17.89 9.18 
Mountain......... 25.84 17.21 
Prenes Gel Mee We 51.16 $0.90 
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services such as heating, lighting, and 
the like. The estimated costs of 
residences and apartments given in the 
building permits show this. They are 
estimates, of course, and are below the 
true cost of construction and the 
figure at which the dwelling is sold 
to the purchaser. 

Figures on costs as stated in building 
permits are available for the same two 
hundred and fifty-seven cities as above 
and are presented in Table VO. It 
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pied by a two-family dwelling, it is 
divided in half, and as the number of 
families increases the smaller will be 
the land cost per family. 

This statement, of course, would be 
correct if the value of the lot remained 
the same under these various forms of 
utilization. As a matter of fact, land 
values reflect the present and the pos- 
sible intensity of use, and a site suitable 
for multi-family dwellings would be 
much more valuable than one suitable 


TABLE VII—Cosr or DWELLINGS PER FAMILY as ESTIMATED IN BUNDING PERMITS 
Issump IN 257 CITES or THE Unrren States * 





























ZA 
Single Two- Multi- 
Year Family Index Family Index Family Index 
(in dollars) (in dollars) (in dollars) 
4,019 100 
8,880 97 
4,001 100 
4,418 110 
4,289 107, 
4;095 102 
4,170 104 
4,129 103 
* Monthly Labor Review, June, 1929, p. 152, 
will be noted that in 1921 the average for a single family house. The land 


cost per family for single family 
dwellings was $3,972; $8,762 for two- 
family dwellings; and $4,019 for multi- 
family dwellings. With the exception 
of one year, the cost of multi-family 
housing fell below that of single family 
houses. The trend is best shown in 
the columns showing the index, using 
1921 as a base. In 1928, the per 
family cost of multi-family units had 
risen to only 108, as compared with 108 
for two-family, and 124 for one-family 
dwellings. 

The figures are for construction only; 
the price of the land is not included. 
Multi-family utilization is also a more 
economical use of land. If a single 
family dwelling occupies a lot, the 
whole land cost falls on one unit; occu- 


cost per family, therefore, tends to be 
more equal than the above general 
statement suggests. Perhaps the best 
way to illustrate the principle is to see 
how the land cost per family is in- 
creased if an owner erects or main- 
tains a single family house on a site 
economically suited for an apartment. 


Facrors Arrectina URBAN OWNER- 
SHIP AND THNANCY 


Costs of housing must be compared 
with incomes. A study of incomes of 
the urban residents will make it clear 
that hundreds of thousands of wage 
earners have incomes so low that the 
ownership of single family units is out 
of the question. They must be satis- 
fied with renting in multi-family 
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dwellings, and many of them in the 
cheapest of tenements and apartments. 
The New York State Board of Housing 
reported that very little of the housing 
recently erected by private enterprise 
has been within the reach of the wage- 
earning class, even on a rental basis. 
Almost all of this class fall within the 
group earning twenty-five hundred 
dollars’ or less per year, which means 
that they should not pay more than 
six hundred dollars a year for rent— 
the average rental is nearer five hun- 
dred dollars a year, or $12.50 per room. 
Less than three per cent of the new 
construction was offered below this 
rate.’ 

The realtors’ slogan, “Own Your 
' Home,” can have no meaning for these 
people. It has been said that the 
amount spent for the purchase of a 
home should not be more than two or 
two and one-half times the gross in- 
come of the individual. In a typical 
city like Milwaukee, the average single 
family building permit for 1929 was 
$5,478; the two-family dwelling was 
$4,055; and in multi-family units only 
$2,905 per family. Adding the value 
of the lot and making allowance for 
underestimates in the building permit, 
the average home in Milwaukee would 
cost eight or nine thousand dollars. It 
would take an income of nearly four 
thousand dollars a year to own the 
average home in this city. 

However, the movement into apart- 
ments is not solely because of greater 
economy. Many modern apartments 
cost more per family than good single 
family homes, but they have more 
rooms, are furnished more expensively, 
and the services rendered are more 
elaborate. Modern construction and 
invention have provided new comforts 
and conveniences, which are entirely 
absent or else very costly in the usual 
home. This is in line with the modern 

? Monthly Labor Review, Sept., 1029, p. 105. 
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way of living. Women have more and 
more interests outside of the home, and 
the workshop part of the house has 
shrunk in proportion. More of the 
functions of the old type of home are 
now done commercially away from the 
home. Laundering, and cleaning of 
rugs and clothes, are examples. Food 
is bought prepared, or almost so. 
There is more “eating out.” Part of 
this is due to the distance between the 
office or the shop and the home, but 
part of it is from deliberate choice. It 
is estimated that one-sixth of all the 
food used for human consumption in 
the United States is served in public 
eating places. In New York City 
alone, $1,250,000 is spent by two 
million patrons daily, many of whom 
not only eat one meal, but two and 
three meals, away from home.!° Like 
the farm, the home is becoming 
mechanized. Electric refrigerators, 
vacuum cleaners, dishwashers, washing 
machines, and ironers are a part of the 
modern home, and many of them are 
“built in” features in the higher priced 
apartments. Mechanical devices have 
taken the place of the vanishing 
servant, whose domain was once the 
single family home. 

However, it is not only the women, 
but also the men, who are glad to pay 
for the extra services which the apart- 
ment offers over the single family 
house. The head of the house is re- 
lieved of caring for the furnace, carry- 
ing ashes, mowing the lawn, making 
repairs, and so forth, which occupa- 
tions fall to his lot if he owns his home. 
He either has to do this himself or has 
to have it done. Men are shifting 
their interest from gardening and 
similar semi-rural pursuits to golf, the 
country club, motoring, and other 
pastimes. In fact, some of these 
pursuits are responsible for the change 
in the modern home itself. Only in 

10 New York Times, Aug. 18, 1929. 
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smaller cities does the home owner 
maintain a connection with the soil. 

Apartments which offer all these 
extra services are not necessarily 
cheaper than the average home. In 
fact, they make the cost of shelter 
higher, but tenants are glad to pay for 
service, a striking architecture, a well 
sounding name, and convenience. The 
social prestige once associated with the 
ownership of a big house seems to have 
waned in favor of a “grand apartment” 
in some “Manor” or “Arms.” This 
is, no doubt, one of the reasons for the 
building of apartments in small cities 
which were primarily one-family 
dwelling towns. 


APARTMENT SECTIONS 

Since there is little special prestige 
attached to the ownership of a single 
family home and greater conveniences 
in the “cliff dwellings,” there is a 
tendency for whole districts to become 
apartment sections. Such sections of- 
fer accessibility to the business district 
itself, or to transportation. This has 
been the case in the “near in” sections 
of New York, east of the Grand Central 
zone and in the “Streeterville,” North 
Michigan Boulevard, area of Chicago. 

According to the New York Times, 
this heightened preference for living in 
apartments is the final break with the rural 
tradition, the last step in urbanization. 
. .. Invasion of suburban regions by 
apartment houses has been marked by a 
curious failure to preserve some of the 
charm of the countryside while providing 
multiple dwellings. . . . Presumably the 
automobile enables the apartment house 
dweller to get “back to nature.” But this, 
too, is at the expense of an increased sense 
of transiency.4 

Another inffuence which must be 
taken into account is the recent con- 
dition of the real estate market and of 
the house-building industry. Present 

u Quoted in Literary Digest, July 13, 1929, 
pp. 58-58. 
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day modes of living, with their high 
degree of economic specialization, have 
made the average prospective buyer 


` more and more ignorant of residential 


land values and of construction meth- 
ods. He has to rely on the statements 
and opinions of real estate men and 
contractors. Unfortunately, this re- 
liance, particularly in the larger cities, 
has too often been misplaced. Nat- 
urally enough, a person who has been 
sold a subdivision lot which cannot be 
used for a generation, when he has 
been promised immediate installation 
of improvements and increase in value, 
or who has suffered from the effects of 
a shoddy construction job, is not an 
enthusiastic prospect in the market for 
residential buildings. The force of 
this influence can only be guessed at 
on the basis of present data, and com- 
parisons with the other factors men- 
tioned, therefore, cannot be made. 
That it is an influence in the decline 
of ownership cannot be doubted, how- 
ever, and it is equally clear that the 
penalty falls not only on those who 
have caused the undesirable situation, 
but also to a considerable extent on 
the intelligent and honest members of 
the two businesses who do not engage 
in such practices. 

The competition of the sellers whose 
products demand large expenditures 


- has undoubtedly become keener. Ra- 


dios, motor cars, travel, to mention 
only a few, are sought today by classes 
of persons who a few years ago would 
have considered them (or their counter- 
parts) entirely unattainable. The com- 
mon, opinion that the funds formerly 
set aside for the purchase of a house 
and lot are now absorbed by install- 
ment payments on these other goods, 
undoubtedly is founded, to some extent, 
on facts. To what extent the de- 
scription is accurate, however, is 
another question, and one which today 
cannot be answered. 
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Personal factors must be considered, 
also. Those who have occupations 
which require moving about do not 
like to be burdened with real estate. 
If they have to move suddenly, they 
may have to place the home on a 
“buyers market,” or lease it for a 
while as absentee owners. America 
has an unusually unstable population. 
People are always shifting from one 
city to another as their work changes 
or as promotions come to the head of 
the family. There is also a good deal 
of shifting within cities, some of it 
because the tenant can afford to move 
to more comfortable quarters, and 
some of it simply because people are 
tired of the old neighborhood. For 
this reason, multi-family units have 
become more or less standardized, so 
that the usual furniture will fit the 
usual apartment. The family with a 
large davenport or an odd rug is often 
“out of luck.” The first of May 
exodus is a vivid reminder of this 
situation. 

There are great variations in na- 
tionalities and races with respect to 
their reaction to home ownership. A 
study made in St. Paul showed that 
the Germans, Americans, Scots, and 
French ranked lowest in the districts 
surveyed. Watertown, Wisconsin, a 
small city largely settled by Germans, 
boasted of the fact that it was the 
“second city in the United States from 
the viewpoint of the ownership of 
homes by its inhabitants.” 3 These 
data are too meager, however, to serve 
as a basis of generalizations. 


Tue FINANCIAL ASPECT 


However, aside from any individual 
preferences, there is a personal financial 
aspect to the problem. To buy a home 


8 Dorau and Hinman, op. eit., pp. 405-8. 

u Wiliam F. Whythe, “Chronicles of Early 
Watertown,” Wisconsin Magazine of History, 
March, 1921, p. $18, 
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in the larger cities of the United States 
means an expenditure of an average of 
at least four thousand dollars for con- 
struction alone. This is the largest 
single outlay the average wage earner 
will make. Few people starting in 
life have that amount of money on 
which to begin “housekeeping.” Home 
buying is of necessity one of the first 
installment purchases we have. Fi- 
nancing of home buying is, therefore, 
the crux of the situation. How soon 
the young man can become the owner 
of a home depends upon the local 
values of real estate, his income, the 
method of financing at his command, 
and the size of the down-payment. 
For a while, he may have to rent an 
apartment or a house, no matter how 
anxious he is to “own a home.” As in 
rural tenancy, there is a ladder to 
ownership which the average man must 
climb, unless he is fortunate enough to 
inherit his home or to have it presented 
to him. We know in a general way 
that many people begin their career 
by renting a few rooms, then a small 
apartment, a larger one, and finally 
they purchase a home. The multi- 
family house is admirably suited to the 
needs of such “climbers.” In other 
cases, the bungalow which serves as 
the first home later is sold and a larger 
and more pretentious house is built or 
bought. Sometimes only a first unit 
is built and other rooms are added as 
they are needed or finances permit. 
The exact nature of this “climb” has 
not been studied, as-in the case of the 
farm tenure. It would be of interest 
to urban land students and to realtors 
to know just how urban dwellers of 
different classes “climb the ladder” 
from tenancy to heme ownership. 
However, in late years it has become 
doubtful if the ownership of a home 
is really the goal of as many people as 
it was in the past. Too many other 
interests have taken the place of the 
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home. There are cases where owners 
have sold their homes and become 
“cliff dwellers.” The problem is to 
give urban residents the convenience 
and the economy of multi-family 
dwellings with ownership. 


SUGGESTED MEANS or INCREASING 
Home OWNERSHIP 


Because the recent trend in residen- 
tial construction indicates a decline in 
urban home ownership, many proposals 
for changing conditions have been put 
forward. The purpose of this section 
is to state concisely the nature of some 
of these proposals and to comment 
briefly on them. A preliminary warn- 
ing, however, is necessitated by the 
uncritical manner in which the problem 
has often been treated. Too much 
effort has been spent in painting 
attractively the benefits of home 
ownership and of camouflaging the dis- 
advantages. In most cases the disad- 
vantages of ownership must be carefully 
weighed against the benefits. Without 
doubt, for many classes of persons the 
disadvantages outweigh the benefits. 
Frank recognition of these facts is 
indispensable to a discussion of the 
means of increasing ownership. 

Let us list the chief obstacles to 
ownership and estimate the effective- 
ness of the various methods of attack- 
ing them. Such a list would include 
the following: (1) the uncertain value 
of small holdings of urban land at 
certain times; (2) the possible decline 
of the value of property due to in- 
fluences outside of the control of any 
owner; (8) the large proportion of 
taxation for local governmental pur- 
poses which is borne by urban land; 
(4) the costs of financing home owner- 
ship, particularly when second mort- 
gages are required; and (5) the diff- 
culties of reducing construction costs 
by large-scale building methods. 

Uncertain value of small holdings at 
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certain times —The real estate market 
is notably sporadic. Careful indexes 
of its activity are just being made, 
but the general fact is well understood. 
The “booms” and depressions are 
more severe in dealings in some kinds 
of properties, e.g., subdivision land, 
than in others, e.g., apartment prop- 
erty. In a severe depression in the 
small house market the value, in the 
sense of immediate exchange value, 
drops enormously. The equity in a 
mortgaged home may be almost en- 
tirely wiped out. The “willing seller,” 
of course, is seldom a party to ex- 
changes in such a market, and many 
real estate men refuse to consider the 
terms of such sales as evidences of the 
“real value” of the property. This is 
not the place to examine such a state- 
ment; at best, it is poor consolation to 
the small owner who has to sell. 

Some help for the situation comes 
from any smoothing out of the general 
business cycle. But more must be 
done. Encouragement and aid in 
preparing reliable quantitative meas- 
ures of market conditions in individual 
communities, vacancy surveys, permits 
granted, and so forth, as have been 
given by the National Association of 
Real Estate Boards, are undoubtedly 
steps in the right direction. Planning 
bodies which have assembled lot 
counts of subdivision activity are con- 
tributing reliable information. Efforts 
to make the real estate man an adviser 
interested in a fairly constant, healthy 
business, rather than a salesman look- 
ing for a harvest of commissions “while 
the sun shines” will help if they are 
successful. Attempts to broaden the 
market by multiple listing, or other 
means, should not be abandoned with- 
out a thorough trial under a variety of 
conditions. Proposals aiming to sim- 
plify and to cheapen the mechanics of 
property transfers—the Torrens sys- 
tem, for example—ought to be given 
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serious consideration. Finally, real 
estate propagarda must be much more 
rigidly examined. Its purpose must be 
to present facts about real estate 
and not to present optimistic myths. 
Statements such as the ones seen re- 
cently in the same issue of a local 
real estate magazine of wide circula- 
tion—one to the effect that urban real 
estate is a superior investment because 
its “value” is maintained in periods 
of depression, the other urging buying 
of real estate now because of the bar- 
gains which may be  secured—are 
scarcely adequate to educate and to 
convince sensible persons. Confidence 
which will help maintain a fairly steady 
and healthy market can rarely be 
built on such a light foundation as this. 

The possible decline of values due to 
uncontrolled development.—The protec- 
tion of property values from untoward 
influences from adjacent developments 
and improvements has made rapid 
strides in recent years. Zoning has 
advanced both in popularity and in 
method; subdivision control ordinances 
are attacking many difficulties in their 
early stages; restrictions in deeds have 
undergone some distinct improvements. 
The great danger at the present time 
is a neglect of the actual administration 
and the amendment of the control 
devices. Real estate men, as well as 
planners and others, have too often 
been content with the setting up of a 
neat-looking machine for control and 
have overlooked the part played by 
the men who operate the machine. 
Two recent Illinois cases! have at- 
tracted wide interest because they 
reveal a manipulation of zoning for 
private ends, which is as brazen as it is 


“Welton v. Hamilton, st al, No 19,259 (Oct. 
19, 1929), Ilinois Supreme Court, not yet re- 
ported. Michigan Lake Building Corporation, 
et al, v. Hamilton, et al, Appellate Court of Cook 
County, Judge Thomas Taylor, Jr. (Dec. 10, 
1929)—the “Cuneo case.” 
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dangerous. “Protection” to the small 
property owner from an ordinance 
which is amended at will and altered 
radically by the Board of Appeals will 
soon cease to act as an encouragement 
for widespread ownership of urban 
land. 

Tax burden on urban land.—Real 
estate taxation problems are the sub- 
jects of other papers in this volume. 
Here the obvious fact need merely be 
mentioned that the weight of the 
general property tax on urban real 
estate and, in some cases, the inequity 
of its assessment, discourages home 
ownership: as well as investment in 
other types of real estate, under our 
present economy. Other aspects of 
land taxation are not pertinent to the 
subject of this paper. 

High costs of financing small houses.— 
On this point, again, only a reference 
can be made to one side of a very 
significant subject. Second mortgage 
financing :s the sore point in small 
house finance today. The common 
rates of from ten to fifteen per cent or 
more are illegal under usury laws, and 
the illegality probably reduces some- 
what the funds available for loans. 
The system of charging interest, dis- 
counts, commissions, and so forth, is 
a cumbersome method which is con- 
fusing, at bast, to many borrowers and 
is often used to extort even higher rates. 
Practically nothing is known by persons 
outside the business of the actual risks 
involved—non-payment, the number of 
foreclosures, or other pertinent facts. 

Three suggested remedies for changes 
in methods of finance deserve consid- 
eration: (a) the removing of second 
mortgage loans from the scope of the 
usury laws ‘or their repeal), in the 
hope that sufficient funds will be 
attracted to lower the rates; (b) a 
system of “public credits,” i.e., loans 
by public agencies at low rates of 
interest to house building companies 
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or individuals contemplating certain 
classes of buildings;“ and (c) the 
establishing of large, preferably nation- 
wide finance agencies under Federal 
control to secure funds from the sale of 
collateral trust bonds secured by 
mortgages of urban properties.!5 Such 
agencies would merit confidence with- 
out knowledge of the individual mort- 
gages and would facilitate movement 
of capital from areas of plenty to those 
of scarcity. The merits and weak- 
nesses of these plans cannot be dis- 
cussed here. A plea may be presented, 
however, for their consideration en- 
tirely on their respective merits and 
weaknesses, and not on vague charges 
of “‘un-Americanism” and similar gen- 
eralities. 

Difficulties of securing economies in 
consiruction.—The proposals which 
may be classified under this heading 
are diverse. Cobdperative apartments 
have been advocated as a means of 
securing the lower per family cost of 
building without some of the disad- 
vantages of rented apartments. But, 
at present their use is distinctly limited 
by legal uncertainties, bad promotion, 
unsound finance, and the annoying 
difficulties which arise among most 
classes of people in the management 
and the control of such enterprises. 
Limited dividend companies are very 
promising, but have some difficulty 


U See S. James Herman, Why “ Public Credits” 
ts the Logical and Practical Solution of the Hous- 
ing Problem of the Lower Income Group. Michi- 
gan Housing Assn., Detroit (1929). 

10 Gray and Terborgh, First Mortgages in 
Urban Real Estate Finance. Brookings Institu- 
tion, Washington, D. C. (1929). 
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in securing sufficient capital. Their 
large-scale construction work is an 
important contribution in itself, but 
it is urged by some that unless they 
are given the power of eminent domain 
(public limited dividend companies 
have that power in New York) their 
activities will usually be limited to 
outlying areas where large tracts can 
be bought in acreage. One common 
prejudice which must be overcome by 
all attempts at large-scale construction 
is the association of such methods 
with the ugly, monotonous buildings 
which have characterized much specu- 
lative building. 

No painless remedy or panacea for 
the problems discussed has been found. 
With the present distribution of wealth, 
a large percentage of the population, in 
all probability, will be unable to own 
homes, in addition to those for whom 
ownership is unwise. How large that 
percentage is cannot now be said, but 
it constitutes a problem which should 
receive more attention. The immedi- 
ate problem is to reduce it as much as 
possible and at the same time to give 
more adequate and more satisfactory 
houses to those who can buy. Prop- 
erly applied plans for making small 
urban properties more liquid, the pro- 
tection of residential districts from 
damaging influences, the reduction of 
the ‘tax burden on urban land owners 
and the financing charges for building 
and buying houses, and the introduc- 
tion of economies in residence con- 
struction costs, will help to remove 
the chief obstacles which at present 
bar the way to many who desire home 
ownership. 


Public Guidance in Urban Land Utilization 
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HE wise use of land has always 

been a problem. Nomadic tribes 
found it easier to move on to new areas 
than to try to solve the problem with 
any degree of permanency. It has 
remained an unaccepted challenge, 
even in relatively sparsely settled 
districts. Large tracts of land under 
one ownership and devoted to the needs 
of but very few persons per square 
mile have too often showed the effect 
of lack of judgment. 

The selection of the ground for such 
spacious home sites as Mount Vernon 
and Monticello reflected the discrimina- 
tion and the judgment of the owners 
who took account of factors of utility, 
beauty, accessibility, water supply, 
and innumerable others, by no means 
all confined to the limits of the estate 
proper. 

Today the choice of the country, 
state, or municipality in which one 
builds involves acceptance of laws and 
traditions over which a given individual 
has little control, but which will vitally 
affect the success of his selection and 
use of land. 

The enjoyment of security, of mili- 
tary or police protection, of legal 
registry of titles and laws in defense of 
rights of owners, have come to be taken 
for granted, yet even these fundamental 
privileges have been evolved in a long 
struggle for the wise division of re- 
sponsibility between the private owner 
and the state. 


NaroraL Rrenrs anp Crva Ricars 
The old Anglo-Saxons “lived under 


customs and unwritten laws based 
upon the natural rights of man, and 


permitting the individual to develop 
freely, normally, and happily.” 1 But, 
safe title and other services to real 
estate were not viewed as one of these 
“natural rights”—rather, they were 
“civil rights” acquired by contract 
between individuals and the state, and 
involving payment of taxes and con- 
formity tə conditions dictated by con- 
sideration for the common weal. 

Under the fundamental doctrines of 
Saxon liberties, upon which American 
institutions are so largely based, the 
individual owner of “private property” 
has ever been a co-planner with the . 
community for the use of his land rather 
than a single and entirely free agent. 
His partnership with the community 
limits both and imposes mutual re- 
sponsibilities on both, as well as sep- 
arate responsibilities on each. The 
community, in fairness, must do its full 
share, and by the same standard the 
individual must do his. 

The private owner may resent the 
changing conditions which compel the 
laying out of city streets through his 
erstwhile country estate, but the com- 
munity may be overgenerous in con- 
tributing enough enhancement in value 
to make his neighbors envy what he 
counts a hardship. Nevertheless, this 
invasion of the individual’s “rights” 
and this expenditure of public funds 
for developments which enhance local 
values at tne expense of all the tax- 
payers cannot be avoided without the 
sacrifice of public interest. 

There may be a closer approximation 
to justice in the practice of assessing 
benefits, but these are difficult to ap- 

1 Gilbert Chinard, Thomas Jefferson, p. 81. 
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praise fairly, even for abutting prop- 
erty, not to mention the benefit to 
neighborhoods. 

The more successful private develop- 
ers are plotting streets and placing 
restrictions in deeds to protect the 
whole neighborhood in which they are 
investing, if the district is new. If it is 
old, much of their effort is directed 
toward official sanction for conditions 
they deem conducive to neighborhood 
welfare. 

Private initiative, unwilling to be 
hampered by lack of community 
planning, steps out and plans its own 
community, or guides the government 
into concurrence with its own plans, 
although it would seem more to the 
taxpayer’s interest if the major plan- 
ning by the community had provided at 
least a skeleton structure in keeping 
with easily determinable trends and 
needs, 


Commountry Versus INDIVIDUAL 
INTERESTS 


In one sense, the title of this article 
is misleading, since it might imply that 
all of the decisions regarding the use of 
land lie with the individual owner, and 
that the only duty of the public is to 
guide private judgment. Ofcourse, no 
such view is held, as it is fully recog- 
nized that by far the most significant 
decisions bearing on the use to which 
urban land is to be put lie, and ought to 
lie, with the community and not with 
the individual, because the provision 
for the needs of all takes precedence 
over the preference of any individual 
owner. 

The planning which changed the 
country estate to the village plot was 
dictated, if it ‘was well done, not by a 
narrow, self-interested conception, but 
by a broad view of community needs 
and trends. The individual who buys 
an urban plot has certain rights as- 
sured to him today that go far beyond 
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“common defense” and security for his 
title. The community owes to him, in 
exchange for mounting taxes, the enjoy- 
ment of protection against various 
forms of encroachment which are 
more menacing to his interests than the 
threat of enemy invasion is ever likely 
to be. 

The owner’s right of access cannot 
fairly be left to follow the winding way 
of the ancient cowpath, or to be jeop- 
ardized by the unregulated use of his 
neighbor’s land, which may, in effect, 
deprive him of a reasonable enjoyment 
of public streets. The community has 
some responsibility, and premature 
obsolescence of a neighborhood, which 
may be definitely traced to traffic con- 
gestion, points to the fact that some 
relationship between the burden of 
traffic and the capacity of streets seems 
seriously to be wanting. 

The owner’s right to a pure and ade- 
quate water supply, so essential to 
health, well-being, and the best utility 
of his land, may not be stolen from 
him under, as it were, the very nose 
of his sleeping partner, whose duty it 
clearly is to protect his interest in this 
matter! 

The owner’s right to fresh, clean air, 
to play space for his children, to safety 
at home and in the streets, to dignity 
and beauty in his general surroundings 
—these he alone can scarcely protect. 
He must rely on the zeal and the alert- 
ness of his partner, the public, who, 
through acceptance of his tax money, 
has assumed a responsibility for these 
services. 

The fact that it is difficult for com- 
munities to plan ahead, and that they 
have precedents for their sins of omis- 
sion, does not exempt them from the 
duty to plan comprehensively and 
adequately, not in the interest of some, 
but of all property owners and their 
posterity. 

There are still alive a few remaining 
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examples of those who claim that since 
posterity never did anything for them 
they, therefore, owe nothing to pos- 
terity. Nevertheless, our collective 
responsibility is clear. We must see 
that this task is undertaken, and that a 
way is found for our communities to 
benefit by the method of scientific 
planning based on ascertained facts, 
which has done so much for our indus- 
trial and commercial progress. 

The supremacy of American indus- 
tries has been achieved in no small 
degree by farsighted, comprehensive 
planning, not based on abstract hy- 
pothesis, but on scientifically deter- 
mined facts, conditions, and trends. 
The chaos and the inefficiency of much 
of our public life is due to the lack of 
just this sort of guidance—the public, 
who should be guiding, often following 
far behind the public utilities and 
large, private corporations, who look 
ahead. 


Dangers or Wanton LEGISLATION 


There are many and real dangers» 
however, lurking in ambush for the 
overzealous, who, seeing a need, plunge 
recklessly into drastic legislation which 
is perhaps theoretically enticing, but 
which may prove even more disastrous 
than the neglect it is intended to rectify. 
Legislation must be based on a full 
recognition of essential, fundamental 
principles, and on facts often not ap- 
parent on the surface. 

It is wise to proceed cautiously and 
to avoid hasty recourse to the panacea 
of new laws. Great administrative 
confusion will result from creating new 
official bodies, with power to embarrass 
existing administrative units, and from 
- passing new laws blocking normal and 
necessary business pending academic 
studies by bureaus. The lines of 
authority and responsibility in our 
governing bodies are already confused 
enough. Until the right kind of legis- 
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lation can be drafted and the sound- 
ness of principles proved, it would seem 
wise to stay away from compulsory 
planning and zoning legislation; but the 
time is ripe for right action. 

It seems safe to predict that in the 
readjustments taking place under our 
rapidly changing economic and cultural 
conditions those communities will suffer 
most which have wasted their resources 
in unsound civic expenditures, and 
have in consequence incurred heavy 
indebtedness, with little to show for it. 
A city beautiful may be a city bank- 
rupt, unless economic factors receive 
proper consideration. Beauty and 
healthful surroundings are an asset to 
any city, but it is a bit risky to get 
them by driving great industries away 
from the city. It is sometimes easier 
temporarily to raise assessments than 
to maintain prosperity. 

Under the rapidly changing condi- 
tions of modern science, more and more 
factors are being found to have vital 
bearing on the usefulness of urban land. 
Many of these factors are so remote 
that to the inexperienced they would 
seem to have no real significance. To 
the modern planning engineer, how- 
ever, every new invention must be 
scrutinized. 

For ages, water and rail transporta- 
tion were the determining factors in 
the accessibility and prosperity of 
cities. The canal and steam railroad 
made almost the entire continent as 
accessible as its seacoast, and the 
automobile revolutionized land values 
and uses, even as today the radio and 
the motion pictures are definitely 
amending the recreational habits of 
city dwellers and suburbanites, with 
telling effects upon invested capital. 
Who shall say what the effect of the 
airplane will be, and what new inven- 
tions will come along to make inade- 
quate the most farsighted and compre- 
hensive of our plans for the future? 
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Fororm Prans Must Bm Comrre- 
HENSIVE 


If our plans for the future are to 
anticipate with reasonable satisfaction 
the needs of our posterity, we may rest 
assured that they must conform to the 
inherent principles discussed above, 
and they must provide generously for 
those human needs which, taken 
separately, may seem simple enough, 
but which in the aggregate become 

~ increasingly difficult as the population 
multiplies. 

When we say our plans must be 
comprehensive, we mean that they 
must comprehend the many different 
aspects of complicated community life 
under conditions of ever growing den- 
sity of population. We also mean that 
they must be comprehensive with refer- 
ence to the area which they include, a3 
the interdependence of the residents 
of one location upon those of another 
tends to become even more marked. 

It has become a proverb among 
professional planners that the growth 
of urban population always exceeds 
that which is indicated by the sober 
judgment, even of the most expert. 

Things happen faster than thought- 
ful people dare believe they can happen. 
What highway engineer of the horse 
and buggy era could have conjured up 
a mental image of the present day 
traffic problem? It is authoritatively 
stated that an expert commission which 
was appointed in the early nineteenth 
century, to plan ahead for the street 
system for upper Manhattan Island, 
apologized for predicting that within 
two hundred years there would be 
need for highways along the banks of 
the Harlem River! 

In the archives of the city of Phila- 
delphia there is a report of the Com- 
mission of City Councils which, in 
1848, completed the Fairmount Pump- 
ing Station and Dam. In this official 
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report attention was called to the fact 
that at that time Philadelphia enjoyed 
the second largest municipal pumping 
plant in the world, and that in the 
judgment of the Commission the 
water question was settled for the next 
two hundred years. Now, less than 
one hundred years later, the pumping 
station has been abandoned, the Fair- 
mount Dam has been destroyed, and is 
the present site of the new Art Gallery., 
Instead of 5,219,505 gallons of water 
per day, the city is at this time using 
nearly 400,000,000 gallons, and is 
seriously concerned about its future 
requirements. 

Innumerable examples could be 
cited to show that the scale of our 
planning for the future must always be 
far beyond that which would ade- 
quately serve at the moment. 


. MUTUAL INTERESTS or PRIVATE 
OWNERS AND GOVERNMENT 


Perhaps no one has yet evolved the 
ideal scheme for public guidance in 
land utilization, but it is clear that the 
ultimate scheme must involve means 
for the mature determination of what 
should be done in the mutual interests 
of many groups and localities, and that 
opportunities must be given for in- 
corporating the views of private own- 
ers as well as of government officials. 
We must not forget the contract rela- 
tionship which mutualizes the interests 
of these private owners with those of 
the government. 

The effort which is being made in the 
Philadelphia Tri-State District defi- 
nitely attempts to develop and to 
practice just such an American scheme. 

It is imperative that some represent- 
ative and expertly advised authority 
determine as far in advance as possible 
just what areas are to be developed for 
industrial purposes, business, residence, 
recreation, and other uses. The prob- 
lem is being approached more or less 
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experimentally in different municipali- 
ties in the United States, but the 
necessity for solving it is recognized 
throughout the country. 

The following metropolitan centers 
have convinced themselves of the 
desirability of extending their plans 
into the regions suburban and adjacent 
to the great central cities: San Fran- 
cisco; Los Angeles; Minneapolis and 
St. Paul; St. Louis; Pittsburgh; Buffalo 
and the Niagara frontier; New York 
and its environs; Boston; Hartford and 
the Connecticut Valley; and the Phila- 
delphia Tri-State District. 

The sponsorship for these plans is 
assumed by official governmental agen- 
cies, by public benefactors, or by 
mobilized civic and business agencies. 

In the Philadelphia region, with 
which the writer is most familiar, the 
situation is somewhat complicated by 
the fact that within easy commuting 
distance of the Philadelphia~-Camden 
center of population there are more 
than three hundred and sixty governing 
agencies scattered over a four thousand 
square mile area, comprising portions 
of the states of Pennsylvania, New 
Jersey, and Delaware, and lying within 
twelve counties. 


REGIONAL PLANNING 


The perception of the desirability of 
a comprehensive Regional Plan for the 
Philadelphia Tri-State District dates 
back to 19238 when a small group of 
citizens first considered the subject. 
This resulted in the organization of a 
Regional Planning Committee. Sub- 
sequently there was appointed a Tech- 
nical Advisory Committee, consisting of 
the outstanding engineers, architects, 
and engineering officials of the region. 
Subcommittees were appointed to deal 
with such typical problems as high- 
ways, parks, public reservations, and 
so forth. These committees met from 
time to time with a small technical 
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staff employed by the Regional Plan- 
ning Committee. The funds for sala- 
ries and expenses were paid out of 
contributions and dues received from a 
limited membership. 

In the meantime, an organized effort 
was under way to sound the business 
and civic interests of the region to see 
how seriously they felt a comprehensive 
regional plan was needed. ‘The re- 
sponse was most gratifying. All of the 
forward-looking business men and citi- 
zens felt that it was essential. It was 
then determined that to plan compre- 
hensively for the region a fund of at 
least five hundred thousand dollars 
would be required for a three-year 
period. Leading citizens, business, and 
civic organizations codperated in the 
fund-raising campaign early in 1928, 
with the result that more than five 
hundred and twenty-five thousand 
dollars wes obtained. 

The Regional Planning Committee 
had been studying the policy pursued in 
planning other regional areas in this 
country and abroad. It had been pre- 
viously recognized that the planning 
in this region could be accomplished 
only thrcugh a non-official agency. 
Two outstanding examples of regional 
planning through non-official agencies 
had at this time been in operation for 
several years—the Regional Plan of 
New York and Its Environs, which was 
supported by the Russell Sage Founda- 
tion, and the Regional Plan of Chicago, 
which was supported by memberships 
and subscziptions received from busi- 
ness men, citizens, and official agencies. 
The policy adopted in New York was to 
gather all the necessary data and to 
have the plan made by professional 
planners, end, after it*was completed, 
present it to the region, urging its 
adoption. The Chicago policy was 
quite the reverse, as the organization 
there promotes planning through con- 
tacts with public officials. 
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Tn the early days of the Philadelphia 
regional planning organization, it was 
felt that unless the plan were the plan 
of the people and the officials of the 
region there was little likelihood of its 
being used. It seemed advisable to 
steer a middle course between those of 
New York and Chicago. This policy 
was finally adopted by a committee 
which was incorporated as the Re- 
gional Planning Federation of the Phil- 
adelphia Tri-State District. Briefly, 
this program consists of the construc- 
tion of a preliminary plan, prepared by 
professional planners, employees of the 
Federation, and consultants, in col- 
laboration, in a general way, with the 
Technical Advisory Committee. After 
this tentative plan is prepared, the 
policy is that it shall be discussed with 
all the engineering officials of the region 
and intensively studied by the Techni- 
cal Advisory Committee and the engi- 
neering officials before it is made public. 
It is felt that in this way the plan 
finally adopted by the Technical Advi- 
sory Committee will be the plan of the 
people and the engineering officials of 
the region, and that its eventual adop- 
tion and execution will be assured. 

It is believed to be the first time 
that this policy has ever been pursued 
in regional planning, and it is known 
throughout the country as the Phila- 
delphia Tri-State idea. The present 
indications are that a similar policy will 
be carried out in a number of other 
regions which are now considering 
it. 

The people of the Philadelphia 
region feel’ that regional planning, 
based upon intercommunal coöpera- 
tion, is simply a vehicle to improve the 
convenience, the happiness, and the 
prosperity of present and future gener- 
ations. It is seeking to better social 
and economic conditions so that the 
Tri-State District, of which Philadel- 
phia is the hub, will be a more cheerful 
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and effective place in which to live, 
work, and play. 


PHASES or THA PHILADELPHIA PLAN 


The Philadelphia Regional Plan, to 
be completed early in 1931, will consist 
of seven closely interrelated phases as 
follows: 

(1) A Suggested System of Major and 
Secondary Highways, Boulevards, Park- 
ways, and Bridges. A comprehensive, 
codrdinated system of major and 
secondary highways, boulevards, and 
parkways will alike benefit industrial, 
business, and residential sections. Like 
the railroads, these highways are 
absolutely essential from a transporta- 
tion standpoint, not only for business 
purposes, but for all kinds of recreation. 
They will form the back-bone of the 
Regional Plan. 

(2) A Suggested System of Parks, 
Other Public Reservations, and Connect- 
ing Parkways. An adequate system of 
parks, parkways, and public reserva- 
tions not only will be a great benefit 
to the people now living in the region 
and to the future generations, but is 
bound to have a very beneficial 
effect upon the health of both present 
and future generations. Such open 
areas are the lungs, or breathing spaces, 
of the region. 

(3) A Study of Railway Passenger 
and Freight Transportation Facilities. 
Railway passenger and freight trans- 
portation facilities are necessary for 
regional accessibility. Any improve- 
ment which can be suggested in these 
facilities will affect everyone in the 
region, and naturally will further the 
improvement of industrial, business, 
and living conditions. 

(4) A Study of Waterways and 
Ports, A study of waterways and ports 
is, as we all know, very much needed. 
This phase of the Regional Plan will 
show existing facilities, suggested im- 
provements, and proposed expansion of 
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the ports. The attention which will 
be focused upon this problem will 
undoubtedly hasten comprehensive de- 
velopment of our port facilities. This, 
in turn, will be reflected in the pros- 
perity of the whole region. 

(5) A Study of Sanitation, Drainage, 
and Water Supply Facilities. This 
study will consist of a discussion and a 
graphic presentation of existing condi- 
tions. It will show the future water 
supply which will be required to meet 
the needs of the constantly increasing 
population of the region. It will 
emphasize the necessity of protecting 
the future water supplies from objec- 
tionable pollution from sewage, indus- 
trial waste, and other sources, and like- 
wise, of freeing as speedily as possible 
the present sources of supply from 
objectionable pollution. 

It will give information concerning 
the different drainage areas, from which 
studies can be made to determine the 
most advantageous solution of the 
sewage disposal problem for the dif- 
ferent communities in the respective 
drainage areas which have not already 
solved this problem. . 

(6) A Suggested System of Airways 
and Landing Fields. A  codrdinated 
system of regional airports and landing 
fields is an essential part of modern 
transportation. This subject will be 
comprehensively treated under the 
guidance of the leading aéronautical 
experts of the country. It will be 
graphically presented, indicating sug- 
gested locations for airways and land- 
ing fields and the reasons for them. 

(7) An Indication of the Probable 
Distribution of Population. These 
studies indicate that the number of 
persons living in the region will increase 
from an estimated population of more 
than 8,500,000, in 1930, to about 5,700,- 
000, in 1970. It is obvious that if the 
region is to be a desirable place in which 
to live in 1970, liberal provisions must 
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be made for all the facilities just dis- 
cussed, essential as they are to the 
continuous improvement of the social 
and economic living conditions of 
present and future generations. 


GROWTH AND SPREAD OF REGIONAL 
PLANNING 


Fortunately for the future of Ameri- 
can cities, city and regional planning 
have taken their proper places in the 
minds of most of our forward-looking 
citizens. Fortunately, also, under the 
leadership of Mr. Hoover, the Depart- 
ment of Commerce has sponsored 
standardized legislation for the guid- 
ance of various municipalities and state 
legislatures. 

The Philadelphia Regional Plan 
articulates with the New York Plan at 
points of contact, and all over the 
country city and regional plans are 
being initiated. Even discounting the 
natural enthusiasm resulting from 
first-hand contact with this plan of 
coöperation, it seems safe to predict 
that its use will spread, and that the 
same principles will be found to apply 
not only to other localities, but to the 
larger areas and the political jurisdic- 
tions. For example, groups of regions 
such as the Atlantic Seaboard states, 
the Pacific Coast states, and so forth, 
and ultimately nations, will find it 
desirable to provide similar machinery 
for the codperative working out of their 
interdependent destinies. 

The principles upon which to develop 
a national plan and the human ma- 
chinery of codperative, constructive 
effort are being evolved from practical 
experience on a smaller scale, and the 
information resulting from the sum 
total of local plans will greatly advance 
the solution of such national problems 
as flood control, national parks and 
forests, express highways, and conser- 
vation of natural resources in relation 
to population trends. 
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It is the writer’s personal hope that 
the Pan-American Union will, in due 
course, become a great continental 
planning board, dedicated to the de- 
velopment of continental prosperity, 
employing á permanent engineering 
staff, and organized to encourage 
maximum participation by all Ameri- 
can nations, large and small. 

There is a large and rapidly growing 
literature available on the subject of 
planning. Organized efforts are being 
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made to formulate the best experience 
to date and to create the most expe- 
ditious means of causing the adoption 
and the execution of appropriate and 
timely recommendations which are 
properly related to the orderly devel- 
opment of communities. The entire 
subject has passed out of the stage of 
discussion and controversy, and is 
taking its place as one of the most 
significant movements of our modern 
social and economic life. 


The Surplus Farm Lands 


By BERNHARD OsTROLENK 
Member, Editorial Staff, The Annalist, New York City 


HE closing of the World War 

brought forth a captivating bit 
of public discussion on the probability of 
food shortage. The ancient fear of 
hunger for the race again haunted 
men. Food and population became 
topics for popular discussion and popu- 
lation increases of every hue and shade 
began to menace standing-room on 
earth, according to the new Malthu- 
sians. 

It is not certain that the demon- 
strated surplus production which has 
characterized agriculture for the past 
eight years has in any way allayed the 
fears of the theorists. For practical 
purposes, we are producing more 
wheat, more corn, and more cotton 
than can be consumed. In fact, the 
agricultural surplus has become a 
burden and has been the central 
theme of political discussion in all re- 
cent political campaigns. It is curious 
that discussion of a food shortage 
should occur at a time when it is ob- 
vious that the country is flooded with 
food beyond its ability to consume 
and beyond the effective demand of 
importing countries. It was exactly 
a century ago when Malthus first pre- 
sented his famous dictum that popu- 
lation is increasing faster than food. 
In a sense, the first presentation of the 
theory, now known as the Malthu- 
sian theory, came during a post-war 
period. Europe was still suffering 
from the aftermath of the Napoleonic 
wars. The high-geared production 
during a war, when agriculture is 
stimulated and a market is readily 
found for the farmers’ products, sel- 
dom brings forth discussion of over- 


population and food shortage. It is 
after the war, when the surplus mounts 
and unemployment depresses pur- 
chasing power, that the fear begins to 
haunt men that there may be too 
many people in this world. It is then 
that immigration laws are placed on 
statute books and it is recalled that in 
the confused causes of war no insigni- 
ficant part was played by the chatter 
of a monarch who wanted “a place in 
the sun.” It does not now seem so idle 
and boastful. Surplus goods are some- 
how ecnfused with surplus population, 
and in the midst of unparalleled agri- 
cultural production and consequent 
surplus there comes this curious fear 
of a food famine, and there emanates 
from secluded studies of professors, as 
well as from halls of the legislatures, 
treatises and orations lauding the 
farmer and urging the extension of the 
agricultural-producing machinery. 


Waar Constitutes A SURPLUS? 
The subject of the surplus lands, 


therefore, is not an idle discussion. 
To be sure, there are varieties of opin- 
ions as to what constitutes a surplus 
in production and, hence, a surplus in 
lands. There is one school of thought 
which discusses the surplus with a 
wave of the hand, or behind a gentle 
deprecatory cough. One is told that 
there is no surplus, since all the food is 
ultimately consumed. Another school 
of thought maintains*that there ought 
to be no surplus because many people 
go without food, and it is only a matter 
of distribution. Or, again, one may 
be told that if there is a surplus now 
there soon will be none, because cities 
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are, growing and the number of pro- 
ducers is diminishing. 

Obviously, this is all plain quibbling. 
Corn may be grown in such quantities 
and produce such a surplus that it be- 
comes cheap enough to be used for 
fuel. Thus, it is ultimately fully con- 
sumed. Wheat or potatoes may be so 
plentiful and so cheap as to be used for 
hog feed. Again, the crop is ulti- 
mately used up, but it competes with 
products lower down in the scale. 
Feed for hogs becomes fuel, and food 
for man becomes feed for hogs. It is 
neither efficient nor profitable to grow 
corn as fuel or potatoes as hog feed. 
The farmer must look upon such pro- 
duction as a surplus. 

As for those who argue that it is 
merely a matter of finding the needy, 
it may as well be argued that better 
distribution will eliminate any possible 
surplus in automobiles. Since there 
are many people who would like to 
own automobiles and do not have 
them, the point of satiety is far distant. 
Moreover, many people may want two 
cars after they have the first—and 
possibly a third. The ceremony of 
paying for the automobile is the only 
obstacle. If a way could be devised 
for giving pedestrians automobiles and 
the manufacturer a reasonable price, 
the better distribution idea would be 
sound. In the same way, if the hun- 
gry could secure the wheat and the 
farmer be paid for it, better distribu- 
tion might solve the problem of the 
surplus. 

After the war, there were millions 
of people starving in Russia while 
wheat was a glut on the American 
market. The problem was to pay the 
American farmer for his wheat and 
bring it to the Russians. The farmer 
could not afford to give his wheat 
away, and the Russians had no money 
to pay for it. The organization of the 
American Relief Association . solved 
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this particular problem. Money was 
raised from charitably inclined Ameri- 
cans with which the wheat was pur- 
chased and given to the hungry. 

Looked at practically, the economist 
recognizes the existence of a surplus 
when the product cannot be sold at a 
price to cover the cost of production, 
and it is this principle that must guide 
us in discussing a theoretical problem 
such as is presented in this paper—the 
surplus of farm lands in the United 
States. 

It may not be amiss to sketch 
briefly at this time the picture of agri- 
cultural land resources in the United 
States which, in a sense: are surplus 
farm lands, but are not as yet in culti- 
vation. The total area of the United 
States is given as 1,903,000,000 acres, 
of which only 865,000,000 acres are at 
present being used for harvest crops. 
The remainder is partly used for 
pasture, forests, and cities, and is partly 
waste land. How this unused acreage 
can be made to serve the purposes of 
greater crop production is at best 
problematical. Obviously, the best 
land, that is, the best land from the 
economic standpoint, is probably to- 
day under cultivation. Additional 
land will be put under cultivation only 
at additional cost and at the expense 
of land now in forest and pasture. 
There is considerable waste in both; 
hence, the depletion of either forest or 
pasture land is not a serious item, es- 
pecially since land that will be put 
under cultivation must have certain 
topographical requirements, thus leav- 
ing much mountainous and arid land 
that may still be used for forest and 
grazing. The extreme area of waste 
land which may be used for crop de- 
velopment is about 978,000,000 acres, 
an area almost three times the present 
crop area, leaving 262,000,000 acres 
for forest and 468,000,000 acres for 
grazing. 


Tue Surprius Farm LANDS 


The present 865,000,000 acres, 
therefore, can be augmented by a po- 
tential area eight times the crop area 
of Germany. There may be limita- 
tions to the use of this land. In the 
North, the season is shorter and the 
number of days between plowing and 
first frost is smaller, thus limiting the 
kind of crop that can be grown there. 
Yet, by the development of rapidly 
maturing varieties of grain this grow- 
ing belt has been successfully invaded. 
The corn belt at one time had its 
northern limits in the south of Minne- 
sota, but has now almost reached the 
central part of that State, and flint 
corn is grown in Canada. The aver- 
age yield of corn in North Dakota is 
26.5 bushels an acre, or only one bushel 
less than the average for the United 
States. The corn area of North Dakota 
has doubled in the past eight years. 

As one travels west, one comes in 
contact with regions having less and 
less rainfall, the arid and semi-arid 
regions. Dry farming and the intro- 
duction of drought-resisting varieties 
have done much to bring these regions 
under cultivation. In the past, this 
land was settled not because of an 
economic need, but in response to a 
general orgy of land development. 
The full extent of crop production 
under economic pressure has not as 
yet been felt here. It is reasonable to 
assume that the land is capable of con- 
siderable productivity. 

There is also much land that will 
need special soil treatment for crop- 
ping. It may be acid, infertile, or 
may need humus. These conditions 
do not preclude the use of this land for 
crop production. In fact, it may be 


ideal for selected crops when properly ` 


treated. 

Much of the fertile land is today in 
cut-over or forest land, and will re- 
quire clearing; other land may need 
drainage, and some having satisfactory 
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conditions for fruits and vegetables 
may require irrigation. 

Economic factors, that is, the price 
of agricultural products, the cost of 
bringing these products to market, and 
the importance of agricultural exports, 
will have their effect on the probable 
extent to which this land will be 
utilized in the future. At the present 
time it may be put down as a vast 
reservoir of surplus land, potentially 
capable of supporting a greatly in- 
creased population. 


SUBMARGINAL LAND 


As a matter of fact, the surplus land 
is not confined to the unused land, but 
in accordance with our definition (the 
product must be sold at a price to cover 
costs of production—land commonly 
called submarginal) we may regard a 
considerable proportion of the land 
now in cultivation as surplusland. In 
fact, practical farmers so recognize it. 
Between 1910 and 1920, twenty-four 
million acres were added to the im- 
proved area, but forty-eight million 
acres were added to the crop area. 
The improved area is the area now in 
farms. The crop area is that portion 
of the farm land used for crop produc- 
tion. The figures indicate, therefore, 
that twenty-four million acres more 
were put into crop area than were 
added to the farm lands. It means 
that much of the farm land which is 
today in pasture or forest, but included 
in farms, can be used for crop produc- 
tion, and at least twenty-four million 
acres of such land were changed from 
one to the other use in ten years. The 
census reports one hundred million 
acres of such land—land which is al- 
ready in farms, but nét cropped. A 
considerable ‘proportion of this one 
hundred million acres may safely be 
considered surplus farm land. 

Practical farmers also consider a large 
portion of their crop land as sur- 
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TABLE I 
Acreage 
Five-year under 
Five-year Average Average Efficient 


Yield t Acreage! | Production? Remarks 
a b o f: 





84,219,000 Unit of efficient 
production is 
28.5 bushels. A 

, crop average of 
several Euro- 
pean countries, 
including semi- 
arid land 

Same as above, 

26.5 bushels 

40 bushels as 

standard effi- 

ciency 

47.4 bushels. Eu- 

ropean average ` 

secured, the 
same as wheat 

84.7 bushels. Eu- 

ropean average 

secured, same 
as wheat 

200 bushels as 

avi 

200 pounds as 

average 

2-ton average 


Wheat 4...... 804,151,000 bushels | 58,092,000 














Rye®..... ; 68,007,000 bushels 4,899,000 2,180,700 2,718,300 


71,025,000 | 31,601,000 





Corn’. ....] 2,850,904,000 bushels | 106,626,000 


' 


Oats ”.. . | 1,818,021,000 bushels | 42,850,000 | 27,998,000 | 14,852,000 





Barley *......| 186,567,000 bushels 7,516,000 5,889,000 


Potatoes *....] 395,242,000 bushels 3,697,000 1,976,000 1,721,000 


Cotton... 11,516,000 bales 87,616,000 | 28,790,000 8,826,000 


Hay"....... 90,159,000 tons 59,885,000 | 45,079,500 
817,131,000 | 216,667,200 


14,755,500 
100,478,600 











1 Figures taken from U. S. Dept. Agr. Year Book, 1926. : 

2 Totals in this column have been secured by dividing the corresponding figure in column b by 
the unit of production given in column f. 

3 Totala in this column have been secured by subtracting the figure in column d from the corre- 
sponding figure in column o. 

4 U. 8. Dept. Agr. Year Book, p. 808. 

5 Ibid., p. 825. 


u Thid., p. 981. 
12 Total crop area in the U. S. in 1926, 856,749,380 acres (Year Book, 1927, p. 1208); total crop area 
in the U. S. under efficient production, 244,203,833; superfluous acreage, 112,546,057. 


Tus SorrLos Farm LANDS 


plusland. By 1924, the crop area had 
again fallen nineteen million acres, 
which were permitted to return to 
pasture, and it may be parenthetically 
pointed out here that the decreased 
acreage in 1924 yielded a larger volume 
of products than the larger acreage in 
1920. In 1924, thirty-four million 
acres of the cropping area were per- 
mitted to remain fallow, and thirteen 
million acres more were planted, but 
were not harvested. Thus, we have 
here a further amount of forty-seven 
million acres that were considered by 
the farmers themselves as surplus farm 
land. Adding to that the decreased 
area of nineteen million acres, we 
have, in 1924, sixty-six million acres of 
surplus crop area so recognized by 
practical farmers. This constitutes 
nearly one-fifth of the area in crops 
today, or almost one-half of the crop 
area of Germany. It may again. be 
pointed out that the abandonment of 
one-fifth of the area resulted in no 
decrease in crop production. 

From this point on, an estimate of 
the surplus farm land becomes highly 
theoretical. It would be necessary to 
estimate at what point the average 
yield per acre is too low to be profitable 
at present prices. The average yield 
of wheat in the United States is around 
thirteen bushels per acre, many regions 
having yields of from five to ten bushels. 
When the yield is six bushels or less, 
the average cost is $2.82 a bushel; when 
the yield is between seven and twelve 
bushels an acre, the cost is $1.47. The 
average farm price of wheat in 1928 
was $.972; in 1927, $1.112; and in 1926, 
$1.198. In 1928, the following states 
averaged less than twelve bushels per 
acre, the yield at which wheat, even 
with a large margin, was produced at a 
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loss: Nebraska, North Carolina, Geor- 
gia, Kentucky, Tennessee, Alabama, 
Arkansas, Texas, and New Mexico. 
By more eccurate computation it can 
be shown that other states whose 
average production was below cost may 
be added to the list. 

It may be asked how farmers can 
afford to produce wheat year after year 
at a cost of $1.47 and sell it for $.97. 
The answer is, that the cost figure is 
theoretical and assumes a certain fair 
wage for the farmer’s labor and interest 
on his money invested. He receives 
neither the wage nor the interest. 

Similar illustrations may be given to 
show that there is surplus land used for 
cotton production, for corn, and other 
grains—in fact, for all agricultural 
production. 

It would be futile to establish any 
set rule to indicate at what point 
arable land enters the surplus cate- 
gory. The average yield of corn in the 
United Sta-es is about thirty-five bush- 
els per acre, but yields of one hundred 
bushels are quite common, and even 
one hundred and twenty bushels per 
acre have been secured. Ordinary 
farm land, with skilled farming, can 
average from eighty to ninety bushels 
per acre, year in and year out. Fig- 
ured on a theoretical basis, then, it is 
quite obvious that at least one-third of 
the corn land may be regarded as un- 
profitable productive land at present 
prices, and therefore surplus lands. In 
Table I, I have taken a more practical 
standard of efficient production and 
have estimated the surplus area in culti- 
vation, should present total production 
be maintained under more efficient 
farming. For the eight crops under 
consideration, $1.5 per cent of the 
acreage is surplus farm land. 


Tenancy Versus Ownership as a Problem in the Utili- 
zation of Farm Real Estate 


By L. C. Gray 


Principal Agricultural Economist, In Charge, Division of Land Economics, Bureau of Agricultural 
Economics, United States Department of Agriculture, Washington, District of Columbia 


HAT is known about farm 

ownership and tenancy in the 
United States, particularly from the 
standpoint of their influence on meth- 
ods of utilization, may appear consid- 
erable, quantitatively speaking; but 
from the standpoint of actual under- 
standing, our knowledge does not as- 
say a very high percentage of pure gold. 
We have a large volume of general sta- 
tisties covering certain subjects by 
states and a smaller number of subjects 
by counties; but general statistics by 
large geographic units lead us but a 
little way into the understanding of the 
complex of human relationships, local 
customs, geographic variations in form 
and conditions of tenure, and the inter- 
action of the form of tenure and the 
physical environment. We have the 
advantage of a number of intensive 
surveys in particular areas, but in 
reality they are discouragingly few and 
scattered. 

Finally, there has been a good deal of 
dogmatism; some of it by reasoning 
from analogies in other countries, some 
representing useful a priori analysis 
in the formulation of working hypo- 
theses, and some growing out of falla- 
cious conclusions derived from more or 
less inadequate statistics. In the pres- 
ent article one can attempt little more 
than to present some of these wares as 
illustrations of the inadequacy of our 
present comprehension of tenure prob- 
lems. > 


Tyras or Tenant AND OWNER Farms 


A casual study of the geography and 
the statistics of tenancy and operating 


ownership reveals a tendency to con- 
fine each form of tenure to the opera- 
tion of certain classes of real estate. 

In the first place, a.farm cannot be 
rented if it is incapable of supporting 
a tenant family in addition to paying 
rent to the landlord. For this and 
other reasons the poorer lands and 
small, uneconomic farm units through- 
out Appalachia, the Ozarks, and the 
less fertile parts of the South Atlantic 
and Gulf coastal plain, the northern 
cut-over areas of the Great Lakes 
states, and elsewhere, are operated 
mainly by owners. 

In the South particularly, and to 
some extent in other parts of the coun- 
try, there is a distinct tendency for 
tenants to operate mainly crop land, 
while land owners retain for direct 
operation the woodland and pasture, 
with, in some cases, a modicum of crop 
land. Frequently this is merely a 
double form of economic organization 
on a single plantation, operated under 
unified direction; in other words, a 
twofold system of organization within 
a single economic unit. 

This tendency is indicated for the 
United States as a whole and its princi- 
pal subdivisions in Table I. In every 
group the percentage of* the average 
farm acreage in harvested crops. ac- 
cording to the census of 1924, was higher 
for tenant farms than for farms operated 
by owners. Moreover, although the 
average size of farms was greater for 
owner farms in all the subdivisions ex- 
cept the nine Northeastern states and 
the twelve North Central states, the 
average acreage of harvested crops per 
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TABLE l—Average Acres Per Farm, AND AMOUNTS AND PERCENTAGES IN HARVESTED Crops, PASTORE, AND Orner Uses, CLassiriwn BY TENANT Farms 
AND Owner Farms, UNITED STATES AND PRINCIPAL SUBDIVISIONS, 1924 
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farm was higher for tenant farms than 
for owner Zarms in every principal subdi- 
vision except the twelve Southeastern 
states, where it was the same for both 
classes, and in the four South Central 
states, where the area of crop land was 
larger on >wner-operated farms. 

The greater proportion of the aver- 
age acreage in crops on tenant farms 
than on farms operated by owners is 
probably largely accountable for the 
fact that in 1924, in forty-three of the 
forty-eight states, the average value 
per acre of farm land, exclusive of 
buildings, was higher for tenant farms 
than for owner-operated farms. The 
exceptions were Rhode Island, New 
Jersey, and Maryland, where the 
higher average for owner-operated 
farms is probably attributable to large 
numbers of truck farms and suburban 
farm homes, almost exclusively op- 
erated by owners; California and Flor- 
ida, where the influence of truck farms 
and fruit farms having a high value 
per acre and rarely operated by tenants 
is apparent; and the State of Washing- 
ton, where somewhat similar causal 
factors are perhaps influential, although 
in less degree. 


VALUE oF Burnas 


In the matter of value of buildings, 
owner farms for the United States 
as a whole far exceed tenant farms, but 
this is by no means the case in all parts 
of the country. In the South, of 
course, the cheap type of dwellings 
and the small provision for barns on 
tenant farms makes for average values 
of buildings far below those of owner 
farms, but in the Middle Atlantic and 
East North Central groups the average 
value of buildings on tenant farms con- 
siderably exceeds the average for owner 
farms; the two groups are nearly the 
same in New England; and the average 
for tenant farms is only about twelve 
per cent less than the average for 
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owner farms in the Mountain states 
and about eighteen per cent less in the 
Pacific and the West North Central 
group. 

The above discussion has already 
suggested that distinct contrasts are 
apparent in the types of farming, and 
consequently in the types of farm real 
estate, operated by the two major 
tenure groups, a fact long recognized. 
No census classification of farms by 
type of farming has been made since 
1899, when percentages of the number 
of farms of various types operated by 
tenants were reported as follows: 


TABLE I]—Prrcenraazk or TENANCY ON 
Farms BY Principat Source or Incomm, 1899 


All farms. 85 8 


Flowers and plants 7 
Nursery eee 
Miscellaneous. . 


SERSEISBSESS 
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PERCENTAGEH or TENANT-OPERATED 
Farms 


It is apparent that the percentage 
of each class of farms operated by 
tenants was higher than the percentage 
of farms for all classes in the case of 
cotton, tobacco, rice, and hay and 
grain farms. It was approximately 
the same for sugar farms. To a large 
extent, these are one-crop systems— 
that is, practically all of the farm in- 
come is derived from a single commer- 
cial crop. This is somewhat less true 
of the group classified as hay and grain 
farms, but even this group comprises a 
large number of tenant farms in the 
Great Plains devoted mainly to the 


production of wheat and flax for mar-' 


ket, and numerous tenant farms in the 
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Corn Belt operated largely for the pro- 
duction of corn for sale with only inci- 
dental production of livestock. Types 
of farms predominantly operated by 
owners include nurseries, flower farms, 
fruit and truck farms, general livestock, 
and dairy farms. 

Although no census data on types of 
farms are available since 1900, a tabu- 
lation of the farms reporting certain 
crops, by tenure, made in the 1924 cen- 
sus, confirms roughly for certain cases 
the indications of the 1900 tabulation 
with respect to cotton, tobacco, and 
corn for grain (Table OI). The per- 
centage for velvet beans is high because 
they are grown mainly in a region char- 
acterized as a whole by a high per- 
centage of tenancy. When compari- 
sons are made within the region, it is 
found that this crop, which is a rough 
index of an escape from traditional 
methods of farming, is grown on a 
much larger proportion of the farms 
operated by owners than on those op- 
erated by tenants. Allowance should 
be made for the fact that, whereas the 
types shown in Table II are deter- 
mined on the basis of the principal 
source of cash income, Table III im- 
cludes all farms reporting the harvest- 
ing of the crop, whether for sale or for 
home consumption. 


TABLE Iil—Prrcentacs or TENANCY on 
Farms Reportine CERTAIN Crors HARVESTED 


AML farms neeaae retann Ea ana 88.6 
Corn for grain. ..... 0 wc ce ee eee eee 43.8 
Corn for silage ra 21.8 
Winter wheat..... . . $1.8 
Spring wheat.... 2.0000. eee eee 29 3 
Oats for grain... . 1... 82.3 
White potatoes. . . ae 25.7 
Sweet potatoes or yams .. .. 88.2 
Cotino a na ais daana saa 65.4 
Tobacco . 44.2 
Flax geed. s ierann cee eee 84.2 
Velvet beans in 47.4 
Sugar beets for sugar nena aed 81.2 
Oats cut and fed unthreshed. 29.0 


The conditions accountable for these 
relationships between type of farming 
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and form of tenure are complex, and 
are not. fully understood. The pre- 
dominance of tenancy in certain types 
of specialized farming might suggest 
that such types are best adapted to 
operation by tenants. This conclusion 
should: be received with caution. Fruit 
farms, which are generally highly 
specialized, are predominantly owner- 
operated. Evidently, if specialization 
is favorable to tenancy, other consid- 
erations in the case of fruit farming off- 
set the advantage. The predominance 
of tenant farming in the production of 
cotton and tobacco, moreover, is also 
not susceptible of so obvious an ex- 
planation. 

Cotton and tobacco happen to be 
produced mainly in areas where a large 
percentage of tenancy is inevitable as a 
result of the complex of social and eco- 
nomic conditions growing out of slav- 
ery, the plantation system, and their 
concomitant, the poor white class. 
Tobacco is produced to some extent 
outside of the territory formerly domi- 
nated by the plantation system. In 
Connecticut only eight per cent of the 
product in 1924 was grown by tenants, 
and in Wisconsin thirty-four per cent; 
while the percentages for the Southern 
states are: 60 for North Carolina, 59 
for South Carolina, 49 for Kentucky, 
and 48 for Virginia. Pennsylvania, on 
the other hand, although outside the 
plantation area, has a percentage of 51. 


Crop PRODUCTION FAVORABLE TO 
TENANCY 

Most probably the predominance of 
crop production is favorable to ten- 
ancy, other things being equal, because 
a relatively small amount of capital is 
required, such as workstock and imple- 
ments, which can be supplied by the 
tenant; or, if furnished by the landlord, 
as under the cropper system, may be 
operated under the *landlord’s close 
supervision. Methods of technique 


215 


affecting the landlord’s return can be 
more or less standardized, and his re- 
turn is afected comparatively little by 
the effectualness of the tenant’s judg- 
ment in business matters. The division 
of return comes only at harvest time, so 
the landlord does not have to be con- 
tinually an hand to make sure that he is 
receiving his proper share. Where a 
single commercial crop predominates, 
the contract between landlord and ten- 
ant is not complicated by the necessity 
of arriving at an agreement with respect 
to the division of acreage between alter- 
native crops. 

Types of farming characterized by a 
smal] prcportion of tenancy have some- 
what opposite characteristics. In poul- 
try farming or in fruit growing, for in- 
stance, the sharing of returns would 
place the landlord in the position of be- 
ing dependent for his income on the 
effectiveness of the tenant’s technical 
management and the wisdom of his 
marketing policies. In dairying the 
returns are coming in daily or weekly, 
and unless the landlord is continually 
present he is not in a position to know 
how honestly his share is allotted. 
Moreover, if he contributes to the 
capital investment in the form of owner- 
ship or part ownership of the herd, he 
has committed himself to an invest- 
ment, the value of which may be seri- 
ously impaired by neglect or misman- 
agement. 


Casa LHAsES 


The point might be raised that the 
difficulties of the landlord-tenant rela- 
tionship in such types of farming may 
be largely obviated under cash leases. 
This is true in a measure, but cash 
leasing is a comparatively minor form 
of tenancy in this country. In 1924, 
farms cperated by cash tenants con- 
stituted only sixteen per cent of the 
total number of tenant farms, having 
declined notably since 1920; and, what 
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is more significant, included less than 
fourteen per cent of the total land in 
harvested crops on tenant farms. 

Our tenants as a class do not com- 
mand sufficient means to provide alone 
the capital requirements of dairy farms 
and general stock farms, nor is the 
undertaking of such investments by 
the tenant encouraged by the short- 
term leases which predominate in this 
country. Fruit farms, in particular, 
require too long a period before trees 
come into bearing to justify tenants in 
setting out trees, and landlords are 
naturally loath to lease developed fruit 
farms to tenants and to run the risk of 
losing their orchards by neglect. Many 
landlords are unable or are loath to 
provide the specialized buildings and 
fixtures requisite for rented farms 
devoted to dairying and poultry 
raising. 

In spite of the difficulties, however, 
in tenant operation of these types of 
farms, there are many interesting ex- 
amples of individuals who have found it 
possible to make adjustments in the 
financial and personal relations between 
landlord and tenant necessary to over- 
come such obstacles. One of the most 
notable classes of adjustment is that 
involved in the various forms of the 
so-called stock-share lease, which has 
been widely employed for rented farms 
devoted to dairying and stock raising. 


RELATION or Tenors to Erricrency 


No subject is involved in more con- 
fusion than the bearing of form of ten- 
ure on efficiency in land utilization. 
Many have assumed, sometimes on 
the basis of local observations, that 
tenant farming is necessarily inefficient 
as compared to’owner farming. It has 
long been held that theoretically it is to 
the interest of a share tenant to farm 
less intensively than would be advan- 
tageous for owner operators or for cash 
tenants, 
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The conclusion that tenants are less 
efficient than owners in current pro- 
duction is subject to many qualifica- 
tions. Efficiency is affected by many 
conditions besides the mere distinctidn 
between operation by tenants or by 
owners. For one thing, it is primarily 
a resultant of personal aptitudes. An 
ignorant and unenterprising class of 
people may be inefficient either as own- 
ers or as tenants. If owners as a class 
in any locality are more intelligent and 
alert than the class of tenants, these 
qualities are attributable only in minor 
degree to form of tenure. Rather, the 
fact that men have become owners may 
reflect the efficiency and the thrift 
which have enabled them to climb out 
of the tenant class, except perhaps in 
areas where conditions make it more 
desirable to operate as a tenant than 
as an owner. 

Tt has long been true in Southern 
plantation areas that an ignorant class 
of tenants under the close supervision 
of capable landlords have proved more 
efficient than the same class when 
working as owners without supervision. 
In many Northern states the close asso- 
ciation of landlords and tenants—par- 
ticularly the large class related by 
blood or by marriage, amounting to 
nearly three-tenths of all share tenants 
—goes far toward offsetting whatever 
disabilities may characterize the tenant 
class in personal efficiency or in capital. 

Comparative statistics of efficiency 
in production, as measured by produc- 
tion per acre, are available in the census 
for certain decades and in a few surveys. 
Thus, the census of 1924 shows that, in 
fifteen states important for winter 
wheat, tenants obtained the highest 
average yields in six states, while in 
three others the averages were about 
thesame. For nine spring wheat states, 
tenants had the highest yields in four 
states, while in one state yields for both 
classes were approximately the same. 
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In twenty-three important corn-pro- 
ducing states, tenants exceeded in only 
three states. Tenants were ahead in 
average yields of oats in four states out 
of eighteen, while in one state yields 
were about equal. In fifteen cotton- 
producing states, tenants had the high- 
est yields in four, but one of these, New 
Mexico, is of relatively small impor- 
tance in cotton production. In the 
production of tobacco, tenants ob- 
tained the highest yields in three states 
out of twelve, one of these being the 
important producing state of Kentucky. 

For the United States as a whole, 
tenants obtained slightly higher aver- 
age yields of winter wheat and of oats 
than did owners, but the latter class 
obtained higher yields for corn, cotton, 
spring wheat, and tobacco. All in all, 
however, the average differences in 
yields obtained were not large, amount- 
ing to two-tenths of a bushel for winter 
wheat, three-tenths for spring wheat, 
one-tenth for oats, one and one-tenth 
for corn, four pounds of cotton, and 
forty-nine pounds of tobacco. Aver- 
age differences so small in extent are 
obviously not very conclusive. Even 
the maximum differences for individual 
states do not range very high. 

Yields per acre, of course, are only 
one measure of efficiency. Moreover, 
the contrasts in yields reflect not only 
whatever effect the form of tenure 
may exert, but also the influence of 
differences in the kinds of land worked, 
adequacy of equipment available, and 
the personal qualities of the classes of 
people who, in the processes of eco- 
nomic and social selection, enter the 
respective tenure groups. 


InfLuence or TENURE ON CARE OF 
PROPERTY 

Over and above the relationship of 

form of tenure to current production, 

it is generally held that tenancy makes 

for inefficiency because tenants under 
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short or indeterminate leases have little 
interest in conservation of soil and tim- 
ber resources and in upkeep of buildings 
and improvements. This conclusion, 
which rests largely on observation 
rather than on statistical confirmation, 
is subject to the qualification that 
owner operators as a class may be 
characterized by a similar attitude, 
particularly when land is abundant and 
cheap. Our economic history has am- 
ply demonstrated the fact that owners 
will exploit the soil as readily as will 
tenants under such conditions, and 
even after land comes to have a con- 
siderable value the earlier acquired 
habits of wastage persist. 

High rents and high land values, 
though creating a motive for owners to 
care for the upkeep of their property, 
do not influence the tenant in that way 
if there is a prospect of the early ter- 
mination of his lease. Early in the 
colonial period, for instance, the Lords 
Baltimore found that even tenants for 
long terms were inclined to be guilty of 
wastage during the last years of the 
lease. 

In European countries various modi- 
fications in the form of tenancy have 
grown up which have been aimed at 
creating an interest in the upkeep of 
the property. These have assumed the 
various forms of double ownership 
ranging from emphyteusis, at one ex- 
treme, to short-term leaseholds involv- 
ing ownership of improvements by 
tenants subject to compensation on ter- 
mination of the lease. 

In America we have thus far largely 
avoided the complications and the in- 
evitable necessity of intensive adminis- 
trative and judicial regulation involved 
in the various types ef double owner- 
ship, includingthe so-called tenantright. 
Long leases were being rapidly aban- 
doned before the beginning of the nine- 
teenth century, ang short leases are 
now nearly universal. Nowhere in the 
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United States has the right of compen- 
sation for improvements been given 
statutory recognition. 

The attitude of a large proportion of 
our landlords toward their property has 
been essentially transitory, involving 
more concern with speculative sale 
than with the maintenance of soil fer- 
tility. Other groups of landlords are 
so intimately associated with their ten- 
ants by relationship, or with their 
properties through nearby residence 
and close personal supervision, that 
they are in a position to stimulate con- 
servative methods of utilization. The 
problem of effecting improvements in 
the form of structures has been taken 
care of, in a measure, either at the land- 
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lord’s expense—sometimes under agree- 
ment for extra rent or other form of 
reimbursement—or at the tenant’s 
expense, under agreements for com- 
pensation at the expiration of the 
lease. 

There are not lacking indications, 
however, that we may be forced to adopt 
a less free and easy system of tenure. 
The rapid progress of soil exhaustion, 
the greater scarcity of good land, and 
the increasing requirements for special- 
ized improvements adapted to the 
technical needs of modern agriculture 
are likely to give increasing emphasis 
to types of adjustment such as have 
been found necessary in some of the 
countries of western Europe. 


The Overhead Costs of Farm Real Estate Ownership 


By BERNHARD OstROLENK 
Member, Editoral Staff, The Annalist, New York City 


HE overhead costs of farm real 

estate ownership do not differ 
essentially from the overhead costs of 
any other real estate ownership, but 
there are special features in connection 
with farm real estate that deserve to 
be isolated for separate discussion. 
Overhead costs in farm real estate in- 
clude interest, taxes, insurance, de- 
preciation, and management. The 
special features of these items, as they 
relate to farm ownership, will be dis- 
cussed later. It should be noted here, 
however, that although farm real es- 
tate ownership in this discussion is to 
be divorced from farming, we cannot 
logically divorce the items that make 
up the overhead costs from the income 
of the farmer. Whether the overhead 
ownership is to be considered from the 
standpoint of one individual farm 
owner or of a corporation with a large 
number of farms, the overhead costs 
will have direct relation to the farming 
operations and to farm profits. 

In fact, the subject has become im- 
portant because corporation farming 
has been thrust upon banks, insurance 
companies, and finance corporations 
that have in recent years made a prac- 
tice of loaning mortgages to farmers. 
According to the Federal Farm Board, 
the number of foreclosed mortgages 
held by the Federal Farm Loan Bank 
system in 1929 involves 2,652 farms, 
valued at 19.6 million dollars. The 
Joint Stock Land Banks, in addition, 
have 2,626 farms, because of foreclosed 
mortgages, valued at 31.6 million 
dollars. The life insurance companies 
had investments in farm mortgages on 
December 81, 1928, amounting to 1.9 
billion dollars. No figures are avail- 


able to show the number of foreclosed 
farms held by the insurance companies, 
but assuming the foreclosures to have 
been around three per cent, the same as 
for the Joint Stock Land Banks, the 
value of farms held because of fore- 
closed mortgages would amount to 
about fifty-seven million dollars. The 
total here given for the three groups, 
the Federal Farm Loan Banks, the 
Joint Stock Land Banks, and the 
insurance companies, is well over one 
hundred million dollars. The number 
of farms cited does not, of course, 
represent the total number of farms 
held because of foreclosed mortgages. 
The forced sales of farms because of 
delinquent taxes and foreclosure of 
mortgages still continue at a high rate. 
They numbered 21.6 per thousand in 
1926; 28.8, in 1927; 22.8, in 1928; and 
19.4, in 1929. Bankruptcies among 
farmers have averaged well over six 
thousand annually. They numbered 
6,296 in 1927, or 18.1 per thousand of 
the total farmers. It is, therefore, a 
conservative estimate that foreclosed 
farms in the hands of rural banks, 
finance companies, and individuals, out- 
number at least three or four times 
those held by the insurance companies 
and the Farm Loan and Joint Stock 
Banks. It probably may be consid- 
ered as a conservative estimate to say 
that farm property to the value of over 
a quarter billion of dollars is today held 
by corporations who are interested in 
a method 
farming, in order to secure some return 
on their frozen assets. The subject 
of overhead costs of farm land, di- 
voreed from farming, is therefore of 
more than academic interest. 
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of so-called corporation - 
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Farm Income anD Ovnerneap Costs 


The present situation is, moreover, 
complicated by the fact that there is 
a definite lag between farm income and 
the various overhead costs. In a 
period of agricultural expansion, farm 
income will rise faster than overhead 
costs, and additional deductions from 
the overhead may be made by the 
appreciation of farm values. 

In a period of agricultural depression, 
the lag is reversed. The farmer is 
likely to have inherited large mort- 
gages from the period.of inflated land 
values, mortgages bearing rates of 
interest that were fixed for some years 

- ahead at a time when money was scarce 
and interest rates were high. High 
interest rates from the period of pros- 
perity are projected into the future, 
frequently for long intervals, making 
for interest charges which are light in 
periods of prosperity, but which be- 
come burdensome in periods of agri- 
cultural depression. This, in fact, 
is the situation with regard to interest 
rates which many farmers are facing. 

In industry it is frequently possible 
to refinance bond or mortgage issues 
if it is subsequently shown that the 
interest rates have been fixed too high. 
Farm mortgages, though usually fixed 
for a short time, often from three to 
five years, are nevertheless less flexible 
because of the scarcity of money avail- 
able for such mortgages when farming 
is in a depressed state and because of 
the high rates which prevail when farm- 
ing is prosperous. The corporations 
having foreclosed farms on their hands 
have, of course, been able to write 
these mortgages off at more favorable 
rates to the farms in order to improve 
their showing. i 

There is a lag in taxation to catch 
up with prosperity. During the period 
of farm prosperity taxes are likely to 
rise, but not as rapidly as does farm 
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income. It is true, however, that 
once rural improvements have been 
begun, schools have been enlarged, and 
better road projects and building proj- 
ects have been undertaken, these taxes 
which seemed light during the period 
of adequate farm income are projected 
well into the future; and should pros- 
perity change into depression they 
become burdensome adjuncts to farm 
overhead. 

Finally, the depression of farm real 
estate values is at this time one of the 
heavy charges that must be included 
in the overhead. Up to 1919, farm 
real estate was advancing in value. 
In fact, one of the reasons for the over- 
expansion in agriculture was this con- 
stant appreciation in farm values, 
whereby the farmers were willing to 
accept the paper profits of increased 
valuation on their land as reward for 
their labor when they were unable to 
make more than a bare living from 
farming. It is no secret that the 
great rush to develop the agricultural 
empire of the Northwest, of the South, 
and of the arid regions of the far West 
was due to a gigantic land speculative 
mania. Land rose in value every year. 
Farmers from the East bought land in 
Ohio; farmers sold their Ohio land to go 
on the relatively cheaper land of Wis- 
consin, and by their influx raised the 
value of that land. The farmers of 
Wisconsin sold their farms only to buy 
land from Iowans, who were selling to 
buy land in Minnesota, and there the 
corn belt was being pushed north to 
make the cheaper land of North Dakota 
available for immigrants from Minne- 
sota. The history for half a century 
of any farm family reveals a migratory 
process of swapping land which, in its 
turn, contributed to high price of land. 


DECADE oF LAND DEPRECIATION 


The situation has changed wholly 
since 1919. Land instead of appre- 
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ciating has annually been depreciating 
in value; to be sure, at a lesser rate in 
recent years, but, nevertheless, taking 
the country as a whole, at a sufficiently 
important rate to make it a significant 
item in the overhead costs. 

Taking the year 1918 for all farm 
real estate in the United States as 100, 
real estate values rose to 170 in 1920, 
and from thence fell to 117 in 1928, 
and to 116 in 1929. The fall was 
greater between 1920 and 1924 than in 
more recent years: thus, between 1920 
and 1921, the fall was from 170 to 157; 
from 1921 to 1922, it was from 157 to 
189; but between 1927 and 1928, it 
was only from 119 to 117; and by 1929 
it had fallen to 116, If we divide the 
country geographically, virtually every 
part of the country contributed to this 
rise and fall in sympathy with the 
general cadence. Thus, in Iowa the 
peak of 218 was reached in 1920, the 
fall in value reaching 116 in 1929. 
In Tennessee a peak of 200 was reached 
in 1920; the recession went to 125 in 
1929. Special conditions flattened this 
curve in the Pacific Coast states. In 
California the peak of 167 was reached 
in 1920, with moderate annual declines 
to 160 in 1928. The average trend 
of decline in farm values throughout 
the United States during the last eight 
years has been at the rate of five per 
cent annually, but this probably does 
not indicate a true trend projected 
into the future. It is not improbable 
that a great deal of the inflation has 
been taken out of farm real estate, and 
that future depression will come at a 
diminishing rate. Using the last three 
years as an indication of the future 
trend, the depression of farm values 
should be around two per cent annually. 

The interest cost enters as an over- 
head cost of real estate ownership from 
two angles: first, on the interest of the 
capital invested by the owner over and 
above the mortgages; and second, 
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the interest cost of the mortgages. 
The first part need not be discussed 
here since it does not represent a fixed 
charge, but is necessarily a variable 
depending upon the financial prudence 
with which the farm has been pur- 
chased and the profits that are made 
with sound management. 

There are a number of sources 
through which long-time credit or 
mortgages may be secured for farms. 
These include commercial banks, life 
Insurance companies, Federal Farm 
Loan mortgages, and state banks and 
state credit agencies. The rates of 
interest vary widely, both from the 
standpoint of the sources from which 
the mortgage is secured and the locality 
in which the farmer happens to be situ- 
ated. Long-time mortgages in the 
West are as high as seven and nine 
per cent, whereas in many communities 
of the East, and even in the North- 
west, interest rates are well below five 
per cent. These variations are even 
more marked in the case of loans based 
on personal and collateral securities. 
Before the establishment of the Federal 
Farm Loan system, there were wide 
fluctuations in the interest rates, de- 
pending upon the condition of the 
money market or the availability of 
credit at the time that mortgages be- 
came due. The demand for mortgages 
fluctuated with the opportunities for 
profitable use of funds and with the 
supply of loanable funds. In many 
regions where savings were large, both 
individuals and banks were willing 
to make loans at reasonable rates. 
In other regions where savings were 
small and loans difficult to get, rates 
were relatively high. In many regions 
where the risks seemed great, such as 
in the more arid regions of North Da- 
kota, in portions of Nebraska, and 
South Dakota, rates were higher than 
in the same state with more steady 
rainfall and with greater assurance 
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of a better average crop. All these 
conditions have been equalized to some 
extent by the Federal Farm Loan sys- 
tem, whereby credit is made uniformly 
available throughout the United States. 
The Federal Farm Loan Banks will 
make the loans directly to farmers or 
through farmers’ associations, and 
accept farm mortgages as collateral 
on which they will issue farm loan 
bonds, These farm loan bonds, predi- 
cated on farm mortgages, have until 
recently enjoyed the confidence of the 
financial community and have sold at 
reasonably low rates of interest. In 
recent years they have suffered, in 
common with other bonds, from the 
general money shortage resulting from 
the diversion of funds to the stock 
market. Prime commercial paper in 
New York brought from six to six and 
one-half per cent during the greater 
part of 1929, compared to four per cent 
in 1927 and four to five and one-half 
per cent in 1928. The rediscount rate 
of most of the Federal Reserve Banks 
stood at five to five and one-half per 
cent, and at one time rose to six per 
cent for the New York district, com- 
pared to four per cent and less in 1927, 
and four to five per cent in 1928. This 
condition of high rates for bank loans 
naturally affected bonds unfavorably 
and bore especially heavily on farm 
mortgages. 

In more recent years, in case of a 
Federal Farm Bank loan, there must 
be allocated to the annual costs, if not 
to the overhead costs, the amortization 
costs of the mortgage which the Federal 
Farm Loan system required when mak- 
ing loans. 


Incrnasep TAXATION oF FARM | 
PROPERTY 
Taxes on farm property increased 
approximately one-hundred and forty 
per cent between 1914 and 1923. The 
value of farm products in 1923 was only 
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fifty-eight per cent more than in 1914, 
while the income receipts to farmers 
were little, if any, greater in 1923 than 
in 1914. Taxes have increased, but 
the funds from which the tax is paid 
has not increased. This, in practice, 
demonstrates the theory of the lag 
of farm income to taxes. The greater 
part of these farm taxes are levied on 
real estate, although in 1928 twenty- 
five per cent, in addition, was paid on 
personal property. Farm real estate 
is mainly assessed for taxes on the sale 
value, but, of course, the valuation 
throughout the United States shows 
all the shortcomings of a system based 
on private judgments and susceptible. 
to influences other than a desire for 
fair appraisal. In Pennsylvania, assess- 
ment is supposed to be one hundred 
per cent of the sale value. In other 
states a lesser assessment is taken. 
The rate of taxation, of course, is not 
changed by the juggling of these 
figures. However, in the absence of 
any general expert method of measur- 
ing salè value, where an actual sale 
has not been made in many years, the 
great bulk of real estate assessment in 
the United States is largely based upon 
the personal opinion of assessors or of 
the reviewing bodies. The assessments 
in various parts of the same state and 
county, therefore,‘ differ widely and 
often show gross inequalities, some of 
them attributable to errors in judg- 
ment, and many to other causes. 
Small properties are very likely to be 
assessed a higher percentage of the full 
value than larger properties, and pro- 
portionally, therefore, bear a heavier 
burden of the taxes. 

The outstanding feature of this tax 
system is that, unlike the income tax, 
which adjusts itself to varying ability 
to pay, the farm real estate tax is an 
inelastic charge, one that lags far be- 
hind farm prosperity, but continues 
to rise once it has gained momentum, 
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even in a period of farm depression, 
and becomes excessively burdensome 
when the farm income is declining. 

With the exception of fire insurance, 
which probably forms the best co- 
operative enterprise existing among 
farmers, no adequate insurance facili- 
ties exist for windstorm, hail, or other 
factors that may disturb farm income. 
To be sure, there are companies in 
existence that will accept such insur- 
ance, but the cost is neither scientifi- 
cally determined nor reasonable. 

There remains the important item 
of management as an overhead of farm 
real estate ownership. Assuming a life 
insurance company with a large number 
of farms on its hands—farms which 
were secured through foreclosed mort- 
gages—it is not likely that these farms 
are adjacent. It is not even’ probable 
that these farms would be located in 
one county, or even in one state. One 
insurance company has foreclosed farm 
properties not only in many of the 
southern states, but also through the 
Middle West. The supervision that 
can be given such real estate scattered 
over several counties, or even several 
states, and furthermore, non-contigu- 
ous, is expensive. Any attempt to 
estimate such supervision cost is haz- 
ardous. The insurance company in 
question would require a staff of super- 
visors over the county or the state and 
another organization to supervise the 
state or district supervisors. 


MANAGEMENT CORPORATIONS 


Management corporations have 
sprung up all over the United States 
which have attempted to relieve banks, 
finance corporations, and life insur- 
ance companies of the problems of 
managing the real estate so acquired. 
These management companies are al- 
together too young and have had too 
checkered a career to justify, at this 
time, any statement of their probable 


223 


success. Essentially, their problem 
does not differ from that of the original 
farm-owning corporation. 

The problem of management over- 
head is probably the most important 
faced by these corporations. Most of 
them do not wish to be engaged in 
farming or in managing farms. They 
would prefer to sell the farms and res- 
cue as much of the mortgage invest- 
ment as possible. But, in the scramble 
to sell, these corporations have cut the 
ground from under each other’s feet, 
contributing to the general demoralized 
condition of the farm real estate situa- 
tion. On the other hand, operation 
of farms is not proving satisfactory, 
since it exhibits all the weaknesses of 
corporation farming, especially if a 
corporation has no experience and 
prefers not to be in farming. On the 
other hand, the system of renting these 
farms to local tenants, with a view 
to converting the renters into pros- 
pective purchasers, is meeting with 
more success, but the supervision and 
overhead are expensive. Supervisors 
are required for every ten and, at the 
most, every fifteen farmers. With the 
narrow margin of profit in agriculture, 
this proves expensive. 

Because of the fact that almost a 
quarter of a billion dollars’ worth of 
farm property is involved, it may not 
be amiss to make a suggestion to these 
corporations regarding the problem of 
overhead cost in supervision. The 
cost grows because of the distances 
between the farms, and almost always 
several companies have overlapping 
areas of supervision. The problems of 
supervision of management and ulti- 
mate sale can be dealt with coUpera- 
tively in one of two ways: (1) the com- 
panies can exchange farm property 
in such a way that the property of 
any one company can be concentrated 
in certain counties or states; or (2) a 
management company can be organ- 
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ized, capitalized by the contributing 
real estate of the various corporations, 
to look after the management and 
the sale of the farms. Neither one of 
these schemes presents insuperable 
obstacles towards corporation manage- 
ment of the farm real estate assets of 
the larger life insurance companies 
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and Federal Farm Loan Banks. 
Either one has elements that would 
make an experiment profitable to the 
corporations and of some social value if 
it demonstrates the possibility of retain- 
ing the family-sized farm under corpora- 
tion supervision as a profitable economic 
unit in our changing agriculture. 


A Comparison Between Urban and Rural Taxation 
on Real Estate Values 


By M. Siapm KENDRICK 
Assistant Professor of Rural Economy, Cornell University, Ithaca, New York 


HE phrase “urban and rural” 

runs through much of social and 
economic literature. Contrasts and 
comparisons, theses and antitheses, 
employing this phrase abound. At 
present this is especially true in taxa- 
tion. In recent years, a considerable 
number of monographs on state taxa- 
tion have appeared. Such studies 
commonly include comparisons be- 
tween rural and urban taxation. Per- 
haps sufficient comparative materials 
have been assembled and enough issues 
have been raised to justify their analy- 
sis and restatement in an article 
written from the national rather than 
the state point of view. 

The taxation of urban and rural real 
estate values may be compared on at 
least five different bases: (1) the place 
of taxes on real estate in the system of 
state and local taxation; (2) the method 
of levying these taxes; (3) the assess- 
ment of the property; (4) the trend of 
real estate taxes; and (5) the relation of 
these taxes to income from real estate. 
All these afford suitable bases on which 
to compare urban and rural taxation, 
and should be included in any com- 
parison where the word “taxation” is 
interpreted broadly. In order to pre- 
sent a true account, such a comparison 
should stress similarities as much as 
differences. 


Praca or ReaL Estate TAXES IN 
SYSTEM 


Owners of real estate, whether their 
holdings are in the city or in the coun- 
try, find much in common if their taxa- 


tion problems be compared in respect 
to the place of taxes on real estate in 
the system of taxation and in respect 
to the method of levying these taxes. 
Taxes on real estate are of unique 
significance in state and local taxation. 
This is because of their great quantita- 
tive importance and because of the 
peculiar method of levying these taxes. 
By far the greater part of all taxes on 
general property is paid on real prop- 
erty. Although theoretically and le- 
gally, under the assumptions of the 
general property tax, much of this 
burden should rest on personal prop- 
erty, practically, on account of the 
escape of personalty from the assess- 
ment roll, taxes on general property 
are taxes on real property. Something 
of the quantitative importance of real 
estate taxes in the United States is 
indicated by the fact that approxi- 
mately three-fourths of the huge sum 
of state and local taxes collected an- 
nually are derived from levies on gen- 
eral property, which, in the practice of 
taxation, is mostly real estate. If 
local taxes only are included, the 
percentage of such tax revenues origi- 
nating from levies on general property 
is nearer ninety per cent. Differences 
between the proportion of rural and 
urban tax revenues derived from levies 
on general property are not significant. 


METHOD OF Lavrina Taxes 
General property, and therefore real 
estate taxes, whether urban or rural, 
differ from other taxes in that they are 
levied on an apportioned basis. The 
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estimated expenditure of the govern- 
mental unit, minus the estimated 
revenue receipts from other sources, 
gives the amount to be apportioned. 
This amount is then apportioned on 
the basis of the assessed valuation of 
the taxable property of the district. 
Such a method of obtaining the rate 
means that it is peculiarly sensitive to 
changes in governmental expenditures. 
Other taxes are levied at percentage 
Tates which, as matters of statute or of 
ordinance, remain the same until 
changed by law. Only infrequently 
do receipts from these taxes vary on 
account of changes in their rates. 
Such rates are incorporated in the law 
and exhibit a pronounced tendency to 
remain fixed, for any attempt to change 
them precipitates a parliamentary 
battle. Not so with the tax on prop- 
erty. Custom and expectation alike 
decree that the rate of this tax ‘shall 
change annually. The machinery of 
change operates smoothly and quietly. 
Subject to variations in receipts from 
other sources and to changes in the 
assessed valuation of the property, a 
rise in the expenditure of state and 
local governments is followed in 
almost automatic sequence by a rise in 
the rate of tax on property. A fall is 
followed in equally close sequence by a 
fall in the rate of tax on property. 


ASSESSMENT OF REAL PROPERTY 


The problem of assessment has per- 
haps received as much attention of late 
as any other tax problem. Most 
state studies of taxation which have 
appeared in recent years include some 
treatment of assessment, and a large 
proportion of them compare urban 
with rural assessments. Since each of 
these studies is devoted to taxation in 
some one state, a geographical grouping 
is suggested for their consideration. 

The West is represented by studies 
of taxation made in Oregon, Colorado, 


THE ANNALS OF THE ÅMERICAN ACADEMY 


and Kansas. The Oregon report, 
based on an examination of the as- 
sessed and the sale values of some 
forty thousand urban and rural prop- 
erties, found that for the state as a 
whole urban and rural properties are 
assessed at about the same ratio of sale 
value, but that marked discrepancies 
exist in individual counties. How- 
ever, in the judgment of the author 
of this study, the most significant 
finding was the variability of assess- 
ments of individual properties, both 
urban and rural. The overassessment 
of low value properties relative to high 
value properties was general. Because 
of the presence of this and of other 
varieties of inequality, it was dis- 
covered that less than one-half of the 
real estate of Oregon bears two-thirds 
of the real estate taxes, and the other 
one-half bears the remaining one-third 
of these taxes. 

The Colorado investigation, in a 
section on assessments, compared the 
assessed valuation with the owners’ 
valuation for both urban and rural 
properties. It was found that urban 
real estate in Colorado is assessed at a 
slightly higher percentage of owners’ 
valuation than is rural property, and 
that the significant problem, both urban 
and rural, lies in the inequalities in the 
assessment of individual properties. 

The Kansas study examined the ratio 
of assessed value to sale value for some 
twenty thousand properties in urban 
and rural real estate. It was found 
that city real estate is usually assessed 
at a higher ratio of assessed value to 
sale value than is farm real estate, and 


1W. H. Dreesen, “A Study in the Ratios of 
Assessed Values to Sale Values of Real Property 
in Oregon,” Oregon Agr. Exp, Sta, Bul. 283 (June, 
1928); Whitney Coombs, L. A. Moorhouse, and 
Burton D. Seeley, “Some Colorado Tax Prob- 
lems,” Colorado Agr. Exp. Sta. Bul. 846 (Sept., 
1928); Eric Englund, “Assessment and Equali- 
zation of Farm and City Real Estate in Kansas,” 
Kansas Agr. Exp. Sta. Bul. 282 (July, 1924). 
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serious inequalities in the assessment 
of both urban and rural real estate 
were disclosed. These inequalities in- 
cluded a marked overassessment of 
small properties and the presence of 
gross inequality in the assessment 
of individual properties, irrespective 
of valuation. 


ASSESSMENT CONDITIONS IN THE 
Miopis Wasr 


Some index of assessment conditions 
in the Middle West is probably af- 
forded by studies of taxation in Iowa, 
Dhnois, and Ohio? 

The Jowa study, on the basis of an 
extended investigation, reports a strik- 
ing similarity between the assessment 
of rural and of urban real estate. The 
average percentage of assessed value 
to sale value for all rural properties 
studied was found to be 46.03; for all 
town and village properties, 48.15; and 
for six large cities, 48.02. Great in- 
equalities in individual assessments, 
both urban and rural, were discovered 
with a marked discrimination against 
low value properties. These inequali- 
ties were found to be more pronounced 
in urban than in rural assessments. 

The study of the tax situation in 
Illinois disclosed the facts of assess- 
ment in the city of Chicago, in the 
other cities of the state, and in the 
rural areas. It was found that the 
average assessment of real estate in 
Chicago, in 1926, was 31.8 per cent of 
sale value; in the other cities of the 
state, 26.6 per cent; and in the rural 
areas, 36 per cent. The most signifi- 
cant result of this study was the un- 
covering of gross inequalities in the 

2J E. Brindley and Grace S. M. Zorbaugh, 
“The Tax System of Iowa,” Iowa Agr Eat. Bul. 
150 (Jan., 1929); Herbert D. Simpson, The Tax 
Sttuation in Illinois, Institute for Research in 
Land Economics and Public Utilities (Aug. 
1929); H. R. Moore and J. J. Falconer, “Public 
Revenue m Ohio with Especial Reference to 


Rural Taxation,” Ohio Agr. Exp. Sta. Rul 425 
(Aug , 1928). 


assessment cf both urban and rural 
property. It was found that in Chi- 
cago wide differences in assessment 
exist between different classes of prop- 
erty, with business properties assessed 
at the highest rate and vacant land at 
the lowest rate; and that the average 
deviation of the assessment from the 
level of uniformity was 88 per cent. 
In a computation including the cities 
outside of Chicago, and the rural areas, 
it was found that the average deviation 
of the assessment from the level of 
uniformity was 45.8 per cent. A sep- 
aration of the assessments outside of 
Chicago into rural and urban areas 
disclosed the presence of severe re- 
gression in the taxation of both groups 
because of overassessment of low value 
properties relative to those of high 
value. 

The Ohio investigation reported the 
existence of inequalities in the ratio of 
assessed value to sale value between 
farm and city real estate in the same 
county and between rural townships 
in the same county. Before the 1025 
state reappraisement, rural properties, 
on the average, were assessed at 77.16 
per cent of sele value, and city and vil- 
lage real estate were assessed at 62.64 
per cent. After the reappraisement, 
these percentages became 83 and 83.78, 
respectively. A study of rural assess- 
ments in four counties in this state 
showed that low value properties are 
overassessed relative to high value 
properties. 


Status OF ASSESSMENTS IN THE EAST 


Tax studies in Pennsylvania, New 
York, Massachusetts, and Delaware 
may well represent the assessment 
status of urban and rural real estate in 
the East.’ 


3F. P. Weaver and Clyde L. King, “Some 
Phases of Taxation in Pennsylvania,” Pennsyl- 
vania Dept. of Agr. Bul 24 (Dec., 1926); 
Annual Report of the New York State Tax Com- 
mission for 19£5; Hubert W. Yount, “Farm 
Taxes and Assessments in Massachusetts,” 
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In a detailed study of assessments in 
a number of Pennsylvania counties it 
was found that with one exception 
rural properties in these counties are, 
on the average, assessed at a higher 
ratio of sale value than are urban 
properties. Wide inequalities in indi- 
vidual assessments were disclosed. 
It was found that on account of in- 
equalities in assessment some property 
owners in cities and some on farms pay 
from two to nine times as much in 
taxes as do others owning properties of 
equal value located in the same city or 
township. 

The New York State Tax Commis- 
sion has arranged sales of real property 
in value groups and has compared 
them with assessed values. This tabu- 
lation includes 166,000 sales of real 
estate made in the. state outside of 
Greater New York, and Westchester, 
Erie, and Hamilton counties. These 
sales were made between 1915 and 
1925, but only a few from 1915 to 
1917 are included. The average ratio 
of assessed value to sale value in cities 
was found to be 63.6 per cent; in 
incorporated villages, 51.6 per cent; 
and outside of cities and incorporated 
villages, 49.1 per cent. Thus, unlike 
the situation in Pennsylvania, the 
evidence in New York indicates that 
urban properties are assessed higher 
than are rural properties. In all three 
groups, a decided overassessment of low 
value properties appeared. 

The Massachusetts study concluded 
that urban property in that state is 
assessed higher than is rural property. 
So far as it was concerned with assess- 
ments, the emphasis in this investiga- 
tion was on inequalities in the assess- 
ment of individual properties. It was 


found that the assessment of farm prop- 


Massachusetts Agr Exp Sta Bul. 285 (Apr., 
1927); M M Daugherty, “The Assessment and 
Equalization of Real Property in Delaware,” 
Delaware Agr. Exp. Sta. Bul. 159 (Dec., 1928). 
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erty differs widely as between farms in 
the same town, as between farms in 
different towns, and even as between 
farms representing different types of 
farming. Some inequalities in urban 
assessments were also indicated. 

The Delaware study reported a 
higher ratio of assessed value to sale 
value for rural than for urban roper- 
ties in each of the three counties of this 
state. Inequalities in the assessment 
of both urban and rural properties 
were discovered and measured, and 
overassesament of low value properties 
was noted. A comparison in respect to 
relative uniformity of assessments was 
made with Kansas and with Oregon. 
It was found that assessments in Dela- 
ware are much more uniform than 
those in Oregon and somewhat less 
uniform than those in Kansas. 

In the South, few studies which in- 
clude an account of urban and rural 
assessments have been published, but 
perhaps those made in Arkansas and in 
North Carolina indicate something of 
assessment conditions in this section of 
the country.* 

In Arkansas, the sale values of urban 
and of rural real estate were estimated 
and compared with the assessed values. 
It was found that urban real estate is 
assessed at a higher rate than is rural 
real estate. However, inequalities in 
the .assessment of each group were 
shown to be more significant than 
variations between the groups. 

The North Carolina study found 
that, on the average, city property was 
assessed at 68.6 per cent of its esti- 
mated full value, and rural property, 
at 75 per cent. Within each group, 
important variations in assessment 
appeared. Business properties were 
assessed at 57.6 per cent, and residence 


4C. O. Brannen, “The Farm Tax Problem in 
Arkansas,” Arkansas Agr. Exp. Sta. Bul, 223 
(Feb., 1928); Annual Report of the Tax Commis- 
sion of North Carolina for 1928. 
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properties at 63.1 per cent. A wide 
range of ratios of assessed values to 
estimated values for rural property 
was disclosed. An investigation of the 
relation of the assessment ratio to the 
value of the property disclosed over- 
assessment of low value properties, 
both urban and rural. 


DISCRIMINATION NATIONWIDE 


This review of assessment findings, 
though necessarily brief, is nevertheless 
believed to present significant evidence 
for a comparison of urban and rural 
assessments in the United States. If it 
be granted that this sample of condi- 
tions in twelve states is fairly repre- 
sentative of the whole, and if the 
method of comparing assessed values 
with sale values or with estimated 
values be accepted, the evidence 
offered by these studies is direct and 
conclusive. Whatever differences be- 
tween the assessment of urban and of 
rural real estate may exist in individual 
states, the findings of these studies 
indicate no noticeable difference for the 


5 Studies of urban and of rural valuation of 
real estate should be made with a view to de- 
termine whether or not, in the long run, valua- 
tion in the city means precisely the same thing as 
valuation in the country. In the law, real 
property, both urban and rural, is assessed at 
some per cent, usually one hundred per cent, of 
its fair, true, full, reasonable, actual, orsale value, 
all of which terms may be translated as the mar- 
ket value arising from a voluntary sale in which 
the motives of buyer and seller are economic. 
But, if this market value is one thing in the city 
and another thing in the country, the existence of 
similar ratios of assessed to market value for 
both urban and rural real estate establishes only 
a legal equality of assessment between them. 
It does not establish an economic equality. 

‘What the writer has in mind is suggested by 
tax studies made in Arkansas and in Missouri 
In the Arkansas study, already cited, it is re- 
marked that, although the ratio of assessed 
valuation to estimated valuation is lower for 
rural than for urban properties, it becomes 
considerably higher for rural properties than for 
urban when assessed valuation is compared with 
capitalized earnings. In the Missouri study 
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country as a whole. The important 
differences in assessment are between 
individual properties, whether urban 
or rural. Discrimination—which is all 


‘too frequently gross—is almost uni- 


versal. Everywhere the proper assess- 
ment of individual properties is the 
problem. 

One who is enough of a pessimist to 
believe in the doctrine of the natural 
perversity of things finds in the 
assessment situation a gloomy illus- 
tration of this theory. The very dis- 
crimination which is most decided and 
most general—that between individual 
real properties—is the most costly 
discrimination possible in the assess- 
ment of real estate. This is because 
most taxes on real estate, whether 
urban or rural, are paid to the local 
government. Thus, discrimination in 
the assessment of individual real 
properties affects the major portion of 
the tax on real estate. But, discrimi- 
nation in assessment as between urban 
and rural tax districts, or as between 
urban or rural tax districts, affects only 
the minor portion of the tax on real 
estate. 


Tamnps In Rear Estara Taxes 


A comparison between the trends of 
urban and rural taxes on real estate is 


(“Taxation of Farms in Missouri,” by C. O. 
Brannen and S. D. Gromer), rural real estate in 
four Missouri counties is compared over a five- 
year period with urban real estate in respect to 
the per cent which the capitalized net rent is of 
the owners’ estimated value. In all years except 
one, this per cent was higher for rural real estate. 
The five-year average indicated that for each 
$1,00C of owners’ estimated value in the country, 
#457 was justified by the capitalization of the net 
rent; but that for each $1,000 of such estimated 
value in the city, $842 was justified by the 
capitalization of the net rent.* Legally, $1,000 of 
real estate valuation is $1,000, whether urban or 
rural, ' These Arkansas and Missouri studies 
suggest that from the point of view of economics, 


_ $1,000 of real estate value in the country may be 


something other than $1,000 of real estate value 
in the city. 
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limited by the few measures of urban 
taxes which are available. Because of 
the agricultural depression, much em- 
phasis has been placed on studies of 
farm taxation and a number of indexes 
of farm taxes have been computed. 
However, few studies have been made 
of real estate taxation in the relatively 
prosperous cities, and therefore only a 
few index numbers of the trend of these 
taxes are available. 

In Kansas, taxes on farm real estate, 
when measured from a 1910-1914 
average of 100, were 239 in 1923.° 
Taxes on city real estate, measured 
from the same base period, were 301 in 
1928. The rise in both rural and urban 
taxes was continuous and in some years 
decidedly sharp. 

A Wisconsin study includes measures 
of rural and urban taxes paid in that 
state.” These taxes are not strictly 
comparable with those measured in 
Kansas, for they include personal 
property and income taxes as well as 
real estate taxes. It was found that 
the average of a selected group of farm 
families paid $160 in taxes in 1913 and 
$381 in 1924, and that the average 
of a selected group of city families paid 
$99 in 1913 and $422 in 1924. In each 
year for which a computation of taxes 
was made, these taxes, whether rural or 
urban, increased. 

The study of taxes in Ohio, already 
cited, reported that rural taxes in- 
creased 127 per cent from 1918 to 
1926, and that during this period urban 
taxes increased 259 per cent. These 
are general property taxes levied mostly 
on real estate. 

In New York, taxes on farm real 
estate in 1924 were 220 when the 


$ Eric Englund, ‘‘The Trend of Real Estate 
Taxation in Kansas from 1910 to 1923,” Kansas 
Agr. Exp. Sta. Bul. 285 (Sept., 1925). 

!' B. H. Hibbard and B. W. Allin, “Tax Bur- 
dens Compared,” Wisconsin Agr. Erp. Sta. Bul. 
898 (March, 1927). 
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average of 1910-1914 is called 100.8 
With the exception of New York City, 
taxes on urban real estate, in each of 
the city groups studied, increased more 
during this period than did farm taxes. 

These few comparisons between the 
trends of urban and rural taxation of 
real estate serve to illustrate rather 
than to confirm a relationship which, 
on analysis, is evident. Rural and 
urban taxes on real estate are of similar 
importance in the revenue systems of 
country and of city tax units. They 
are influenced by the same factors of 
changes in commodity prices, in wage 
and salary rates, and in demand 
for improvements in public services. 
Clearly, on these grounds it would be 
expected that trends of urban and rural 
taxes on real estate would be similar. 
Because of the relatively more pros- 
perous economic condition of cities 
during the latter part of the period 
studied, urban taxes would be ex- 
pected to have increased more rapidly 
than rural taxes. 


Raa Esrara Taxes AND Incomn 


In view of the inherent differences 
between urban and rural incomes 
derived from real estate, and the serious 
difficulties which therefore arise in their 
comparison, a considerable body of 
data has been assembled comparing 
urban and rural incomes from real 
estate in respect to the percentage of 
these incomes absorbed by taxes. 

The Colorado study of taxation, in a 
section on income related to taxes, 
emphasized data gathered from rented 
properties, both rural and urban.® It 
was found that in 1926 taxes on rural 
properties absorbed 23.8 per cent of the 


3M. Slade Kendrick, “An Index Number of 
Farm Taxes in New York and its Relation to 
Various Other Economic Factors,” Carnell Agr. 
Exp. Sta. Bul. 457 (Dec., 1926). 

? Whitney Coombs, L. A. Moorhouse, and 
Burton D. Seeley, op. cit. 
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net rent. For that year, taxes on 
urban properties absorbed 27.1 per 
cent of the net rent. 

A study of taxation in South Dakota 
compared urban and rural rented 
properties in respect to the percentage 
of net rent taken by taxes.! From 
1919 to 1926, taxes on city properties 
averaged 29.2 per cent of net rent, and 
taxes on farm properties averaged 28.4 
per cent. In 1926, the percentages 
for city and farm were 28.8 and 29.8, 
respectively. 

The Wisconsin study of taxation was 
devoted to a comparison of tax burdens 
in Dane County, Wisconsin." It un- 
dertook to measure the burden im- 
posed by the total of all annually 
recurring taxes paid by the individual 
and so recognized by him. Taxes on 
real estate, on personal property, and 
on incomes, were included. Thus, 
because of the limited area studied and 
because of the inclusion of taxes other 
than on real estate, conclusions from 
this study are not strictly comparable 
with others cited here. Nevertheless, 
they furnish a valuable comparison of 
total tax burdens. It was found that 
in 1924, 22.5 per cent of the average net 
farm income was absorbed by taxes, 
and that only 8.9 per cent of the aver- 
age net city income was so absorbed. 
In each of the other years studied, 1913, 
1914, 1918, 1919, and.1928, taxes ab- 
sorbed a higher percentage of the aver- 
age net farm income than of the average 
net city income. In 1918, these per- 
centages were 12.8 and 4.8, respectively. 

The Jowa investigation, on the basis 
of a comprehensive volume of informa- 
tion, particularly on rural properties, 
reported that taxes on cash rented 
farms in 1926 averaged 27.7 per cent 
of net rent, and on share rented farms, 


10 E, P, Crossen, “Taxation and Public Finance 
in South Dakota,” South Dakota Agr. Exp. Sta. 
Bul. 282 (June, 1928). 

u B. H. Hibbard and B. W. Allin, op. cit. 
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27.0percent.® In 1927, taxes on owner- 
operated farms averaged 22.5 per cent 
of the net income. Taxes on business 
properties in Iowa cities in 1927 aver- 
aged 31.5 per cent of the net rent, and 
on residence properties, 29.9 per cent. 
The Pennsylvania study, after an 
intensive investigation of net real 
estate incomes and taxes in six counties 
of that state, found that in five of these 
counties taxes absorb a larger propor- 
tion of the average net farm income 
than of the average net city income. 
In each of these five counties, the dif- 
ference between the percentages of net 
income absorbed was significant. 


Taxation AND Ner RENT 


The study of taxation in Arkansas dis- 
closed that taxes on rented farms from 
1921 to 1925 averaged 18.1 per cent of 
netrent.“ During this period, taxes on 
city real estate averaged 16.7 per centof 
net rent. In 1925, these percentages 
were 17.2 and 16.7, respectively. 

The comprehensive report on taxa- 
tion in North Carolina, published by 
the Tax Commission in 1928, includes a 
comparison of the percentage of net 
rent absorbed by taxes on rented urban 
and rural properties. It was found 
that this percentage for 1927 averaged 
29.5 for urban properties and 28.9 for 
rural properties. 

A release from the United States 
Department of Agriculture on June 16, 
1928, gives the results from a com- 
parison of taxes on rural with taxes on 
urban property in Virginia. In 1926, 
taxes on business and residential 
properties in thirty-three towns and 
cities averaged 16.0 per cent of net 
rent. During the same year, taxes on 
farm properties in thirty-three counties 
averaged 20.0 per cent of net rent. 


4 J, E. Brindley and Grace S. M. Zorbaugh, 
op. cù. 

1 F, P. Weaver and Clyde L. King, op. cit 

4 C., O. Brannen, op. cit. 
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A summing up of the evidence pre- 
sented by these comparisons of taxes 
with income indicates that, in five of 
the eight states, taxes on rural real 
estate comprised the larger percentage 
of net income, and that in the three in- 
stances where the difference was signifi- 
cant rural taxes absorbed a larger per- 
centage of income than did urban 
taxes. Admittedly, eight states may 
not be sufficiently representative of the 
whole forty-eight. But, in so far as 
this particular group is representative, 
the evidence indicates that a larger, 
though not a greatly larger, percentage 
of the income from rural property is 
paid in taxes than is paid from the 
income of urban property. Additional 
evidence in support of this conclusion 
is afforded by the fact that during the 
last few years the agricultural industry 
has been relatively depressed in rela- 
tion to the average city industry. It 
is to be expected that real estate 
taxes would take a larger per cent of the 
income of a relatively depressed indus- 
try than of a relatively prosperous one. 

The question may well be raised 
whether this conclusion means pre- 
cisely what it says, or more. Let it be 
supposed, for example, that thirty per 
cent of the income of rural real estate is 
paid in taxes and that twenty-five per 
cent of the income of urban real estate 
is so paid. Does the difference be- 
tween thirty per cent and twenty-five 
per cent express the full difference in 
the burdens on the two classes of 
property? Probably it does not if 
there be included a consideration of 
relative dollars’ worth of benefits, added 
to the incomes of urban and rural real 
properties from the expenditure of 
taxes collected on these properties. 
How much do efficient fire and police 
departments, a good school, and a con- 
venient park add to the incomes of 
urban real estate? How much does a 
paved road or a muddy one affect the 
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income from rural real estate? Con- 
siderations such as these must be in- 
cluded in any true comparison be- 
tween tax burdens on urban and on 
rural properties. Failure to include 
them is an error precisely analogous to 
that committed by a comparison of two 
corporations in terms of their expense 
outlays with no reference to their in- 
come statements. It is indeed un- 
fortunate that at present, on account 
of lack of data, this error is inevitable 
in any comparison of the relative tax 
burdens on urban and rural real estate. 


SuMMARY 


Urban and rural taxation of real 
estate in the United States have been 
compared on five different bases: the 
place of real estate taxes, whether 
urban or rural, in the system of state 
and local taxation; the method of levy- 
ing them; the assessment of real prop- 
erty; the trend of real estate taxes; 
and the relation of these taxes to in- 
come from real estate. 

It was found that urban and rural 
taxes on real estate are of approximately 
equal major importance in state and 
local tax systems, and that they are 
levied on an apportioned basis, with the 
amount to be apportioned determined 
by the estimated expenditures of the 
governmental unit in question, less 
the estimated, receipts from other 
sources. In individual states, some 
differences between the assessment of 
urban and rural real estate were dis- 
closed, but for the country as a whole 
no difference was discovered. The 
significant problem of assessment was 
found to be the accurate assessment of 
individual properties, whether urban or 
rural. Theevidenceindicates that, when 
measured from a pre-war base, taxes on 
urban real estate have risen more than 
taxes on rural real estate. The data on 
the relation of taxes to income point to 
a heavier burden for rural properties. 


Farm Real Estate Values and Farm Income 


By E. H. Wrecxivne 


Agricultural Economist, Bureau of Agricultural Economics, United States 
Department of Agriculture, Washington, District of Columbia 


RANTED that the value of farm 

realty is more in the nature of a 
result than a cause in the chain of 
economic causation, students of the 
agricultural situation in general are 
recognizing that the effects of land 
prices complicate the agricultural 
problem. Even before the war-time 
boom, for example, observers called 
attention to the bidding of land prices 
beyond what seemed a reasonable 
relationship to income, often with a 
resultant pressure upon the standards 
of living of farm families who were 
attempting to pay for high priced land. 


Post-War DECLINE In VALUES 


Low ratios of income to current real 
estate prices began to be recognized as 
a rather strong economic argument for 
tenancy. It often appeared to be 
cheaper to rent than to own. Finally, 
the war-time land boom, with its 
aftermath of foreclosures and rever- 
sions, bank failures, farmers ruined in 
money and morale, large acreages 
thrown into the hands of a new group 
of absentee owners to whom operation 
was an unanticipated and an unvwel- 
come problem, and a revision toward 
greater strictness in mortgage credit 
policies as a result of the drastic defla- 
tion in values, probably emphasized as 
never before the importance of land 
prices in the agricultural situation. 
The continued decline in values after 
1920, despite an indicated improve- 
ment in income from the low points of 
1921 and 1922, led to such published 
comments as the following: 

The chief cause of the present farm agita- 
tion is the decline in capital values since 
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1920 and the continuing dull market for 
land. The present agitation will continue 
until a definite up-trend in values sets in.t 

The declining capitalization of farm land 
in the face of a rapidly increasing capitali- 
zation of urban industry is a new experience 
in the United States and highly significant. 
Land prices are already far below the 
wholesale price level. This situation may 
not seem justified by the present level of 
farm incomes measured either in money or ` 
in buying power, but the decline has con- 
tinued and there is little assurance of a turn 
upward in the near future. 

To students of farm realty appraisal 
the subject is of unusual interest both 
from the standpoint of theory and of 
actual appraisal practice. Old as is 
the rent theory of our economics texts, 
the opinion may be ventured that but 
little has been done in attempting 
inductive verification of the rather 
broad generalizations which were ar- 
rived at by processes essentially de- 
ductive. Much as we emphasize that 
value represents the capitalization of a 
series of future incomes, one can see 
rather serious problems arising when 
attempts are made to apply that 
theory concretely to actual cases. In 
practical appraisal, often as one hears 
the statement made that income 
should be a principal factor in value, we 
find that, as a rule, income is taken into 
account in only a very general way. 
Valuation through the income route, 
strictly speaking, is rare in American 
appraisal practice. 

Again, the events of recent years 


1 Brookmire Farm Income Bulletin, Dec. 15, 
1927. 

2 Harvard Economic Society: Weekly Letter, 
vol 7, no. 15. 
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have thrown into high relief the whole 
question of the adequacy of current 
valuation practice, particularly as to 
taking into great account present and 
future income. This led to inquiry 
about the composition of farm real 
estate values. Virtually all appraisers, 
when pressed to explain what lies back 
of the sale price basis which is their usual 
bench-mark in practical valuation work, 
will admit that it has something to 
do with income. But, specifically, how? 
In other words, the problem was driven 
back to theory, to principles, and to 
the little which had been done in 
actual research. 


Courses IN Lanp VALUATION 


As evidence of the feeling that older 
procedures had been defective, we 
find the wholly new development of 
short courses in land valuation. Ten 
years ago there were no such courses 
in America. By the close of 1929, at 
least seven institutions had sponsored 
them, and the program of the Mortgage 
Bankers Association of America has as 
an objective the establishment of such 
a course in every one of the principal 
agricultural colleges of the country. 
All of this search for information rather 
plainly demonstrated how little in- 
vestigation had actually been done in a 
field represented by forty-five billions 
of invested capital and upon which 
rest ten billions in farm mortgages. 

The subject, therefore, is one in 
which, fundamental though it be, re- 
search in this country can be said to 
have just begun. Under these circum- 
stances, the writer can offer nothing in 
this article which is new or original. 
Perhaps it will be worth while, how- 
ever, to touch very hurriedly upon the 
various phases which this topic 
comprehends: (1) movements in in- 
comes and in farm real estate values in 
recent years so far as data are available; 
(2) the realignment of values in relation 
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to income which has taken place in 
certain areas; (8) income and value in 
theory; (4) “earning power” and 
valuation in practice. 


INCOMES AND VALUES IN RECENT 
YEARS 


Adequate measures of the share of 
total earnings contributed by farm 
real estate are not available. Even so, 
the factors entering into land prices are 
so complex that year-to-year fluctua- 
tions in earnings may not be reflected— 
at least, not immediately. Land yields 
its services year after year. One 
year’s increase or decrease in income, 
therefore, may or may not affect 
value. Many considerations enter. 
How great that year’s increase or 
decrease is; what its relationship to the 
trend over preceding years is; the ex- 
tent to which it is considered more or 
less temporary, or as an indication of 
the future trend; the general future out- 
look for earnings—these and other 
factors producd their effects. It is 
probably the trend or average of in- 
come realized over a series of years 
which is the dominant influence on the 
side of the earnings. Even a reason- 
ably stable trend in earnings, however, 
may be offset by other forces. 

The data on something approaching 
net incomes which are available are 
shown for the country as a whole in 
Figure 1. The annual total agricul- 
tural income computations of the 
Bureau of Agricultural Economics 
were first made for the crop year 
1919-1920, and the income statements 
of individual farmers were first col- 
lected from the Bureau’s crop corre- 
spondents in 1922. 

The recovery in income up to 1925 
is apparent. Since about 1924, some- 


‘thing approaching a horizontal trend 


has appeared in incomes and in the 
composite of prices of farm products. 
The outlook for the 1929-1930 market- 
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from 1922 to 1925, and the approximately horizontal 


year, were reflected in a progressively smaller annual 


important factors, however, were in operation on the 


ine in farm real estate values. Other 


downward side of values. 


* The recovery in agricultural incomes 
product price and income trend since that 


d 
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ing season is for returns not in excess 
of those received in 1928-1929 — prob- 
ably about the same. 

This up-swing in the incomes and 
the prices of farm products, and the 
subsequent approximate stability 
therein, would be expected to have an 
important influence in the progressive 
checking of the rate of decline shown in 
farm real estate values since 1920. 
The value curve has gradually been 
flattening out. 

In a general way, one can find some 
reflection of movements in income in 
the movements of farm real estate 
values. The big drop in the value 
index, for example, came in 1920-1921 
and in 1921-1922, coincident with the 
big drop in incomes and the prices of 
farm products. The steady recovery 
in incomes which followed to 1925- 
1926 was accompanied by a change in 
the trend of valués much less sharply 
downward than before. The income 
break of 1926-1927, which was due 
largely to the record cotton crop, 
apparently found reflection in a five- 
point drop in the value index, as com- 
pared with three-point declines during 
the two preceding years. Subsequent 
recovery in incomes and prices during 
1927-1928, and retention of this gain in 
1928-1929, again appeared to be 
reflected in declines in the farm realty 
index of but two and one points, 
respectively. This one-point decline 
represented the smallest annual loss in 
the national value index since the de- 
pression set in. On March 1, 1929, 
the value index stood at 116 per cent of 
1912-1914, regarded as pre-war. The 
corresponding position at the peak of 
1920 was 170. If the income forecasts 
for the 1929-1930 marketing season 
prove true, little change in the value 
index from its 1929 position is likely, 
although there is as yet no assurance 
that the bottom has been fully reached 
in all states. 


Tae ANNALS OF THE AMERICAN ACADEMY 


What the longer term future holds is, 
of course, a matter of conjecture. In 
any event, however, with the most 
drastic readjustments in the whole 
price system in the background, the 
various branches of the agricultural 
industry are now beginning to have a 
somewhat better basis in experience 
for judging what may be expected in the 
way of average operating conditions 
and earning power, and are accordingly 
in a better position to place values on 
real estate. 


REGIONAL Diversrry or VALUES 


National totals and national aver- 
ages obviously may conceal wide 
variations in their components. The 
wide regional diversity in the move- 
ment of values both in the extent of the 
rise to 1920 and in the character of the 
change since then is indicated in Figure 
2. Unfortunately, income data suit- 
able for our purpose are even less ade- 
quate on a regional] than on a national 
basis. Some cursory, indirect obser- 
vations of a general character, however, 
may be made. In 1920, for example, 
the New England and Middle Atlantic 
divisional indexes stood at only 140 
and 186 per cent of pre-war, respec- 
tively; the two North Central or 
Middle Western indexes, at 161 and 
184; and the three Southern, at from 
177 to as high as 199. 

An analogous situation occurred 
with respect to the war-time price 
behavior of the principal agricultural 
products of these three regions. The 
prices of dairy and poultry products, 
dominant in the Northeast’s income, 
and also poultry, fruit, and vegetable 
prices, which are important there, rose, 
the slowest and the least above their 
pre-war positions. Cotton went up in 
price the fastest and the farthest of the 
major product groups. Prices of the 
grains and meat animals, dominant in 
Middle Western returns, rose early to 
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* Farm real estate values showed considerable regional variation both in the extent of their rise 
during the war period and in the character of their movement since 1920. In part, this diversity of 
behavior appears to be a reflection of the course of the prices of, and incomes from, the principal 
products to which the agriculture of these areas is largely devoted. 


levels higher thar dairy and poultry 
products, but appreciably below those 
reached by cotton. This, no doubt, 
goes far to explain why the Iowa value 
index reached 218 in 1920, while the 
South Carolina index reached 230. 
The comparatively small declines 
recorded in New England and Middle 
Atlantic farm realty values subsequent 
to 1920 no doubt were in a great 
measure attributable to the rather 
notable stability and comparatively 


favorable levels maintained throughout 
the deflation by the prices of the princi- 
pal Northeastern products, especially 
dairy products. The rather abrupt 
change in the trend of Cotton Belt 
realty values from 1922 to 1926 no 
doubt was largely attributable to the 
substantial recovery in cotton prices to 
very favorable levels. 

The cotton price collapse caused by 
the record crop of 1926 found reflection 
in the rather sharp drop in the value 
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indexes for the three Southern divisions. 


from 1926 to 1927, from which recov- 
ery in values does not yet appear to 
have occurred. Grain and livestock 
prices enjoyed no early recovery, as did 
cotton prices, and no such stability at 
reasonably favorable levels, as did 
prices for dairy products. Hogs, for 
example, the form in which about forty 
per cent of the corn is ultimately 
marketed, for four consecutive years 
during 1921-1924 held to price levels 
but little above pre-war; and after a 
brief recovery during 1925 and 1926 
again reached almost pre-war levels 
during the early months of 1928. 

Cattle prices, likewise, for four con- 
secutive years, 1921-1924, held to 
levels but little above those of pre-war 
times; they moved up somewhat in 
1925 and 1926, but only during 1927 
did a real recovery set in. Cattle 
prices for the entire six-year period 
1921-1926 averaged but twelve per 
cent higher than before the war. Oats, 
formerly a source of considerable cash 
income in certain sections of the Corn 
Belt, have been unable to maintain a 
price level much above pre-war, since 
the continued replacement of horse 
power by mechanical power in both the 
city and the country has continuously 
narrowed the market. 


Post-War LEVELS oF Cost 


When over against such a situation 
on the receipts side of the Middle 
Western income statement were set 
such post-war costs as taxes which 
were two and one-half times pre-war 
taxes, labor which was two-thirds 
higher, and machinery and building 
materials which were half again higher, 
the rapid revision of Middle Western 
farm real estate values down toward 
pre-war levels was fully in line with the 
probabilities, if Corn Belt realty values 
were to be based on earning power, 
demonstrated in the past and reason- 
ably to be expected in the future. 
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Offsets in the form of increased agri- 
cultural output have occurred, it is 
true, particularly toward a greater 
output of animal products per unit of 
feed consumed and toward the substi- 
tution of more efficient mechanical 
devices for horses and men. But, such 
a rapid and drastic deflation in the 
prices of products, and such post-war 
levels of cost items in relation to these 
prices, constituted rather overwhelming 
odds for increased efficiencies to offset. 

The inadequacy of this generalized 
inferential description of the course of 
income and farm real estate values is 
apparent. The necessary data are 
lacking. There are also numerous 
other aspects of the picture of income 
and of the price of products which in- 
fluenced the course of realty values, but 
into which this article cannot go.’ 

It is apparent that other factors than 
income were involved in the move- 
ment of farm real estate values in 
recent years. A glance at Figure 1, 
for example, may well suggest the 
question, “Why did values continue to 
decline after incomes and the prices of 
products recovered?” Space permits 
but brief mention of several other con- 
siderations which appear to have 
entered, to a varying degree, in dif- 
ferent sections of the country. Among 
these are the following: (1) Values 
apparently respond rather slowly to 
changes in economic conditions, i.e., 
they lag at the turning points. (2) In 
a number of sections, particularly in the 
Middle West, an unusually large num- 
ber of farms was thrown on the market 
during the deflation. This supply 
included land foreclosed and deeded 
back, land in weak hands, and land in 

3 For further discussion, see the following 
publications of the Bureau ‘of Agricultural 
Economics: “The Farm Real Estate Situation,” 
for 1926-1927, 1927-1928, and 1928-1929; “‘The 
Economic Basis of Farm Land Values” (mimeo- 
graphed); and “Changes in the Value of Farm 
Real Estate in the United States, 1920—1925” 
(mimeographed). 
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hands that were strong, but wanted to 
sell. A farm, after all, is a second-hand 
article which sooner or later must be 
passed on to another owner. (3) This 
accumulated market supply was met by 
a sharply lowered effective demand. 
Most farm buyers are farmers. The 
combination of unsatisfactory incomes, 
of more attractive alternatives in the 
city, and of savings and other accumu- 
lations of capital seriously depleted or 
completely wiped out, was not con- 
ducive to a strong demand for farms. 
(4) Another influence, of importance 
in certain areas, was excessive depre- 
ciation in agriculture’s physical plant. 
In periods of depression farm mainte- 
nance tends to the minimum, particu- 
larly in the low income areas and on the 
farms of the relatively poorer grades. 
(5) The supply of credit and the con- 
ditions under which it is extended are 
important considerations in the farm 
real estate field, as they are in the 
securities market. The policies of the 
major sources of mortgage credit un- 
derwent revision toward greater con- 
servatism. (6) The value structure in 
certain sections of the country, at 
least, has undergone a major realign- 
ment with respect to its relationship to 
income. Values in certain areas fell 
faster than real estate earnings. This 
last point merits further consideration. 


Tue REALIGNMENT OF VALUES IN 
RELATION to Income 


The variation in the ratio of current 
real estate income to current valua- 
tions from area to area, and in the same 
area from time to time, is an interesting 
phenomenon. In a study made by the 
Bureau of Agricultural Economics in 
1920,* for example, average net cash 
rents were found to vary from 2.2 per 
cent of average values in a group of 
central Minnesota counties to 6.5 per 
cent in the Yazoo-Mississippi Delta. 


1C. R. Chambers, “Relation of Land Income 
to Land Value,” U. S. Dept. Agr. Bul. 1224. 
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Data for Iowa, for example, show the 
following changes in the ratio of rent to 
value over a period of years: 


TABLE I 





Or 9y or a e co are 
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Data, as yet incomplete from other 
states, suggest that a similar reversal 
of the trend in the earnings ratio has 
taken place in other states of the Mid- 
dle West. The 1920 and 1925 ratios of 
average gross cash rents to values were 
found to be as follows: Missouri, 4.0 
per cent and 5.4 per cent, respectively; 
Minnesota, 3.1 and 4.2; Ilinois, 8.6 and 
4.8; Indiana, 4.6 and 5.7; Ohio, 4.0 and 
5.5. Comparable data for states other 
than these are not yet available. 
However, our knowledge of the pre-war 
and the war-time value structures 
suggests that this realignment of 
values in relation to income probably 
was more pronounced in the states of 
the Middle West than elsewhere. 

Why this reversal of trend? From 
1897 to 1920 the country experienced 
a steady upward trend in prices of 
farm products. The purchasing power 
of farm products in terms of non- 
agricultural commodities steadily in- 
creased. Cash rents rose year by year. 
Land had “never gone down.” Ap- 
parently what happened was that 
these increases were projected into the 
future and were expected to continue 
as they had in the past. As a result, 
these future increases were capitalized 
into values, and values rose faster 
than incomes. The decline in mort- 
gage rates of interest probably was a 
factor, also. 
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Since, 1920, values have been falling 
faster than incomes. Why? In gen- 
eral, because the old, low, pre-war 
rates of return are no longer acceptable. 
In part, the higher present ratio of 
income to value may be the result of 
the influence on values of distress sales; 
nevertheless, there is little question but 
that the increased rates of return 
represent a genuine change in ideas of 
what is an acceptable rate of return. 
Values are being written down to yield 
current returns more in line with going 
interest rates. Why this marking 
down? In the first place, there is the 
consideration that the outlook is no 
longer as certain as it was twenty years 
ago The pre-war land value struc- 
ture was built upon a rising level of 
prices of products. There have not 
yet been signs of any prolonged and 
continued rise in such prices. In a 
recent report of a committee of the 
Association of Land-Grant Colleges, 
the opinions of thirteen out of eighteen 
leading economists who expressed them- 
selves on the subject were to the effect 
that the direction of the general price 
level over the next ten years would be 
downward. Whether or not that pre- 
diction turns out to be correct, an 
increase in farm real estate values in the 
immediate future apparently is not 
being counted on with the confidence 
exhibited a generation ago. 

A second factor involved in this 
“marking down” may be that farmers 
of today are insisting on a better living 
than formerly. This is especially true 
of the younger people. They no 
longer appear as content to dig into the 
share of their income which should go 
to living in order to get money to pay 
six per cent mortgages on three per 
cent land. 

The farmer’s cost of living has risen 
with the city dweller’s, and average 
prices for the things the farmer buys 
for use in living, computed upon a 
fixed budget, now stand at some two- 
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thirds above the pre-war level. But, 
the indications are that farmers are 
attempting to maintain a higher stand- 
ard of living than before the war. 
They wish to buy more than before, 
and all the appeals of modern merchan- 
dising are urging them to do so. 


Income AND VALUE IN THEORY 


These changing relationships of value 
to income suggest, therefore, that more 
than realized incomes enter into farm 
real - estate values. A farm yields 
income—or is expected to—for many 
years, for a lifetime. Therefore, in- 
comes expected or anticipated in the 
future may be capitalized into present 
value, as often happens in the securities 
market. Theoretically, of course, real- 
ized incomes are merely water under 
the bridge, and can have nothing to do 
with value except in so far as past 
performance is used as a guide to future 
performance. Expectancy appears to 
be largely a product of experience, in 
most economic judgments. 

Theoretically, the concept which ap- 
pears most useful in explaining the 
composition of farm real estate values 
is the familiar one, that the value of a 
more or less permanent income bearer 
is a capitalization of a series of future 
incomes. A useful expression of this 
theoretical basis is embodied in a 
mathematical formula familiar to stu- 
dents in farm land valuation. 


This formula is V = i where 


V =the present value of the real 
estate 

a=present net rent 

t=anticipated average annual 
increase (or decrease) in net 
rent 

r=a rate of interest representa- 
tive of the commonly ac- 
cepted rate of interest on 
long-term commitments of 
capital. 

Where there is no “t,” the second 
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term disappears and the formula be- 
comes V=-. The term in the for- 


mula may also be thought of as that 
part of the present value which is based 


P41 
measure current real estate yields. 
Such a comparison made in 1920, 
together with computation of the > in 
each area, is given in the following table: 


TABLE II——CurrenTt Ratios or Ner Casas Rents to ReaL Estare VALUATIONS AND THE 
ESTIMATED PROPORTION OF TAÐ CURRENT VALUATION Basup on CAPITALIZED 
Furor» Incomes oy Smizcrep Armas, 1920 











Counties 





Ratio, Estimated 
Average Average Percentage of 
Net Cash Mortgage Current Real 
Rent to Rate of | Estate Valuation 
Real Estate | Interest Based on Future 
Veluation * | Expectations 
Per Cent Per Cent Per Cent 
8.4 5.8 42 
2.8 5.2 46 
2.4 5.5 56 
2.2 5.8 62 
6.5 6.9 6 








* After taxes, depreciation, and upkeep of buildings. 


pe “current earning power”; and 


the — = part of the formula, as that part 


of Seat value based essentially upon 
the anticipated, continuous enhance- 
ment in the annual net return in the 
future. As a matter of fact, the “a” 
in the formula is as much a jens 
as is the “z”—it rests on the assump- 
tion that current net rental levels will 
be maintained indefinitely in the future. 
This formula also assumes that the “i” 
continues indefinitely in the fein: 
It also assumes a rate of interest. 
What rate shall be selected? The rate 
of interest on first mortgages appears 
to be a logical choice since it seems to 
be a closely comparable and competi- 
tive alternative and probably is the 
commonly accepted “going rate” pres- 
ent in farmers’ thinking when they 
consider rates of return on land in their 
respective communities.’ In any case, 
it is a useful yardstick against which to 


ë Chambers, op. cù. 


Another assumption which this for- 
mula involves is that the interest rate 
remains unchanged. It is obvious 
that an average annual increment (or 
decrement) in net land income con- 
tinving indefinitely in the future may 
be based on a rather generous assump- 
tion, although, of course, the more 
distant the income the less it weighs 
in present value. For such conditions, 
as well as other limitations into which 
at this time we cannot enter, formula 
modifications and adjustments need to 
be made.? However, for working pur- 
poses, and as the expression of a rather 
basic concept, the assumptions in the 

6 For example, for incomes increasing (or de- 
creasing) for n hee then remaining constant, 
the formule ia V=" mee (i “ax 


(See Karl Scholz, “The Determination of 
Reasonable Market Prices of Speculative In- 
vestments,” The Annalist, Jan. 8, 1980, p. 5). 
In practice, cases of perpetually decreasing net 
incomes would, of course, berare, although situa- 
tions which involve carrying decreases beyond 
zero into net losses are not so rare. 
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formula do not appear to be so un- 
tenable as to invalidate this mathe- 
matical expression as a most useful 
approach toward a better understand- 
ing of the composition of farm real 
estate values. 


EARNING POWER AND VALUATION IN 
Practica 


What can be said of the much-men- 
tioned question of income and its place 
in practical valuation? In general, it 
may be said that to date, at least under 
the conditions existing in this country, 
attempts to arrive at values through 
income have met with rather disturbing 
difficulties. As a rule, income has 
played a minor part or no part at all, so 
far as actual valuation is concerned. 
Strictly speaking, valuation on the 
basis of income is seldom found in this 
country in the farm real estate field. 
That does not mean, of course, that 

, farm real estate values have nothing 
to do with income, or that American 
appraisal practice today completely 
ignores income. However, income 
seems to be considered only to answer 
the question, “Will the income from 
the place be sufficient to cover inter- 
est and principal payments?” The 
answer is usually sought in the results 
of the previous years’ operations as 
furnished by the applicant and verified 
by the loan company’s examiner, al- 
though very recently a few mortgage 
bankers have gone further and have 
required complete financial statements 
from their borrowers. Nor can we say 
that an income valuation basis may 
not bedeveloped. Because of the basic 
importance of income in farm real 
estate values we need to give that sub- 
ject all the study we can. But, in the 
last analysis, a farm probably will be 
considered to be worth what it will 
bring on the market, and in this country 
where we normally have a compara- 
tively free and active market for farm 
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lands sale price will probably continue 
to be used as the final test. 

It is probably necessary only to 
mention very briefly some of the diffi- 
culties which have so far been en- 
countered in trying to establish values 
on farm real estate indirectly through 
income. One of the difficulties is in 
getting accurate income data. A mis- 
take of only fifty dollars, for example, 
capitalized at five per cent, means 
one thousand dollars in valuation. 
Few farmers keep books, and esti- 
mates are subject to wide errors, as all 
who have worked with farm survey 
figures know. A second difficulty is 
that income varies so much with man- 
agement, and evaluation of the contri- 
bution of management still remains an 
unsolved problem. Capitalization of 
management into land values is, of 
course, a doubtful practice. In the 
third place, it is sometimes rather 
difficult to define what the capitalizable 
income shall be, and how to compute it. 
For example, how shall the contribution 
of the farm to family living in the way 
of food, fuel, and house rent be valued? 
How shall the value of the operator’s 
labor be satisfactorily determined? 
How shall the family labor be valued? 
In the fourth place, what interest rate 
for capitalization purposes will be 
selected? Finally, farm real estate 
values apparently reflect the future. 
Ascertaining present incomes accu- 
rately enough for valuation purposes 
has been found hard enough. Fore- 
casting accurately enough for valuation 
purposes what long-range future in- 
comes will be is a pretty difficult 
matter. 


~ 


Case RENT 
Although valuation through income 
at present appears to offer many diff- 
culties, there is a line of income in- 
vestigation which does appear to offer 
more immediate possibilities of useful 
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service. Ifa farm is worth what it wili 
bring, so also is one year’s use of the 
farm worth what it will bring on the 
market. This takes the form of cash 
rent. In some sections of the country 
there is enough competitive cash rent- 
ing to give an index of what a year’s 
use of the real estate is considered to 
be worth. These data, if systemati- 
cally collected and compiled, would 
provide a most useful running barom- 
eter of the changes which are taking 
place in the land value structure. 
Furthermore, calculation for typical 


areas of the 5 granted that it can be 


but an approximation subject to many 
qualifications, should prove of con- 
siderable use to those who control loan 
policies, for example. 

Table IE illustrates how wide may be 


the geographical variations in the =p 
and how large the 5 may be, or, to 


state it another way, how small may be 
that portion of present value upon 
which average net rents will pay the 
current average mortgage rates of 
interest. A fifty per cent loan where 
only thirty-eight per cent of the pres- 
ent value of the land is paying interest, 
so to speak, is one thing. A fifty per 
cent loan where ninety-four per cent of 
the present value is earning “interest” 
is another matter, assuming, of course, 
that there are no other risks to be 
offset. Perhaps the great variation in 
the composition of farm real estate 
values illustrated in Table IT suggests 
one reason why some companies loaning 
on the customary fifty per cent basis 
in some sections of the country suffered 
greater losses than others loaning on 
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the same fifty per cent basis elsewhere. 

The opinion is ventured that no single 
research effort would be of greater 
service at the present time than the 
development, on an adequate regional 
basis, of current indicators of the 
earnings of farm real estate and the 
changing relationship of farm real 
estate values to them. Nor should 
the obvious difficulties involved in 
estimating long-range future land in- 
come be taken to mean that research 
which seeks to define the future is 
wholly futile. 

Forecasting cannot be escaped. 
Every time a man buys a farm or makes 
a loan, he makes a forecast, although he 
may not always fully realize it. The 
outlook for the “a” and “i” elements 
in the formula, at least in so far as to 
whether or not the prevailing expecta- 
tions are likely to be realized, is a phase 
of the problem which merits more at- 
tention than has been given it in the 
past. Since we must guess, anyhow, 
we may as well try to make it a rea- 
soned and a studied guess. 

Finally, all the difficulties which have 
arisen in the way of determining 
what the capitalizable income is, and 
of valuing farm real estate on the 
basis of income as a practical proce- 
dure, are challenges rather than deter- 
rents to further research. In the 
item alone as to what income is, for 
example, cash renting unfortunately is 
so uncommon in many important agri- 
cultural areas that other means must 
be used for attempting to get at the 
share of farm income attributable to 
the services of the real estate. This 
item alone raises many interesting ques- 
tions both in theory and in practical 
application. ° 
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N recent years there has been con- 
siderable criticism heaped upon the 
courts of the United States. This has 
chiefly resulted from the delays that 
litigants encounter in the pursuit of 
justice. It is not my purpose to delve 
into the causes of these delays. Much 
has already been written upon this sub- 
ject. Admitting their existence, it is 
only natural to seek a remedy. There 
are two courses open to those so in- 
clined. One is to reform legal pro- 
cedure; another is to avoid it. 


Starting with the assumption that’ 


misunderstandings in business dealings 
are inevitable, how may these misun- 
derstandings be most satisfactorily 
settled by other methods than litiga- 
tion? Many such methods have been 
advanced. Among them are media- 
tion, conciliation, and commercial ar- 
bitration. 

Some time ago the writer was re- 
quested to make a survey for the Amer- 
ican Arbitration Association of the use 
of commercial arbitration in the State 
of Pennsylvania. This survey was 
completed in the fall of 1927. As it 
progressed, it was discovered that 
many business men knew little about 
this method of settling business dis- 
putes. This article, therefore, pro- 
poses to explain the meaning of com- 
mercial arbitration and its relation to 
business.! 

1 Much of the material here presented was 
collected during the survey mentioned. In addi- 
tion, information obtained from the 1927 Year- 
book on Commercial Aribtratton, published by 
the American Arbitration Association, has 
been of value. 


An ECONOMICAL DEVICE 


The term “commercial arbitration” 
has come to mean progress in business. 
This is so because it provides business 
with a speedy and inexpensive method 
of settling disputes. Methods of sav- 
ing time and expense are worthy of the 
consideration of every business man. 
Nevertheless, there are many persons 
engaged in business who have but a 
vague knowledge of the existence of 
arbitration, and do not understand how 
it works. In order to appreciate its 
advantages, it is necessary to under- 
stand the procedure and the form 


- which it takes. The former has been 


so simplified by law that arbitration 
today is readily available to the aver- 
age business man. The technicalities 
and the formalities of litigation are 
absent. Commercial arbitration has 
gone through a process of evolution for 
several hundred years, until today it is 
a simple, yet practical method for the 
settlement of business disputes. 

Prior to 1920, the legal status of 
agreements to arbitrate was somewhat 
uncertain and the decisions of many 
courts were conflicting. Since that 
time there has been a growing demand 
for the uniform treatment of such 
agreements, as well as for the establish- 
ment of arbitration procedure upon a 
sound legal basis. Ten states and the 
Federal Government have responded 
by passing laws which provide the nec- 
essary legal sanction for the conduct of 
arbitration. The Pennsylvania Arbi- 
tration Act is a good example of the 
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thoroughness with which the legisla- 
tures have done their work. As nine 
other state acts are similar in almost all 
respects to the Pennsylvania Arbitra- 
tion Act, this act may be regarded as 
embodying the essential legal require- 
ments and the necessary machinery for 
carrying on arbitrations. 

While American business men have 
been slow to realize the advantages of 
arbitration, British trade associations 
and business interests have for over a 
century used it with regularity, and 
with remarkable success. In the 
United States the American Arbitra- 
tion Association in New York has been 
its chief exponent. Through the ef- 
forts of this organization, seventeen 
hundred American trade associations 
have established arbitral tribunals of 
their own. In fact, the popularity of 
commercial arbitration has been chiefly 
confined to trade associations in this 
country. The fact that it has not been 
more widely adopted is probably due to 
a lack of knowledge of its benefits. 


I 


As used in this article, arbitration 
means the settlement of commercial 
disputes arising between business men 
and, as a rule, growing out of a contract 
existing between them. This form of 
procedure has been termed “‘commer- 
cial arbitration” in order to distinguish 
it from other types of arbitration, as 
well as kindred methods employed for 
similar purposes. Even when this 
method of settlement is;referred to as 
commercial arbitration, however, it is 
often confused with other methods. 
It is, therefore, advisable to distinguish 
the various procedures employed in the 
settlement of disputes. 


POLITICAL AND INDUSTRIAL 
ARBITRATION 
Since the organization of the Hague 
Peace Tribunal, in 1889, much atten- 
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tion has been given to arbitration as a 


“means of a peaceful settlement of dis- 


putes arising between nations. This 
type of arbitration is entirely political 
in nature. It concerns the rights of 
nations, states, or forms of govern- 
ment. Two nations, for example, be- 
come involved in a dispute over a 
boundary line. Such a dispute may 
well be submitted to arbitration. 
Many questions of a similar nature 
have been so dealt with in the past. 
The Permanent Court of Arbitration, 
established at the Hague Peace Con- 
ference in 1899, is devoted to this form 
of settlement. 

Arbitration as used in this sense is, 
of course, entirely different from com- 
mercial arbitration. It is not the fact 
that the parties reside in different coun- 
tries that creates the distinction. It is 
the fact that the nature of the dispute 
is different. The one is commercial, 
and arises out of a contractual relation- 
ship; the other is political in its nature. 
The parties to commercial arbitration 
may reside in different countries, and 
yet their dispute may very well arise 
out of their contractual relationship. 
For example, an American exporter of 
cotton in New York City may contract 
with an English cotton importer in 
Southampton to ship a certain number 
of bales of cotton. A clause in the con- 
tract may provide for resort to com- 
mercial arbitration in the event of a 
dispute. Although the scope of the 
agreement to arbitrate is international, 
in a sense, it is commercial in nature, in 
that it arises out of a contract. 

Another form of arbitration which 
must be distinguished from commercial 
is that of industrial arbitration, which 
is solely concerned with the settlement 
of labor disputes arising between em- 
ployer and employee. An employer 
operates a factory in which a large 
number of men are employed. The 
employees decide that they deserve a 
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shorter working day. Their demand 
is refused, and they strike. The em- 
ployer, realizing the enormous loss that 
is caused by his idle factory, proposes 
arbitration. The employer and the 
officers of the labor union codperate in 
choosing a third party, who is to hear 
the grievances of both sides and render 
a decision, upon which the factory may 
resume operation. This, too, is arbi- 
tration, but it differs in kind from com- 
mercial arbitration, in that it is solely 
concerned with questions arising be- 
tween employer and employees in re- 
gard to wages, hours of labor, and con- 
ditions of employment. 


LITIGATION, MEDIATION, AND 
CONCILIATION 

Having distinguished commercial ar- 
bitration from political and industrial 
arbitration, it is necessary to show 
that there are other forms of pro- 
cedure which attempt to settle disputes 
concerning contracts between busi- 
ness men. They are litigation, media- 
tion, and conciliation. Of the three, 
litigation is by far the most widely 
. used. 

As the term conciliation is generally 
used, it does not refer to a specific 
method of settling a dispute, but im- 
plies an agency which attempts to 
eradicate the feeling of ill will and bit- 
terness so often existing between the 
parties to a controversy. In recent 
years, conciliation has often been sug- 
gested by the judge in cases being tried 
before him. His remark to the op- 
posing attorneys is often framed in 
some such manner: “Gentlemen, I 
would advise you to adjust this mat- 
ter.” Whereupon the attorneys at- 
tempt to effect a settlement. The re- 
sult is usually a compromise. In this 
respect, conciliation differs greatly from 
commercial arbitration, which settles a 
dispute upon its merits and is in no 
sense a compromise. For this reason, 
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there are those who look with disfavor 
upon conciliation. ; 

Mediation, generally speaking, means 
the intervention of a third party in a 
dispute between two contestants. This 
may be accomplished in one of several 
ways. The mediator may see two 
parties engaged in a controversy and 
intervene on his own behalf to attempt 
a settlement. Or, one of the parties 
may ask a third party, a mediator, to 
attempt a settlement of the dispute by 
means of a compromise. The mediator 
usually gains a settlement by means of 
bargaining with each party individu- 
ally, until a point has been reached 
where both will agree to take and give a 
certain amount. 

Mediation differs from arbitration in 
many ways. First, like conciliation, it 
results in a compromise, whereas com- 
mercial arbitration decides a case upon 
its merits. Second, the mediator is 
rarely appointed by both parties, 
whereas an arbitrator must be selected 
with the consent of both parties. 
Third, a mediator bargains with each 
party separately, while an arbitrator is 
not permitted to discuss the case with 
either party in the absence of the other. 
In other words, arbitration is not de- 
pendent upon the bargaining power of 
the arbitrator. Fourth, in mediation 
there is no necessity for a formal hear- 
ing of the parties, while in arbitration 
there must be a hearing with both 
parties in attendance and with the 
arbitrators sworn according to law. 
Finally, the result of mediation, that is, 
the final agreement, cannot be enforced 
at law without a special action brought 
to enforce it. In commercial arbitra- 
tion in the states of New York, Massa- 
chusetts, New Jersey, Oregon, Pennsyl- 
vania and California, and also under 
the Federal Arbitration Act, the award 
of the arbitrators can be entered as a 
judgment upon the court record. 

To sum up, it is important to note 
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that commercial arbitration is an ex- 
trajudicial procedure. It is adopted by 
the parties to settle, upon their merits 
and through a tribunal selected, by the 
parties themselves, commercial disputes 
arising between them out of a con- 
tractual relationship. It differs from 
litigation, in that it is not conducted 
under the direction of courts of law, 
but by a tribunal of the parties’ own 
choosing, bound to conduct an im- 
partial hearing. It is less formal, less 
costly, and more speedy in its results 
than litigation. It differs from both 
mediation and conciliation, in that it 
decides the issue on its merits and does 
not attempt to effect a compromise. 


ORIGIN AND GROWTH oF COMMERCIAL 
ARBITRATION 

Since the origin of any system of 
justice, legal, quasi-legal, or informal, 
is, after all, the agreement of disputants 
to submit their controversy to the 
judgment of a tribunal which they rec- 
ognize, it is not surprising that histori- 
cal research shows a number of proto- 
types of arbitration. 

The origin of arbitration is somewhat 
doubtful, but there is sufficient evi- 
dence that it was in use among ancient 
races at least as far back as biblical 
times. It was prevalent among the 
Greeks in ancient Athens. In Rome, it 
was a recognized method of settling dis- 
putes at least from 450 B. C. to 530 
A.D. Although Rome had one of the 
most highly developed legal systems of 
antiquity, it was common for a Roman 
magistrate or judge merely to fix the 
question of law upon which a dispute 
turned, and then to remit the dispute 
to an arbitrator who inquired into the 
facts and pronounced judgment in ac- 
cordance with the ruling of the law. 
The Code of Justinian provided that 
there should be no appeal from an 
award after the lapse of ten days, and if 
there was no appeal within that time, 
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the party in whose favor the award had 
been rendered could have his remedy 
based on the award. 

It seems that most early social insti- 
tutions which had their beginning be- 
fore the “Dark Ages” were lost sight of 
during that period. Arbitration, in 
like manner, made no progress and, in 
fact, was little used during that era. 
Not until the middle of the sixteenth 
century did it make an appearance on 
the continent of Europe. In the 
Hanseatic League of northern Europe 
arbitration was frequently used to set- 
tle disputes between merchants. 
Traces of this method have survived in 
modern times in Holland. Austria- 
Hungary recognized it in the Civil 
Code of 1781, which was later amended 
in 1868 so as to grant to various cham- 
bers of commerce the right to organize 
courts of arbitration to decide disputes 
arising out of commercial transactions. 

Germany, too, was influenced by the 
system of amicable settlements, as is 
revealed by the Jaws and customs of 
that country. In 1879, the German 
Empire sanctioned arbitration pro- 
cedure by establishing courts of arbi- 
tration in towns and parishes through- 
out the land. It was considered a high 
honor to hold a position of arbitrator in 
the German courts of that day. The 
arbiters had a wide jurisdiction, in- 
cluding matters of a commercial nature, 
as well as those relating to landed prop- 
erty and private interests. The sys- 
tem employed in Germany developed a 
defect, in that the arbiters were prone 
to decide issues in the form of a com- 
promise rather than with the idea of 
adjudicating the rights of the parties 
involved.? 

France has long recognized a system 
for the settlement of commercial dis- 
putes apart from the courts. As early 
as 1250, there existed official registers 

1M. H. Grossman, Commercial Arbitration, 
p.19. 
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or lists of persons engaged in different 
businesses who were available to act as 
arbiters in commercial disputes. In 
1560, one hundred prominent citizens 
formed a body of their own to promote 
the settlement of commercial disputes. 
To this tribunal may be traced the 
origin of the Tribunal de Commerce 
which functioned successfully for many 
years in Paris. The French Revolu- 
tion demolished the system of courts in 
France, but through it all these do- 
mestic tribunals for the settlement of 
commercial disputes seemed to survive 
and gain importance. 


ARBITRATION IN ENGLAND 


Arbitration took on a more definite 
and concise form in England. The 
English were, to a great extent, mer- 
chants and traders, and their country 
was for centuries a center of commerce 
and trade. It was found beneficial to 
adopt arbitration as a method of de- 
termining business controversies, since 
it enabled the merchants to dispose of 
such disputes in a speedy and inexpen- 
sive manner. 

As England developed economically 
and controversies increased, the courts 
of law were found to be inadequate to 
handle allthe cases. Furthermore, the 
courts were not spread over a sufficient 
area to enable merchants to reach them 
without considerable inconvenience. 
The sessions were both infrequent and 
irregular. The merchants, finding that 
the transient character of their trade 
prevented them from employing the 
law courts, devised a scheme of refer- 
ring their disputes to the determination 
of certain of their fellow traders. Their 
fellow traders being experts in the 
business, the controversies were settled 
even more equitably by this method 
than by the procedure in the regular 
courts. These trade tribunals were 
called courts of Pie Poudre, an English 
mispronunciation of the French words 
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pied poudre (dusty foot). The court 
was 30 called because of the prompti- 
tude of its action. Men might come to 
it just as they were, without even 
stopping to brush the dust from their 
shoes.” Courts of this nature sprang 
up in numbers at the fairs and market 
places in early England. 

Since arbitration was becoming so 
increasingly popular and since many 
agreements to submit to arbitration in 
the future were consummated, there 
soon arose the question of the power of 
one litigant to revoke the agreement to 
submit his dispute to arbitration. In 
1609, Lord Coke decided this question, 
in the much quoted Vynior’s case. The 
court held that, “A man cannot by his 
act make such authority, power, or 
warrant not countermandable which is 
by the law and its own nature counter- 
mandable.” In other words, either 
party might revoke the agreement to 
arbitrate any time before an award was 
made. The arbitrator was considered 
as an agent of the parties, and there- 
fore, according to the law of agency, 
the authority of that arbitrator could 
be withdrawn by either of the parties. 
The only remedy against a party’s 
revoking an agreement to arbitrate was 
an action at law, on the ground of 
breach of contract to arbitrate. This 
remedy, however, was insufficient, in- 
asmuch as the courts held that there 
was no damage sustained, since the cor- 
rect arbitration decision could never 
differ from the correct legal decision. 


OPPOSITION FROM ENGLISH JUDGES 

The English judges of the early 
seventeenth century were opposed to 
arbitration, as they deemed it to be an 
encroachment on their'jurisdiction, as 
well as a means by which they would be 
deprived of fees. Thus, they held that 
an arbitration agreement could not be 

1E. P. Cheyney, A Short History of England, 
p. 200, 
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enforced unless the arbitrators had 
actually rendered an award before a 
revocation was attempted. In this 
respect, they dealt with agreements to 
arbitrate in much the same manner 
that courts today deal with certain 
types of voidable contracts. So long 
as the agreement was executory, it 
could be avoided; but once it became 
executed, it was binding. There is no 
logical reason why adults, with full 
capacity to contract, should not have 
the right to enter into a binding con- 
tract, supported by their mutual 
promises to arbitrate rather than to 
litigate their dispute. The only plau- 
sible reason that can be found is that 
the judges were jealous of any tribunal 
established to deprive the recognized 
courts of their powers. 

It is interesting to note the zeal with 
which the courts guarded their jurisdic- 
tion. Two merchants who were desir- 
ous of settling their dispute by arbitra- 
tion might enter into an agreement to 
do so, but either could revoke the agree- 
ment at any time before an award was 
rendered. To avoid this uncertainty, 
merchants would start an action at law 
upon the dispute, and then request the 
court to refer the case to arbitrators by 
means of a rule of court. This the 
courts would do, because they deemed 


the case as remaining under their. 


jurisdiction because it was referred un- 
der a rule of court. In order to protect 
their jurisdiction still further, the 
courts ruled that either party was at 
liberty to revoke the authority of arbi- 
trators before an award had been 
rendered, even though the case had 
been referred to the arbiters under a 
rule of court. When the courts had 
taken this stand, depriving other 
tribunals of irrevocable authority, there 
was only one avenue of escape open to 
those seeking arbitration. That ave- 
nue was Parliament. 

Parliament, in 1697, passed a stat- 
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ute ‘ which provided that a submission 
which specified that it should be made 
a rule of court could be entered on the 
court record, as a rule, and neither 
party could thereafter revoke the 
authority of the arbitrators. A revo- 
cation by either party after the entry 
of the rule amounted to contempt of 
court. This act of Parliament ma- 
terially affected the common law rule 
concerning revocability of arbitration 
agreements. It remained the prevail- 
ing law upon the subject until 1883, 
when Parliament enacted another stat- 
ute on the subject called the Civil 
Procedure Act of 1833.5 

Under the provisions of this act, any 
submission to arbitration which speci- 
fied that it should be made a rule of 
court could not be revoked without the | 
consent of the court. The essential 
elements of a valid submission still con- 
tinued to be an agreement to submit 
the dispute to arbitration and a provi- 
sion specifying that the submission 
should be made a rule of court. If the 
parties failed to specify a rule of court, 
the agreement did not meet the statu- 
tory requirement and was revocable. 
This permitted revocation of submis- 
sion on a mere technicality, with the 
result that Parliament cured the defect 
by the passage of the Common Law 
Procedure Act of 1854.6 This act pro- 
vided, in substance, that every sub- 
mission in writing could be made a rule 
of court as long as it did not exhibit an 
intention to the contrary. 


INFLUENCE OF THE Crvm, WAR 


Arbitration agreements were now 
upon a safe legal footing, as the parties 
could rest assured that an agreement in 
writing to submit to arbitration could 
be made a rule of court and thus be- 
come irrevocable. The legal sanction 

49 William OI, ch. 15. i 


53 and 4 William IV, ch. 42, sec. 39. 
8 See. 17. 
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was provided for, but it remained for an 
event in America, the Civil War, to 
stimulate a widespread use of the 
procedure. With the American states 
at war with each other, many contracts 
for the sale of cotton from southern 
plantations to English merchants were 
broken. The courts in America were 
functioning at irregular intervals and 
the litigation of disputes of this nature 
was out of the question. As a result, 
arbitration was resorted to frequently. 
The Liverpool Cotton Association es- 
tablished an arbitration committee to 
pass on all questions in disputes be- 
tween its members. Furthermore, a 
clause providing for arbitration of any 
dispute arising out of the agreement 
was inserted in every contract drawn by 
members of that Association. The 
Liverpool Cotton Association held a 
position of prominence in that market 
and its members feared expulsion if 
they revoked the agreement to arbi- 
trate. This system of procedure 
proved to be very successful in the cot- 
ton industry. Other trades, observing 
its advantages, established similar com- 
mittees. Arbitration became a firmly 
established practice in the cotton trade, 
the corn trade, the coffee trade, the oil 
seed trade, the flour trade, as well as in 
various coal exchanges, produce ex- 
changes and stock exchanges. 

In 1880, Parliament passed the 
Arbitration Act, which consolidated 
and revised the existing law of arbitra- 
tion and provided a set of rules to gov- 
ern the procedure in all cases where no 
agreement to the contrary was made by 
the parties. There are two main 
features of that law which characterize 
it. The first is that a submission to 
arbitration cannot be revoked, and 
that an award of the arbitrators may 
be enforced as a judgment of the courts. 
The authority of an arbitrator may be 
revoked by leave of court, which is 
granted in the event that an arbitrator 
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has an interest or bias in the dispute, or 
has been guilty of misconduct in the 
hearing of the case. 

The spread of the arbitration move- 
ment was remarkable after the passage 
of this Act. It is said: 


Today there is not a trade or professional 
organization in England that does not pro- 
vide some means for the arbitration of dis- 
putes that arise among members or between 
members and others, and frequently be- 
tween non-members engaged in similar , 
work. It is not surprising, therefore, that 
by this means a great volume of litigation 
is avoided and commercial disputes kept 
out of court.” 


DEVELOPMENT OF ARBITRATION IN THE 
UNITED STATES 


When the colonists came over to 
America, courts were established by the 
English sovereign. These courts fol- 
lowed the common law of the parent 
country. Arbitrations were occasion- 
ally conducted in various trades, but 
these were governed by the common 
law of England which had as its basis 
Vynior’s case, with its doctrine of re- 
vocability. Even after the Revolution, 
with the formation of the thirteen 
states, the common law principles of 
England were followed. 

As early as 1705, the legislature of 
Pennsylvania passed an act recognizing 
arbitration. It provided for submis- 
sion to arbitration of an existing dis- 
pute under a rule of court and sanc- 
tioned the award as a judgment. 
Pennsylvania was not the only state in 
which disputes were being settled by 
this procedure. As early as 1768, the 
Chamber of Commerce of New York 
City was established for the purpose in 
settling disputes between merchants of 
that city. It has taken great pride in 
the fact that since its establishment in 
colonial days it has constantly provided 


7S. Rosenbaum, Commercial Arbitration in 
England, p. 15. 
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facilities for arbitration. Many states 
passed statutes from time to time, but 
these, as a rule, were merely rednact- 
ments of the common law principles of 
England, and naturally followed the 
rule of revocability decided in Vynior’s 
case. The courts would not extend 
common law- principles so as to make 
agreements to arbitrate as binding as a 
contract at law, nor would the equity 
courts grant specific performance. This 
required the parties to rely almost 
entirely upon each other’s integrity in 
regard to the performance of the arbi- 
tration agreement. For some years 
previous to 1920 the New York State 
Chamber of Commerce, and associa- 
tions of that state interested in the 
arbitration movement, prevailed upon 
the legislature to pass an act establish- 
ing arbitration ona sound legal basis, 
but not until 1920 was such a result 
accomplished. In that year the 
Walton-Martin Act® was passed, an 
event which sounded a note of success 
and achievement for the arbitration 
movement in the United States. Since 
1920, mainly through the efforts of the 
American Arbitration Association, New 
Jersey,” Massachusetts,!° Oregon," 
Pennsylvania,“ and California" have 
passed similar laws. 


II 

With this brief historical survey, it 
is now possible to turn to the procedure 
of arbitration and examine its essential 
elements. The procedure in arbitra- 
tion may be divided into four main 
parts: (1) the agreement; (2) the actual 
submission of the case to the arbitra- 
tors; (8) the award; and (4) the en- 
forcement of the award. 

3 New York, Laws of 1920, ch. 275. 

3 New Jersey, Laws of 1928, ch. 184. 

10 Massachusetts, Laws of 1925, ch. 294. 

1 Oregon, General Laws of 1925, ch. 186. 

13 Act of April 25, 1927, P. L. 881. 

43 California, Code of Civil Procedure, 1928, 
ch. 225, as amended by Assembly Bill no. 460, 
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OUTLINE oF PROCEDURE 


It is first necessary that the parties 
enter into an agreement binding them- 
selves to submit either an existing dis- 
pute, or a dispute arising in the future, 
to the decision of persons chosen by 
them. This is known asthe agreement 
to arbitrate. Having made the agree- 
ment and a dispute having arisen, it is 
necessary for the parties to submit the 
dispute to the arbiters whom they have 
chosen. This step is called the submis- 
sion. After the dispute bas been sub- 
mitted to the arbiters and the parties 
have presented their evidence, it be- 
comes the duty of the arbiters to render 
a decision in the matter. This decision 
is called the award. 

The award having been rendered, it 
becomes incumbent upon the suecessful 
party to enforce it. Hf the arbitration 
has been conducted in one of the 
states possessing an effective arbitra- 
tion statute, a valid award may be en- 
tered as a judgment. If, however, the 
arbitration has been conducted under 
the common law, it becomes a more 
dificult problem. Under the latter 
circumstances, the successful party may 
first attempt to induce his opponent 
to abide by the award through good 
faith. If unsuccessful in this method, it 
becomes necessary for the person in 
whose favor the award has been ren- 
dered to start an action at law, with the 
award as a basis. If the award has not 
been procured by fraud or corruption, 
and is valid in other respects, a judg- 
ment will be rendered in his favor. 

As has previously been stated, the 
common law rule concerning arbitra- 
tion in the United States followed the 
common law rule laid down in Vynior’s 
case. That resulted in the courts in all 
of the states holding that agreements 
to arbitrate could be revoked at any 
time by either party before an award 
had been rendered. In most of the 
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states, this was true even where the 
agreement named the arbitrators and 
provided that no action at law could be 
brought upon the dispute. Thus, even 
if the parties had waived in the agree- 
ment their right of action at law, the 
courts would not enforce the arbitra- 
tion agreement. If, however, the par- 
ties had voluntarily submitted the dis- 
pute to the arbiters and an award had 
been rendered, then the courts would 
recognize the procedure, on the ground 
that it was executed, and would en- 
force the award if a separate action 
were brought upon it. 

In Pennsylvania the decisions regard- 
ing agreements to arbitrate under the 
common law were considerably con- 
fused. The courts attempted to dis- 
tinguish between agreements to arbi- 
trate existing disputes and agreements 
to arbitrate disputes which might arise 
out of the breach of the contract at 
some future time. Another phase of 
the confusion dealt with agreements in 
which arbiters were named and those 
in which they were not named. A dis- 
tinction was also drawn between agree- 
ments in which arbitration was made a 
condition precedent to bringing an 
action at law and those agreements in 
which no such provision was specified. 

In short, practically the only type of 
agreement to arbitrate, which under 
the common law was held to be irre- 
vocable, was one in which the parties 
had voluntarily submitted an existing 
dispute to the arbitrators and an award 
had resulted before either party at- 
tempted to revoke the submission. 
Under the common law decisions, the 
only manner in which the award once 
obtained could be enforced, other than 
by the willingness of both parties to 
abide by it, was by means of an action 
at law being instituted with the awerd 
as its basis. To say that the status of 
arbitration agreements at common law 
was highly unsatisfactory is to state it 
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mildly. Not only was this the situa- 
tion in Pennsylvania, but in all states 
in this country. 


APBITRATION STATUTES EXISTING 
BErorE 1920 


Prior to 1920 many states had passed 
statutes concerning agreements to ar- 
bitrate. These acts followed the Eng- 
lish statutes by providing that agree- 
ments to arbitrate be made a rule of 
court. Excellent examples of the num- 
ber and the types of statutes passed by 
state legislatures are those of Pennsyl- 
vania. In that state, statutes dealing 
with one form or another of arbitra- 
tion were passed in 1705, 1806, 1808, 
1810, 1813, 1820, 1824, 1825, 1836, 
1840, 1845, 1846, 1847, 1848, 1850, 
1852, 1861, 1874, and 1877. 

The Pennsylvania Act of 1836 was a 
codification and refinement of all previ- 
ous Pennsylvania statutes upon the 
subject. Although eleven acts slightly 
amending that of 1886 were passed 
between the years 1836 and 1927, the 
latter remained the statutory law in 
Pennsylvania upon the subject until 
what is known as the Uniform Arbi- 
tration Act was passed on April 25, 1927. 

A brief analysis of the Act of 1836 
will serve to show the legal status of 
agreements to arbitrate in this country 
before the statutory law was made to 
conform to that of England. The Act 
of 1886 had two main divisions. The 
one provided for voluntary arbitration; 
the other for compulsory arbitration. 
By voluntary arbitration is meant the 
settlement of a dispute by arbitrators, 
where the parties have signed a written 
agreement voluntarily agreeing to ar- 


` bitrate. By compulsory arbitration is 


meant the settlement of a dispute by 
arbitrators, where the parties have 
never agreed to arbitrate. In other 
words, in compulsory arbitration one 
party who desires to arbitrate may com- 
pel the other to submit a dispute to 
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arbitrators, even though the latter has 
never agreed to arbitrate. 

The Pennsylvania statute of 1836 in 
regard to voluntary arbitration was 
quite similar to statutes of other states. 
No other state, however, possessed a 
compulsory arbitration statute. Due 
to the similarity of the voluntary 
arbitration provisions of the Pennsyl- 
vania statute with other state statutes, 
it is therefore logical to discuss that 
phase first. 

To sum up the main features of the 
voluntary arbitration provisions of the 
Act of 1836, it is important to note, 
first, that there were two types of dis- 
putes for which provision was made. 
One was the voluntary submission by 
consent of both parties of a suit entered 
in court. The other was the voluntary 
submission of a dispute which had not 
reached the stage of litigation. 

In the case where the parties wished 
to arbitrate a suit already in court, they 
were required mutually to agree to sub- 
mit the matter involved in the suit to 
arbitration, naming the arbitrators. 
They were also required to specify in 
the agreement that their submission 
_ should be made a rule of court. After 
an agreement of this nature had been 
entered into, the court would issue a 
rule providing that the parties should 
submit to, and be bound by, the award 
of the named arbitrators, In this type 
of case, matters of fact were subject to 
arbitration, whereas matters of law 
were reserved for the court. When the 
arbitrators made their award, it was 
deemed and taken to be as available 
in law as a verdict of the jury. The 
party in whose favor the award had 
been made was entitled to have a judg- 
ment rendered thereon, and the process 
for its recovery was the same as on a 
verdict rendered by the jury. It fol- 
lowed that all motions or appeals which 
would be available in case of a jury 
verdict would be available after an 
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award had been rendered. In other 
words, the arbitrators in a voluntary 
submission of a case in litigation prac- 
tically took the place of a jury. 


VOLUNTARY SUBMISSION or NON- 
LaTıcaTED DrsPuTES 


Thesecond type of voluntary arbitra- 
tion procedure provided by the Act of 
1836 dealt with existing disputes which 
had not been filed in a court of law. 
The first step prescribed by the Act 
was a written mutual agreement of the 
parties to submit the dispute to arbi- 
tration and contained the names of the 
arbitrators who were to officiate. This 
agreement had to contain a stipulation 
that it should be made a rule of court 
and that the parties should submit to, 
and be finally bound by, the arbitration. 
Upon due proof of the agreement shown 
to the court, it became the duty of the 
court to issue a rule of reference. This 
brought the dispute within the court’s 
jurisdiction in a manner similar to that 
in the other type of voluntary arbitra- 
tion. The arbitration was then con- 
ducted and the award rendered by the 
arbitrators. Under this type of vol- 
untary procedure the award could be 
set aside if it was found: (1) that the 
arbitrators, or umpires, misbehaved in 
the case; (2) that they committed a 
plain mistake in a matter of fact or a 
matter of law; or (8) that the award 
was procured by corruption, fraud, or 
other undue means. 

The preliminary requirements for 
voluntary arbitration under the Act of 
1836, therefore, were that there should 


- be an existing dispute, that arbitrators 


should be definitely named in the agree- 
ment, and that the matter should 
either be in court by a suit or must be 
brought within the jurisdiction of the 
court by means of the entry of a rule of 
reference. It should also be noted that 
an award in a voluntary arbitration 
procedure under the Act of 1836 could 
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be appealed from, on the ground of a 
mistake of fact or a mistake of law 
made by the arbitrators. This was an 
inherent defect in the arbitration law 
of Pennsylvania, as it afforded the de- 
feated party a means of prolonging 
final settlement by appeals. The very 
purpose of arbitration was thereby 
often defeated. 

Another striking defect of the Act of 
1836 was its failure to provide for ar- 
bitration of future disputes. In other 
words, an arbitration clause inserted 
in a contract to be performed in the 
future was not binding upon either 
party. Frequently a party who had 
agreed to arbitrate any dispute which 
might arise under a contract was un- 
willing to carry out his agreement after 
such a dispute had actually taken 
place. The law did not require him 
to do so. 


COMPULSORY ARBITRATION UNIQUE 
FEATURE 


As has already been briefly explained, 
the Act of 1886 is unique in its pro- 
visions for compulsory arbitration. 
Under them, either party to a civil 
suit may enter a rule of reference 
wherein he declares his intention to 
have arbitrators chosen to determine 
the matters at issue. The other party 
to the suit is thereupon compelled to 
accept arbitration. The plaintiff can- 
not file such a rule until he has filed and 
served his declaration or statement, nor 
can the defendant do so until he has 
filed an affidavit of defense. Such a 
rule is entered on the record, served 
on the opposite party, and a time fixed 
for the appointment of arbitrators. 
It is to be noted that compulsory ar- 
bitration applies only where a dispute 
is actually in court. 

When the award of the arbitrators 
is entered in the proper docket by the 
prothonotary it has the effect of a 
judgment, but may be set aside by the 
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proper court on proof that the arbiters 
misbehaved, or that the award was 
procured by corruption or other undue 
means. Appeals can always be taken to 
the court, on the simple allegation of the 
appelant that the appeal is not taken 
for the purpose of delay, but because 
he verily believes injustice has been 
done. This, in effect, permits an appeal 
from every award. 

To sum up, therefore, compulsory 
arbitration is available only where a 
suit has been actually instituted in 
court. The result is not final, being 
appealable on the mere allegation that 
injustice has been done. This statute 
provided, however, that compulsory 
arbitration should not apply to actions 
brought in the courts of the city and 
county of Philadelphia. 


m 


There has been a tendency for sorme 
years to adopt uniform laws in the 
several states, as has been evidenced by 
the passage of the Uniform Negotiable 
Instruments Act, the Uniform Sales 
Act, the Uniform Stock Transfer Act, 
and others. In like manner, the move- 
ment has spread by the adoption of a 
Uniform Arbitration Act. The purpose 
of the uniform arbitration legislation 
has been two-fold. First, to obtain 
legislation in all the states which would 
provide a method to enforce arbitra- 
tion in contracts containing an arbi- 
tration clause, and thereby make 
an arbitration agreement irrevocable. 
Second, to obtain uniformity through- 
out the states in regard to the enforce- 
ability of such agreements and the pro- 
cedure to be followed in the conduct of 
arbitration. 


NEED FOR UNIFORM ARBITRATION Act 


Unsuccessful attempts were made 
for many years to obtain the passage 
of such legislation. In 1920, the State 
of New York passed the Walton- 
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Martin Act. To the united effort of the 
American Arbitration Association, the 
New York Chamber of Commerce, and 
the New York Bar Association should 
go the credit for the accomplishment of 
the passage of this piece of legislation. 
With the barrier broken, the success 
of the movement spread. Largely as 
a result of the efforts of the American 
Arbitration Association, the states of 
New Jersey, Oregon, Massachu- 
setts, and California !” have adopted 
arbitration laws which are uniform and 
comprehensive in their provisions. 

Bills providing for similar effective 
arbitration laws were introduced into 
the 1929 legislatures of Arizona, Col- 
orado, Connecticut, Indiana, Louisi- 
ana,: Maine, Maryland, Nebraska, 
New Hampshire, Ohio, Rhode Island, 
and Texas. Five of these states, 
Arizona, Connecticut, Louisiana, New 
Hampshire, and Rhode Island, had 
passed these bills at the time this 
article was finished. 

Inasmuch as commercial transac- 
tions frequently take place between 
persons residing in different states, a 
need has long been felt for a Federal 
act dealing with the subject of arbitra- 
tion. Until recently there has been 
no law authorizing the arbitration of 
matters pertaining to interstate com- 
merce and maritime transactions. In 
1925,'8 such an act was passed as a 
result of the efforts of the American 
Arbitration Association, the New York 
Chamber of Commerce, and the Ameri- 
can Bar Association. 

Opposition to arbitration did not 
succumb with the passage of enforce- 
able laws. A case! testing the con- 

14 Laws of 1928, ch. 184. 

4 General Laws 1925, ch. 186, 

18 Laws of 1925, ch. 284. s 

1 Code of Civil Procedure, 1928, ch. 225, as 
amended by Assembly Bill no. 460, 

18 Act of Feb. 12, 1925. 


19 Matter of Berkovits v. Arbib and Houlberg, 
280 N. Y. 261. 
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stitutionality of the New York Arbi- 
tration Act was taken to the Court of 
Appeals of New York, in 1921, and 
that Court held the Act to be constitu- 
tional. A similar case was also taken 
to the Supreme Court of the United 
States by opponents of arbitration, 
but to no avail, as the Supreme Court 
held that the state has the power to 
confer upon its courts the authority 
“to compel parties within its jurisdic- 
tion to specifically perform an agree- 
ment for arbitration.’*° This decision 
did not extend beyond the constitu- 
tionality of the state acts, but there is 
no apparent reason why a different 
view should be taken by the Supreme 
Court of the United States if the con- 
stitutionality of the Federal Arbitra- 
tion Act ever came to issue. 

In view of the fact that five states 
had passed uniform arbitration acts, 
the time was seemingly at hand to 
introduce a similar act in the legisla- 
ture of Pennsylvania. Through the 
efforts of the American Arbitration 
Association, the Pennsylvania State 
Chamber of Commerce sponsored the 
bill and succeeded in obtaining its 
passage. Governor Fisher signed the 
Act on April 25, 1927. 


Tue PENNSYLVANIA Act 


The title of the new Pennsylvania 
Arbitration Act is as follows: 


An Act concerning arbitration and to 
make valid and enforceable written pro- 
visions and agreements for the arbitration 
of disputes in certain contracts, including 
contracts to which the state or any munici- 
pal subdivision thereof may be a party, 
regulating the procedure under such pro- 
visions and agreements and conferring 
certain powers and imposing certain duties 
upon the courts with reference thereto. 


Section 1. A written agreement to 
arbitrate is valid and irrevocable. This 


20 Red Cross Line v. Ailantio Fruit Co., 264 
U.S 109. 
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section provides that a provision in 
any written contract, except a contract 
for personal services, to settle by arbi- 
tration a controversy thereafter arising 
out of the contract, or a written agree- 
ment between two or more persons to 
submit to arbitration any controversy 
existing between them, shall be valid, 
irrevocable, and enforceable. An ex- 
ception is made, however, that in case 
the contract has been entered into 
under such conditions that of itself 
it would be invalid in law or in equity, 
it in like manner shall be invalid under 
this Act. A further provision appears 
in this section that in no case shall a 
person be eligible to act as an arbitrator 
if he is regularly employed by any 
party to the controversy, regardless of 
whether or not the contract so provides. 

By the wording of this section, all 
the confusion and conflict regarding 
the revocability of agreements to 
arbitrate under the statutory, as well 
as the common law, is eliminated. 
Written agreements to submit to arbi- 
tration either an existing or a future 
dispute among the parties are now 
valid, irrevocable, and enforceable. 
The provisions of this section further 
make it unnecessary for the parties to 
take out a rule of reference, as was 
formerly necessary. Nor is it now 
necessary that the arbitrators be 
named in the agreement in order that 
the agreement be irrevocable. A fur- 
ther discussion of this point appears 
under section 4. 

Section 2. A stay of proceedings may 
be had in case of violation of the arbitra- 
tion agreement. In the event that a 
party disregards the written agree- 
ment to arbitrate and starts an action 
upon the issue, the opposite party 
may petition the court in which the 
action has been started for a stay of 
proceedings. It then becomes the 
duty of the court to determine whether 
or not the action is in violation of the 
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arbitration agreement. If so found, 
the court must stay the proceedings 
until arbitration has been conducted. 
By this provision, it is impossible for 
either party to defeat the arbitration 
of an issue by bringing a similar action 
at law—a common practice employed 
to evade arbitration under the rules of 
the common law. 

Section 8. Aggrieved party may peti- 
tion court to have arbitration enforced. 
The party aggrieved by the failure, 
neglect, or refusal of another to perform 
under a written agreement to arbitrate 
may petition the Court of Common 
Pleas of the county having jurisdiction 
for an order to show cause why the 
arbitration should not proceed in the 
manner provided for in the agreement. 
A notice of the application to the court 
must be served upon the party in 
default at least five days before the 
day appointed for the hearing on the 
rule. Several situations may arise at 
this hearing, and they are amply 
provided for in this Act. First, if the 
making of the arbitration agreement 
is not in issue, then the court must 
inquire why thearbitration has not been 
complied with. Upon a finding by the 
court that the party filing the rule to 
show cause is not at fault, the court 
must order the arbitration to proceed. 
In the event that the court finds at 
fault the party who has taken out the 
rule to show cause, the court must dis- 
miss the rule and the agreement to 
arbitrate is not enforceable. A jury 
trial may be demanded to ascertain if 
either party has been at fault, but if no 
jury trial is demanded the court is 
empowered to proceed summarily to 
determine such issue. 

Second, if the making of the arbitra- 
tion agreement is disputed, the court is 
authorized to proceed summarily to 
the trial of that point, unless a jury 
trial is demanded. If the court—or 
jury, in case a jury trial is demanded— 
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finds that no written agreement to arbi- 
trate was made, the proceedings should 
be dismissed. If, however, it is found 
that a written agreement to arbitrate 
was entered into by the party, and 
that there has been no default in the 
proceedings by the party filing the rule 
to show cause, the court should order 
the parties to proceed with the arbitra- 
tion in accordance with the terms of 
the agreement. 

The provisions of this section enable 
the aggrieved party to compel the 
party in default to show reason why 
the arbitration should not proceed. 
Such a provision greatly aids the en- 
forcement of an agreement to arbitrate, 
especially since authority is given to 
the courts to order the arbitration to 
proceed if the agreement is a valid one 
and the party demanding the arbitra- 
tion is not at fault. In like manner, 
the provisions of this section also afford 
a remedy to the party who is contesting 
the arbitration, on the ground that the 
agreement is not a valid agreement or 
that the party who has taken out the 
rule has been at fault and, therefore, 
is not deserving of the proceeding. 

Section 4. The method of appoint- 
ment of the arbitrators. If the arbitra- 
tion agreement provides a method of 
naming or appointing the arbitrators, 
it is to be followed. In the event that 
no method is provided for in the agree- 
ment, or if the parties cannot agree as 
to who the arbitrators shall be, the 
court, upon application of either party 
to the controversy, is empowered to 
designate the persons to act as arbitra- 
tors. Unless otherwise provided for in 
the agreement, the court is empowered 
to name one arbitrator who shall con- 
duct the hearing and make the award. 
In case one or more arbitrators die, or 
are disqualified, before the submission 
of the case and the parties cannot agree 
to fill the vacancy, then the court is 
entitled to name the person or persons 
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to fill the vacancy. If one of the 
arbitrators dies, or if for some reason 
becomes incapacitated after a partial 
submission of the matter in controversy 
to the arbitrators, then, unless the 
parties agree to proceed with the 
remaining arbitrators, or agree upon 
arbitrators to fill the vacancy, the arbi- 
tration shall be considered void and the 
parties must proceed ab initio. 

This section is very helpful in the 
enforcement of an agreement to arbi- 
trate, as it provides an efficient method 
of naming arbitrators in the event one 
party refuses to perform his duty. 
Under the rules of the common law 
and also under the voluntary arbitra- 
tion statute, there was no means pro- 
vided to compel a party to proceed 
with an arbitration unless the arbitra- 
tors were definitely named in the agree- 
ment. Furthermore, it is not always 
advantageous to name an arbiter with- 
out knowledge of the type of dispute 
that may arise. Therefore, this section 
is extremely helpful. 

Section 5. The courts are empowered 
to make rules concerning arbitration 
procedure. This section gives the re- 
spective courts of common pleas the 
power to make and to adopt rules con- 
cerning the procedure and practice 
under this Act as shall seem proper to 
them. However, no rule can be made 
contrary to the express provisions of 
this Act. The writer is somewhat 
skeptical about the advantage to be 
gained from this section. It does not 
seem as well calculated to obtain uni- 
formity in the practice to be adopted 
throughout the state as would be 
gained if a definite set of rules were 
adopted for the entire state. It is 
hoped that in practice confusion will 
not crop up as a result of this provi- 
sion. 

Section 6. Method for compelling 
the attendance of witnesses and the 
manner in which testimony is to be 
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taken. The arbitrators are empowered 
to summon in writing any person to 
attend before them as a witness, and, 
in a proper case, to bring along any 
book, record, or document, which may 
be deemed material as evidence in the 
case. The summons is to be issued in 
the name of the arbitrators, and is to be 
served in the same manner as a sub- 
poena to appear and testify before a 
court. In the event that any person 
so summoned refuses to obey, upon a 
petition to the court of common pleas 
of the county in which the arbitrators 
are sitting, the court, upon proof that 
the testimony is proper and necessary, 
may compel the attendance of such 
person before the arbitrators or punish 
him for contempt of court. This sec- 
tion provides that the fee of a witness 
attending an arbitration proceeding 
shall be the same as the fee of a witness 
in a court of general jurisdiction. 

A further provision of this section 
stipulates that when more than one 
arbitrator is agreed to by the parties 
all the arbitrators must attend the 
hearing, unless by written consent the 
parties agree to a smaller number. 
This provision definitely specifies that 
all the arbitrators must attend, and 
thus clears up a point that led to con- 
fusion under both the rules of the com- 
mon law and the previous arbitration 
acts. 

This section also provides that all 
testimony must be taken under oath or 
affirmation, and shall at the request of 
either party or of the arbitrators be 
taken stenographically and made a 
part of the record. It would seem to 
the writer that it might have been 
better to leave to the parties the de- 
cision concerning the taking of testi- 
mony under oath. From information 
obtained from trade associations, it 
seems that the parties to the proceed- 
ings often desire to waive this formal- 
ity. As the Act now reads, it is error 
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if the oath is not administered to each 
witness. 

Section 7. When depositions may be 
taken. If a party petitions the arbitra- 
tors to permit the taking of testimony 
of ore or more witnesses by means of 
a deposition, and the petition is ap- 
proved, the courts may direct the is- 
suance of the necessary deposition. 

Section 3. The number of arbitrators 
necessary to render an award. In order 
for the award to be valid, it must be 
in writing and signed by a majority of 
the arbitrators. In case there are 
more than two arbitrators, an award 
requires the concurrence of a majority 
of them, but unanimous concurrence is 
necessary where there are but two arbi- 
trators selected by the parties. It is 
also necessary, in order to have a valid 
award, that a signed copy be sent to 
each party to the arbitration. There 
has been some conflict in the decisions 
of this state as to the number of ar- 
bitrators that had to concur before a 
valid award could be rendered, but 
under this Act that point cannot arise. 

Section 9. The manner in whichilan 
award may be confirmed. At any time 
within one year after the award has 
been rendered any party to the arbi- 
tration may apply to the court having 
jurisdiction for an order confirming the 
award. The court is duty-bound to 
confirm the award unless it is vacated, 
modified, or corrected, as prescribed in 
the next two sections. The party de- 
siring the confirmation must serve 
notice upon the adverse party at least 
five days before the date set for the 
hearing. This section makes it neces- 
sary for the party in whose favor the 
award has been made to confirm it 
within a year from the date of its rendi- 
tion, and thereby conclude the issue. 
Before the passage of this Act, it was 
possible for an award to drag along for 
an indefinite period before an effort 
could be made to have it enforced. 
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Section 10. Grounds for vacating 
an award, When the court may grant a 
rehearing. In either of the following 
cases, the court may order the vacating 
of the award upon application of any 
party to the arbitration: (a) where the 
award was procured by corruption, 
fraud, or undue means; (b) where there 
was evident partiality or corruption on 
the part of the arbitrators or any of 
them; (c) where the arbitrators were 
guilty of misconduct in refusing to 
postpone the hearing when sufficient 
cause for its postponement had been 
shown; also, where the arbitrators have 
refused to hear evidence pertinent and 
material to the controversy, or any 
other misbehavior by which the rights 
of any party had been prejudiced; 
(d) where the arbitrators exceeded 
their powers, or so imperfectly per- 
formed them, that a mutual, final, and 
definite award upon the subject matter 
submitted was not made. 

In the event that an award is va- 
eated and the time within which the 
agreement required the award to be 
rendered has not elapsed, the court 
may in its discretion direct a rehearing 
by the arbitrators. ` 

As has been pointed out in the dis- 
cussion of arbitration procedure, under 
the rules of the common law and the 
statutory law the courts have held that 
it was necessary that one of the parties 
should be involved in the corruption 
with an arbitrator before there was 
sufficient ground to set an award aside 
on the ground of corruption. This pe- 
culiar ruling of the courts was distinc- 
tive to Pennsylvania. Under the new 
Act that doctrine is overruled. The 
provision made by this section for a 
rehearing where there is sufficient time 
remaining is helpful, as it affords the 
parties a second opportunity to have 
men of their own choice decide their 


dispute. 
Section 11. Grounds for a motion to 
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modify or correct an award. In any of 
the following cases the court may order 
a modification or a correction of an 
award, upon the application of any 
party to the controversy: (a) where 
there was an evident material miscal- 
culation of figures, or an evident ma- 
terial mistake in the description of any 
person, thing, or property referred to 
in the award; (b) where the arbitrators 
have awarded upon a matter not sub- 
mitted to them—if, however, it is a 
matter not affecting the merits of the 
decision, then the correction cannot be 
made; (c) where the award is imperfect 
in a matter of form not affecting the 
merits of the controversy; (d) where the 
award is against the law and is such 
that, had it been a verdict of the jury, 
the court would have entered a differ- 
ent judgment, notwithstanding the 
verdict. 

In any of these cases the court may 
modify and correct the award, or re- 
submit the matter to the arbitrators. 

Up to this section, the new Pennsyl- 
vania Arbitration Act is almost identi- 
cal with the Uniform Arbitration Acts 
of New York, New Jersey, Massachu- 
setts, Oregon, and California, and in 
principle it is similar to the Federal 
Arbitration Act. However, the pro- 
vision in this section, which allows an 
appeal to the court upon the ground 
that the award is against the law, is 
very different from any of the provi- 
sions in the above mentioned laws. In 
those jurisdictions, an appeal is not 
permitted for a mistake of law or fact. 

At first thought, it might seem that 
too great a latitude is given to the ar- 
bitrators if their award cannot be ap- 
pealed from, even though a mistake of 
law had been made by them. How- 
ever, an examination of section 17 re- 
veals that the parties or the arbitrators, 
or both, have an opportunity to pre- 
vent errors of law arising in the award 
by taking advantage of the provisions 
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of the Declaratory Judgments Act, al- 
lowed in that section. In other words, 
either of the parties or the arbitrators 
may petition the court to rule upon 
questions of law arising in the course of 
the proceedings. The courts are bound 
by section 17 of the Act to decide ques- 
tions of law submitted to them by the 
arbitrators; thus, it is possible to pre- 
vent to a marked degree the possibility 
of errors of law arising in the award. 
With this in mind, it seems that the 
new Pennsylvania arbitration law en- 
ables a dissatisfied party to delay a 
final settlement of the case upon an 
allegation that the award is “against 
the law.” Even though upon deter- 
mination of the appeal by the courts he 
may be unsuccessful, he has, neverthe- 
less, succeeded in delaying a final 
settlement. This was one of the main 


contentions against the use of the Act’ 


of 1836, as expressed by attorneys 
throughout the state. 

Section 12. How a judgment may be 
entered upon an award. Upon the 
granting of an order confirming, mod- 
ifying, or correcting an award, judg- 
ment shall be entered by the court in 
which the order upon the award was 
made. Under the rules of the common 
law, it was necessary for the party in 
whose favor the award was rendered to 
start an action in court to have the 
award made a judgment. This situa- 
tion meant delay, necessitated by 
awaiting a turn upon the trial list. 
Under the new Act the motion for con- 
firming the award is heard upon the 
next motion day and, if confirmed, 
judgment is immediately entered by 
the court. 

Section 18. Notice of motion to va- 
cate, modify, or correct an award must 
be filed within three months. A notice 
of a motion to vacate, modify, or cor- 
rect an award must be filed in the 
prothonotary’s office of the court in 
which the application is made, and a 
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copy of this notice must be served 
upon the adverse party within three 
months from the date the award has 
been filed. In. all proper cases, the 
court is empowered to grant a stay of 
proceedings pending the determination 
of the motion. 

The provisions of this section are an 
aid to a speedy determination of the 
case, since they prevent a dissatisfied 
party from appealing after three 
months have elapsed from the rendition 
of the award. 

Section 14. Provisions for filing of 
the records of the case—effect and enforce- 
ment of the judgment. This section pro- 
vides that any party to a proceeding 
for an order confirming, modifying, or 
correcting an award must, at the time 
such order is filed with the prothono- 
tary for the entry of the judgment, 
also file the following papers with the 
prothonotary: (a) the agreement of the 
parties to arbitrate; the selection or ap- 
pointment, if any, of an additional ar- 
bitrator or umpire, and each written 
extension of time to make the award; 
(b)the testimony, if taken stenograph- 
ically; (c) the award; (d) each notice, 
affidavit, or other paper used upon an 
application to confirm, modify, or cor- 
rect the award, and a copy of each order 
of the court upon such application. 

A provision is made in this section 
that the arbitration shall be docketed 
in the prothonotary’s office as if it were 
an action at law, with the moving party 
as plaintiff and the other party as 
defendant. A provision is also made 
that the judgment so entered is to have 
the same force and effect as a judgment 
in an action at law, and it may be en- 
forced as such in accordance with the 
existing law. a 

‘The purpose of this section is to pro- 
vide adequate means for the recording 
of all necessary papers employed in the 
arbitration proceeding so that a com- 
plete record of the case will be available 
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in case of an appeal. Incorporated in 
this section is the provision that a 
judgment obtained in an arbitration is 
just as effective as a judgment obtained 
in any action at law and can be enforced 
in the same manner. 

Section 16. Appeals. 


An appeal may be taken from an order 
confirming, modifying, correcting, or vacat- 
ing an award, or from a judgment entered 
upon an award in accordance with the 
existing law in respect to appeals to the 
Superior and Supreme Courts. 


Section 16. State and municipal 
contracts are included in the provisions 
of the Act. The provisions of this Act 
apply to any written contract to which 
the Commonwealth of Pennsylvania, 
any subdivision thereof, or any munici- 
pal corporation of the Commonwealth, 
is a party. This section is important, 
since it provides a means whereby the 
Commonwealth of Pennsylvania may 
be compelled to arbitrate a dispute 
arising out of a contract containing an 
arbitration clause, if it is a party 
thereto. Hitherto, the Common- 
wealth could not be compelled to live 
up to an arbitration agreement unless 
the attorney general consented. 

Section 17. When an application 
may be made for a declaratory judgment. 
This section provides that the arbitra- 
tors, or the parties to the arbitration, 
with the approval of the arbitrators, 
have the right to apply to the court at 
any time during the arbitration pro- 
ceedings for the determination of any 
legal question, in accordance with the 
terms of the Uniform Declaratory 
Judgments Act. An application of 
this nature, however, does not operate 
as a stay of" proceedings unless the 
arbitrators give their consent. 

This section was made a part of the 
Act, in order to permit the parties or 
the arbitrators to obtain the benefit of a 
ruling of the courts upon questions of 
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law which are not clear to the arbitra- 
tors. Many appeals upon errors of law 
may be prevented if the opinion of the 
courts is sought by the arbitrators. 
Under this section the desire of the 
parties themselves is not sufficient to 
have legal questions determined by the 
courts, as the phraseology of the section 
provides that the approval of the ar- 
biters must be had in order to take 
advantage of the Uniform Declaratory 
Judgments Act. 

The reason for the required approval 
of the arbitrators in such a case is evi- 
dently the fact that an appeal is 
allowed under section 11 (d) in case an 
error of law was made by the arbitra- 
tors. If section 11 (d) were omitted, it 
appears to the writer that it might be 
possible to have an award vacated 
under section 10 (c) if the arbitrators 
refused to permit a question of law to 
be referred to the courts. The lan- 
guage of section 10 (c) is quite strong, 
as is evidenced by the following 
quotation: 


The court shall make an order vacating 
the award upon the application of any 
party to the arbitration. (c)... or any 
other misbehavior by which the rights of’ 
any party have been prejudiced. 


' Section 18. Definitions. This sec- 
tion provides as follows: 


Wherever the word “arbitrators” is used 
in this Act, it shall mean a single arbitrator, 
if there be but one, or at least a majority of 
the arbitrators, if there be more than one. 

Except as otherwise specifically indi- 
cated, all references in this Act to the 
courts are to be construed to mean the 
Common Pleas Courts of the county having 
jurisdiction of the parties or the subject 
matter. If prior to the award any Court of 
Common Pleas shall have entertained any 
motion in respect to said arbitration, such 
court shall retain jurisdiction and all sub- 
sequent proceedings shall be filed in said 
court. If there be no proceedings prior to 
the award the arbitrators may in the award 
designate the county in which subsequent 
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proceedings shall be had. If the arbitra- 
tors fail to designate such county, and 
there shall have been no prior proceedings, 
the moving party may proceed in the 
county in which (a) the arbitrators made 
their reports, or (b) the county in which 
the other party resides or has an office, or 
(c) the ‘county in which the court would 
have jurisdiction if an action had been 
instituted originally in respect to the 
subject matter of the arbitration. 


Section 19. Inconsistent acts re- 
pealed. Time of taking effect. The new 
Pennsylvania Arbitration Act repealed 
all acts and parts of acts inconsistent 
with it. The legislature provided that 
the new Act should take effect upon its 
enactment, which was April 25, 1927, 
the day that Governor Fisher signed it. 
It has no application, however, to 
any contract made before the date of 
its enactment. The last provision of 
the Act specifies that in case any part of 
this Act is declared to be invalid or un- 
constitutional, the remaining parts are 
nevertheless to remain the valid Act of 
the legislature. 

In coneluding, it may be said that the 
new Pennsylvania Arbitration Act is in 
strict accord with other Uniform Arbi- 
tration Acts, as well as with the Federal 
Arbitration Act, except in three in- 
stances. The first, and by far the most 
important difference, lies in the ques- 
tion of the right to appeal upon an 
error of law. The Pennsylvania Act 
~ allows such appeal, while the other 
modern and comprehensive acts do not 
permit it. This is a vital difference, 
and from the standpoint of effective 
arbitration it would seem to make the 
Pennsylvania Act somewhat inferior. 
The two other differences are not so 
important. The first is, that under the 
Pennsylvania Act the Common Pleas 
Courts of the various counties are per- 
mitted to make their own rules of 
procedure, so long as they do not di- 
rectly violate the express provisions of 
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the Act. In the other states above 
referred to, the rules of court dealing 
with arbitration procedure are the same 
throughout the state. Uniformity of 
rules of court naturally tends to pre- 
vent confusion, and would seem to 
simplify the form of procedure. The 
last difference is a very minor one. 
Under the new Arbitration Act of 
Pennsylvania, it is provided, as has 
been pointed out, that the testimony 
must be taken under oath, while in the 
other jurisdictions previously referred 
to it is possible for the parties to waive 
this formality. 

It is a relief to feel that at least a 
great deal of the confusion existing in 
the common law concerning the revo- 
cability of agreements to arbitrate in 
Pennsylvania will be removed in the 
future as a result of this new and com- 
prehensive piece of legislation. The 
writer also feels assured that as a result 
of the new Aét a marked stimulus has 
been given to arbitration conducted by 
the trade associations. 


IV 


Much comment has been made re- 
cently regarding the undue delay 
encountered in bringing an action in a 
court of law. Asa result, persons who 
otherwise might have litigated their 
disputes have resorted to arbitration. 
Since this article was to be mainly con- 
cerned with the arbitration of commer- 
cial disputes arising out of contracts, a 
survey was made of the length of time 
involved in litigation of assumpsit 
actions. 


DELAYS IN LITIGATION 


This survey includes data ob- 
tained from three counties in the 
State of Pennsylvania—Philadelphia, 
Allegheny, and Dauphin. In each of 
these counties, the clerk of the Com- 
mon Pleas Court keeps a docket in 
which is entered a complete record of 


266 


the procedure of each case, with a cap- 
tion showing the number of the case 
and the type of action involved. These 
dockets were examined, and one hun- 
dred actions of assumpsit were selected 
at random in each county to be studied 
in a more detailed manner. These 
cases had gone to trial before a jury and 
a verdict had resulted. 

The fact that a verdict has been 
rendered by a jury does not, of course, 
always end the litigation of a case. A 
motion may be made for a new trial, 
and the motion is heard at a future date 
by the judge who tried the case and 
one or more judges of the same court 
sitting en banc. In that case, one 
month generally elapses before the 
argument onthemotionisheard. After 
the motion has been argued, the court 
usually does not announce the decision 
until another month has passed. 

If a new trial is granted, the case is 
again put on the trial listand awaits its 
turn to be tried. If the motion for a 
new trial is refused an appeal may be 
taken to the Superior or the Supreme 
Court, with the result that more time is 
consumed. Should the Appellate Court 
decide that a new trial is proper, the 
case goes back to the lower court to 
await its turn upon the trial list. There 
is no limit to the number of times that a 
case may be appealed and sent back for 
a new trial if errors have been made in 
the trial of the case. The natural re- 
sult is that much time may be lost and 
a considerable amount of money ex- 
pended before a final settlement is 
reached. 

The following statistics show the 
average length of time spent by the 
parties in the litigation of assumpsit 
actions, from the day the writ of sum- 
mons was issued until final judgment 
was entered: 

Allegheny County—23 months and 7 days 


Dauphin County—22 months and 16 days 
Philadelphia County—25 months and 9 days 
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Such a situation is quite astounding, 
but when it is noted that in several 
instances actions which were started in 
September, 1920, were still in litigation, 
it becomes apparent that complaints 
of delay are based on facts, not on 
imagination. i 

In order to ascertain the average 
length of time consumed in a litigated 
case, if no appeal had been taken, the 
writer deducted the time spent in ap- 
peals and found the results to be as 
follows: 

Allegheny County—18 months and 4 days 

Dauphin County—16 months and 28 days 

Philadelphia County—19 months and 21 days 

This detailed survey included an 
examination of three of the most 
densely populated counties of Pennsyl- 
vania. In order to discover the situa- 
tion in the less populated counties, 
where overcrowding of the court 
calendars is less pronounced, similar 
information was requested of the pro- 
thonotary of each county. Although 
every effort was made to elicit satisfac- 
tory replies to this request, only a small 
percentage of these officials furnished 
the desired information. The replies 
received, however, indicated that un- 
due delay is not confined to any par- 
ticular counties, but is prevalent 
throughout the state. The average 
length of time necessary to secure a 
judgment in a litigated case is ten 
months, according to the estimates of 
the prothonotaries. 


Lrrigatep Cases SUITABLE FOR 
ARBITRATION 

During the examination of the above 
mentioned three hundred assumpsit 
actions the subject matter of each case 
was studied in an attempt to ascertain 
in what percentage arbitration might 
have been satisfactorily employed. 
Before discussing the result of this ex- 
amination, it might be well to point out 
that actions of assumpsit may be 


COMMERCIAL ARBITRATION: A PRACTICAL PLAN 


divided into three main classes: first, 
those in which the result will be deter- 
mined by the decision of a technical 
question of law; second, those in which 
the decision will depend upon the inter- 
pretation of questions of fact, the ques- 
tion of law being comparatively simple 
and well understood; and third, those in 
which there is a question of law and 
fact, both being fairly complicated, and 
in which the decision depends upon a 
rather thorough knowledge of technical 
legal principles, as well as a clear 
understanding of the facts involved. 
The reader should note, therefore, that 
the decisions in certain types of as- 
sumpsit cases when litigated depend 
chiefly upon the interpretation of the 
facts in the case, while in others the 
facts are admitted, or are fairly cer- 
tain. Under our system of jurispru- 
dence, it is the province of the jury to 
determine questions of fact; whereas 
the judge is to determine the principle 
of law that the jury should apply to its 
finding of facts. But what is meant by 
a question of fact? A simple contract 
case may best illustrate the point. 
Suppose 4 agrees to manufacture cer- 
tain chairs for B. A provision is made 
in the contract that these chairs are to 
be made from seasoned walnut lumber. 
A delivers the designated number of 
chairs, but B refuses to pay for them 
alleging that they have not been made 
from seasoned walnut lumber. The 
principle of law applicable to this case is 
quite evident, namely, that if the chairs 
were made of seasoned walnut lumber 
according to specifications, then the 
purchaser of the chairs has breached 
the contract and must either accept the 
chairs and pay the contract price, or 
pay the damages which the seller has 
suffered through his refusal to accept 
the chairs. The determination of the 
case depends, therefore, upon the ques- 
tion of fact, namely, were the chairs 
made of seasoned walnut lumber? This 
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question the jury must determine from 
the evidence presented at the trial. 


ÅRE ÅRBITRATORS More COMPETENT 
THAN J URIES? 


In many instances, the principle of 
law that applies to the case is quite 
simple and is known to practically all 
laymen, but in not all of such cases are 
the questions of fact so easily deter- 
mined. Questions of fact may be quite 
complicated, and when such is the case 
the jury’s problem is not an easy one. 
Doubt has frequently been expressed 
by some persons regarding the com- 
petency of lay juries to determine tech- 
nical questions of fact. Those who 
champion the cause of arbitration be- 
lieve that arbitrators selected by the 
parties to the dispute are generally 
more competent to decide such tech- 
nical questions than are juries whose 
individual members are not acquainted 
with the technical and complicated 
facis existing in such cases. 

It is contended that persons who 
provide for the settlement of disputes 
by arbitration generally select arbitra- 
tors who are versed in the questions of 
fact likely to arise in the dispute. 
Arbiters are generally chosen from 
among business men engaged in the 
industry in which the dispute has 
arisen. They are naturally versed in 
trade practices and are familiar with 
the nature of the products in dispute. 
Even in cases in which the facts are not 
technical, it is claimed that arbiters 
selected from among the business men 
in the community are as competent to 
decide such questions of fact as a lay 
jury. 

It is, therefore, contended that in 
cases in which the decision depends 
upon the interpretation of facts, the 
principles of law being well understood, 
arbitrators are generally better quali- 
fied to render a decision than the gen- 
eral run of juries. 
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In cases in which the facts are ad- 
mitted or in which there is little doubt 
as to their interpretation, the decision 
rests upon the principle of law to be 
applied. If the principle of law dealing 
with the case is complicated or doubt- 
ful, then a judge is unquestionably 
better qualified to decide the case than 
are arbiters. This is also true where 
both the facts and the law in a case are 
technical and complicated. 

A careful study of the three hundred 
cases showed that in approximately 
sixty-five per cent of the cases the 
principles of law were comparatively 
simple, the decisions being mainly de- 
termined by the interpretation of the 
facts. This leads to the conclusion 


that approximately sixty-five per cent . 


of the cases were as suitable for arbitra- 
tion as they were for litigation, if not 
more so. In the study mentioned, 
preference was, in doubtful cases, given 
to litigation. 


SUMMARY OF DELAYS IN LITIGATION 


That there are delays in litigation is 
evident. The length of time involved 
depends in part upon the number of 
cases presented to the courts for judicial 
determination. 
only do a limited amount of trial work. 
If there are more cases in a year than 
the court can actually try, the cases not 
reached must await their turn for trial 
the following year. Year after year, 
the number of cases for judicial deter- 
mination increases in number and the 
court calendars steadily become more 
congested. 

There are naturally more cases 
awaiting trial in the more densely popu- 
lated urban counties than there are 
in the more sparsely populated rural 
counties. In the former there is more 
business activity, and therefore more 
disputes. In such counties of Pennsy]- 
vania, the average length of time nec- 
essary for the litigation of contract 


Each court of law can ' 
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cases is approximately twenty months, 
while in the more sparsely populated 
rural communities, eight to ten months 
isrequired. There is no apparent relief 
in sight. Furthermore, if the number 
of cases presented for trial each year 
continues to increase as it has jn the 
past twenty-five years, the outlook for 
the future suggests the probability of 
an increase in the time required for a 
final disposition of disputes by means of 
litigation. 

Where arbitration is resorted to, the 
length of time required is generally 
from one to three months—in some 
cases, less. There is no congested trial 
list. The arbitrators are not employed 
daily, year in and year out, hearing 
cases that have priority because of the 
date of presentation. The parties 
select their own arbiters, and the ar- 
biters, if they are willing to serve, set a 
date at their earliest convenience to 
hear the testimony of the parties. 
There is no requirement that the par- 
ties be represented by legal counsel. 
The trial is informal in character and at 
a time and place convenient to all con- 
cerned. The arbiters, after they have 
heard the evidence, may render an 
award at the completion of the hearing, 
or may await a date in the near future. 
The award, having been rendered and 
having been confirmed by a court of 
law, has the effect of a judgment. 

In those states which have passed the 
Uniform Arbitration Act, the courts are 
required to accept petitions for con- 
firmation of awards on motion day, 
which is at least once a month. Under 
the Uniform Arbitration Act, appeals 
can only be taken where awards have 
been procured by fraud, corruption, or 
the misbehavior of the arbitrators. 

If a large percentage of contract dis- 
putes can be satisfactorily settled by 
arbitration instead of litigation, then 
arbitration does present a means by 
which delay can be avoided in reaching 
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the final disposition of these disputes. 
Furthermore, if cases which are suitable 
for arbitration were arbitrated, it would 
greatly reduce the number of cases 
which each year find their way into 
litigation. Therefore, the congestion 
of the cpurt calendars would be relieved 
and cases not suitable for arbitration 
would in a much shorter time reach the 
courts for judicial determination. A 
considerable saving of time would con- 
sequently result for all concerned. 


V 


In Parts If and ID, the procedure 
used in arbitration under the rules of 
common law and under the Pennsyl- 
vania statutes were discussed. Part V 
deals with the relation of commercial 
arbitration to the activities of trade 
organizations. Prior to the passage of 
effective arbitration statutes, there was 
a need felt by trade organizations for an 
effective method of enforcing agree- 
ments to arbitrate. Since these agree- 
ments could not be effectively enforced 
in the courts, these trade associations 
formulated their own rules and regula- 
tions for such enforcement, and many 
even established tribunals of their own 
to conduct the hearings. There are 
also some trade bodies today which, 
although they do not compel their 
members to arbitrate disputes, highly 
recommend arbitration as a satisfac- 
tory method and afford the machinery 
which members may use if they so 
choose. 


ARBITRATION AS PRACTICED BY TRADE 
ASSOCIATIONS 


Up to this point, the subject of com- 
mercial arbitration has been treated 
from the standpoint of the procedure in 
force under the rules of the common 
law or under the provisions of the 
various state statutes. Another type 
of procedure exists in the form of arbi- 
trations conducted under the rules and 
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regulations of various tradeassociations 
located within the various states. 

A number of bodies, trade associa- 
tions, exchanges, or chambers of com- 
merce maintain what are termed 
arbitral tribunals. An arbitral tribu- 
nal need not meet every day of the 
week, nor even at any given intervals; 
nor need it have the same judge every 
time it meets. It may not even have 
a definite meeting-place, although this 
is generally one of its chief charac- 
teristics. 

The working of an arbitral tribunal 
usually revolves about the activities of 
an executive of the association which 
maintains the tribunal—a man who 
undertakes to supervise and to guide 
the arrangements for arbitrations. 
Furthermore, nearly every arbitration 
tribunal has adopted a set of rules and 
regulations governing the conduct of 
its arbitrations. These rules have been 
compiled as a result of long experience, 
and they insure proper procedure under 
the law of the state in which the tri- 
bunal is situated. For example, C and 
D have a dispute. They decide to 
have their dispute arbitrated by one of 
the arbitral tribunals of their city. C 
and D go to X, the secretary of their 
chosen tribunal, and describe the de- 
tails of the dispute to him. He imme- 
diately furnishes a submission form 
which is properly filled out and signed 
by the parties. In the event there has 
been no previous agreement in writing 
to arbitrate, this submission provides 
the legal evidence of the agreement to 
arbitrate. As a result of the signed 
submission, either party may by law 
enforce the agreement. 

If the parties had not presented 
their case to an organized tribunal, 
they might have neglected to sign 
such a submission. Assuming they 
had failed to sign the submission and 
had conducted an informal arbitra- 
tion of their dispute, and assuming 
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that the award had been rendered 
against C, he might have felt that 
since he was the loser he would not 
abide by the award. When D peti- 
tioned the court to enforce the award, 
he would have found that the court 
would not lend its aid in the absence of 
a legally enforceable agreement to ar- 
bitrate. The failure of the parties to 
sign the submission deprived the agree- 
ment of enforceability by law. It is of 
the utmost importance to follow out the 
established requisites in the various 
steps of an arbitration proceeding. 
These requisites are known to organ- 
ized tribunals, and parties desiring to 
arbitrate under the auspices of such 
tribunals are properly informed con- 
cerning such matters. 


KNOWLEDGE or LEGAL REQUIRE- 
MENTS HELPFUL 


As it is part of the duty of those in 
charge of any organized arbitration 
tribunal to be familiar with the legal 
requirements governing the conduct of 
arbitration, it is advisable for those 
unfamiliar with these requirements to 
consult an organized tribunal. To 
submit a dispute to such a tribunal 
means to abide by its rules. This, 
however, is generally desirable as most 
tribunals are conducted on the basis of 
complete impartiality and their rules 
are dictated by experience, with a view 
to afford maximum efficiency in the 
conduct of the arbitration. A cer- 
tainty of the legality of the procedure 
thereby results. If the rules of an 
organized tribunal are in some degree 
unfitted to the needs of a particular 
case, it is sometimes possible to have 
the body in charge waive those rules 
which are in conflict with the mutual 
desires of the parties, so long as the 
changes do not affect the legality of the 
arbitration. 

There are two main types of arbitra- 
tion tribunals, the trade or exchange 
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tribunal, and the general or chamber of 
commerce tribunal. 

Trade or exchange tribunals are gen- 
erally maintained by trade organiza- 
tions whose scope is limited to a par- 
ticular commodity or to a particular 
type of transaction. Typical examples 
of tribunals of this nature are found in 
the various stock or produce exchanges 
of the country and in various trade 
associations.“ Thus, the New York 
Coffee and Sugar Exchange maintains 
an arbitration tribunal which hears dis- 
putes arising out of the purchase and 
sale of coffee and sugar in large lots on 
the exchange. The American Spice 
Trade Association has an arbitration 
board to which disputes arising in the 
purchase and sale of spices and essen- 
tial oils may be brought for settlement. 
The New York Cotton Exchange set- 
tles disputes arising among its members 
in regard to cotton transactions. Like- 
wise, the Grain Dealers National Asso- 
ciation maintains a tribunal for the 
benefit of its members. 


PROCEDURE oF Cuicago REAL ESTATE 
BoARD 


The procedure used by the Chicago 
Real Estate Board is a typical example 
of that used by many trade associa- 
tions. Briefly, it is as follows. The 
Board maintains a standing Reference 
and Arbitration Committee of five 
members elected annually by the 
Board. The Committee considers any 
dispute referred to it by the Board of 
Directors, the President, the Secretary, 
or any member, when the controversy 
concerns business matters between 
members or between a member and a 
client. Disputes concerning the divi- 
sion of commissions between members, 
or between members and non-members, 
are also subject to arbitration. The 
Committee also has jurisdiction over 
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complaints concerning unethical con- 
duct of members, and is authorized to 
fix the penalties, provided, however, 
that appeal from the penalty of ex- 
pulsion may be taken to the Board of 
Governors. The Committee is also 
. authonized to dismiss cases, and it may 
decline to take action, where, in its 
opinion, there is no merit in the con- 
tention of the party submitting the 
claim. There is no charge for the 
arbitration service. Hearings are held 
at the offices of the Real Estate 
Board. 

Rules governing the procedure for 
the Reference and Arbitration Com- 
mittee are prescribed in the by-laws. 
They provide for the signing of a 
standard arbitration agreement by each 
party; for the regulation of its own pro- 
cedure by the Committee, which is not 
to be bound by legal rules of evidence; 
for oral hearings, and for stenographic 
records to be made in the discretion of 
the Committee; for representation of 
parties by counsel, if they so wish; and 
for the admission to the hearings of the 
attorney of the Board who is to give 
such assistance as may be necessary. 


Awards are rendered in writing over the‘ 


signatures of the arbitrators, a majority 
being necessary for an award, which is 
final and binding and must be complied 
with within ten days. No provisions 
are made for appeal. Failure to abide 
by a decision within the time specified 
subjects the defaulting party to expul- 
sion, after a hearing before the com- 
mittee has established the fact of his 
failure. 

The maintenance of an arbitral tribu- 
nal by a trade association or exchange 
` indicates that such a body has devel- 
oped a certain amount of trade con- 
sciousness, which they have translated 
into terms of self-regulation by provid- 
ing an extra-judicial method of settling 
disputes arising among their members. 
The ordinary trade or exchange tribu- 
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nal is limited to a narrow range of 
disputes. 
[INTERTRADE TRIBUNALS 


Another type of trade association 
arbitration is found where there are 
several trade associations whose mem- 
bers buy and sell among themselves. 
In order to arbitrate disputes arising 
out of transactions of this nature, it is 
necessary to establish joint or inter- 
trade tribunals. ~ l 

For example, there exists today in 
New York City a joint tribunal main- 
tained by the National Association of 
the Fur Industry and the American Fur 
Merchants Association. To this tribu- 
nal may be submitted any dispute to 
which members of either organization 
are parties. Another example of an 
intertrade tribunal is that maintained 
by the Federation of Graphic Arts in 
New York City. A standing arbitra- 
tion committee of fifteen members set- 
tles the dispute for this organization. 
This tribunal is composed of members, 
each of which represents a different 
branch of the printing trade. Thus, 
there is on this board one man repre- 
senting the job printers, another rep- 
resenting the engravers, another the 
lithographers, another the paper trades, 
and so on. Any case coming before 
this tribunal for arbitration is assured 
of expert adjudication of the technical 
problems involved. Its scope is broad 
enough to include any dispute arising 
out of a contract for the original paper 
and printer’s ink to the final product as 
sold by the printing jobber. 

A splendid example of the value of 
intertrade tribunals is found in the joint 
arbitration board established and main- 
tained by the National Association of 
Importers of Hides and Skins and the 
Tanners Council of America, Incorpo- 
rated. Prior to the establishment of 
this board both organizations had their 
own tribrnals. This resulted in the 
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failure to arbitrate many cases, because 
in a dispute between an importer and a 
tanner each would insist upon having 
the case arbitrated before his own tri- 
bunal. An impasse was thus created 
which prevented a settlement. The 
establishment of the intertrade tribunal 
prevented further difficulties in the 
choice of a suitable tribunal. Similar 
experiences have made necessary the 
establishment of intertrade bodies 
among other associations allied in 
business relationships. 


VARIATIONS IN ORGANIZATION 


The organizations of trade bodies 
differ greatly. Some are organized to 
include all persons doing a similar 
business in a given locality. Others 
only include a few of those persons 
engaged in a kindred business. The 
former type of trade association is best 
illustrated by the New York Stock 
Exchange. This organization is com- 
posed of all who transact business upon 
the floor of the Exchange. Through 
years of experience, it has been found 
that differences arising between mem- 
bers of the Exchange can be most 
efficiently settled by means of arbitra- 
tion. For many years the Exchange 
has effectively enforced a system of 
compulsory arbitration among its mem- 
bers and the awards are enforced with- 
out resort to the courts of law. Any 
member refusing to obey an award 
thereby forfeits his right to trade 
upon the floor of the Exchange. It is 
said that there has not been a case 
involving litigation between members 
of the New York Stock Exchange for 
many years. This is an excellent 
example of business organized in iron- 
ing out its own difficulties in a manner 
highly satisfactory to all concerned. 

The effectiveness of trade associa- 
tions is dependent upon two factors: 
first, upon the number of businessmen 
in the trade who are members of the 
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association; second, upon the service 
rendered by the association to its 
members. The greater the number of 
business men in the trade who are 
members, the greater the control the 
association will have in raising the 
ethics and standards of the strade. 
The greater the service rendered to 
members, the greater will be the de- 
mand for membership in the associa- 
tion. Arbitration of trade disputes 
may well be considered as a distinct 
service which any trade association 
may extend -to its members. Many 
trade associations have come to the 
realization that business can best be 
regulated from within the ranks of 
the trade and, therefore, that the 
settlement of trade disputes can be 
best accomplished by arbitrations con- 
ducted under the auspices of trade 
tribunals. 

Trade organizations which have 
adopted the principle of arbitration 
have followed one of two courses. 
First, they have provided that all dis- 
putes arising between members must 
be submitted to an arbitration com- 
mittee of the association. Where this 
method is followed an arbitration clause 
is usually inserted in the standard 
contract, if such a contract is in use. 
If a standard form of contract is not 
used, the by-laws of the association 
stipulate that all disputes arising be- 
tween members must be submitted 
to an arbitral committee of the as- 
sociation. Second, they have pro- 
vided a tribunal to which members 
may submit disputes arising between 
themselves. This leaves the members 
free to arbitrate their differences if they 
so choose, but does not compel them 
to do so. In some associations where 
the voluntary method is employed, a 
recommendation is made to the mem- 
bers to insert an arbitration clause in 
their standard contracts. Arbitration 
is thus encouraged, but not required. 
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CHAMBER OF COMMERCE TRIBUNALS 


As has been observed, the trade or 
exchange organizations have provided 
tribunals which deal generally with 
disputes covering a narrow range of 
subjeats. These disputes arise out of 
transactions in a certain commodity 
and within a certain trade. As con- 
trasted with this type of tribunal, the 
chamber of commerce type should be 
noted. The latter is usually main- 
tained by an organization of widely 
diversified interests. It is an organiza- 
tion composed of business men of all 
trades and from all walks of life. Its 
tribunals are open to all members, 
irrespective of their trade, and in many 
instances they are open to all business 
men, even though they are not mem- 
bers of the organization. This tri- 
bunal, then, is one to which almost 
any person can bring almost any kind 
of dispute for arbitration, provided 
the other party to the dispute is willing 
to arbitrate. 

There are certain types of disputes 
which are especially well adapted to 
settlement by a chamber of commerce 
tribunal. The most important are 
disputes between persons engaged in 
trades which bear no relation to each 
other and, therefore, have no common 
intertrade tribunal to which their 
dispute can be submitted. From the 
panel of arbitrators, composed of 
business men from all trades, the 
parties may each readily choose one 
familiar with his own trade customs, 
and the two so chosen may select a 
third. Thus, a tribunal familiar with 
the customs of both trades is available 
to the parties, 

Another advantage existing in cham- 
ber of commerce tribunals is their 
readiness to settle disputes for parties 
who do not belong to trade associations 
or who are not members of the chamber 
of commerce. Thus, a tribunal is 
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afforded to all persons who are desirous 
of arbitrating a dispute, so long as they 
agree to abide by the arbitration rules 
of the chamber of commerce to which 
they have taken their dispute for 
settlement. In this connection, it 
might be well to state that the parties 
must agree to abide by the award be- 
fore the facilities of a chamber of com- 
merce tribunal become available for 
their use. As a general rule, tribunals 
of this nature render their services 
either gratuitously or for a nominal fee. 


Exrensivs Use or TRIBUNALS 
DESIRABLE 


It is to be regretted that a more 
general use has not been made of the 
chamber of commerce tribunals. The 
reason for this is, in the main, the 
indifference of the American business 
man toward the amicable settlement 
of his disputes. Arbitration is most 
effective in those trade bodies which 
compel their members to arbitrate all 
disputes. It is used to a considerable 
extent in trade organizations which do 
not make it compulsory, but which have 
established arbitration boards and 
have urged their members to submit 
disputes to these bodies. The cham- 
bers of commerce not being organiza- 
tions confined strictly to trade lines 
can at best furnish a tribunal open to 
its members, but with no means of 
compelling arbitration. Its sole ap- 
peal for arbitration is to a hetero- 
geneous group of business men who 
rarely have business dealings with one 
another. 

Business men who are not members 
of the chamber of commerce can only 
be reached by demonstrating to them 
the advantages to be gained by an 
amicable settlement. This appeal only 
reaches a comparatively small per- 
centage of the business community, 
and is none too thoroughly understood 
even by them. There is no motivating 
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force to induce persons of this character 
to arbitrate, as there is in a well or- 
ganized trade association, A move- 
ment directed toward the education 
of the business community as a whole 
to the advantages of arbitration is 
necessary before chamber of com- 
merce tribunals will be extensively 
used. 

Before leaving the subject of cham- 
ber of commerce tribunals, mention 
should be made of the efforts and suc- 
cess acquired by the Chamber of Com- 
merce of the State of New York. At 
the first meeting of this organization 
in 1768, a resolution was passed creat- 
ing a committee on arbitration. From 
that date on to the present time, the 
Chamber of Commerce of the State of 
New York has maintained a panel of 
arbitrators and has kept its portals 
open to those of the business commu- 
nity who have wished to settle their 
disputes in an amicable manner. At 
the present time it maintains a panel of 
arbitrators numbering about six hun- 
dred and fifty and composed of business 
men from almost every type of trade. 
A forum is thus maintained to which 
conflicting interests may appeal when 
they do not care to seek the aid of a 
trade association. Non-members, as 
well as members, may use its arbitral 
facilities. 

The procedure adopted by this 
organization has served as a model to 
many general, as well as trade, associa- 
tions throughout the country. Much 
credit is due to the Chamber of Com- 
merce of the State of New York for 
the assistance that it has rendered in 
disseminating information concerning 
the use and application of arbitral 
procedure. The*support it has given 
to the arbitration movement has un- 
doubtedly had considerable weight in 
the passage of favorable and effective 
legislation both in State and Federal 
legislatures. 
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Toe AMERICAN ARBITRATION ASSO- 
CIATION 


Another organization which deserves 
a considerable amount of credit for 
the part which it has played in the 
furtherance of the arbitration move- 
ment is the American Arbitration 
Association. It has functioned along 
three distinct lines: as an educational 
body, as a service organization, and as 
a practical arbitral tribunal. 

As an educational body, its purpose 
is to collect and to publish information 
concerning commercial arbitration. As 
a service organization, it assists trade 
bodies in drafting arbitration rules and 
trade agreements and in the installa- 
tion and improvement of arbitral 
machinery. It has taken a foremost 
place in advancing arbitration legisla- 
tion so that trade associations and the 
business community generally may 
benefit by effective arbitration statutes. 
Uniform arbitration legislation has been 
one of the main goals of this association. 
Finally, it maintains a practical arbitral 
tribunal to which individuals, firms, cor- 
porations, and trade bodies may bring 
disputes for settlement by a speedy, 
just, and inexpensive method. 

The Association has a membership of 
approximately nine hundred individ- 
uals, firms, and corporations. There 
are, also, approximately three hundred 
trade and professional organizations 
throughout the United States which 
have become affiliated with it. It has 
an Arbitration Committee, composed 
of seven members, who have supervi- 
sion over the conduct of arbitrations, 
the selection of arbitrators, and any 
questions of policy that may arise. 

The Association maintains arbitral 
facilities for the settlement of contro- 
versies among its members and for 
members of trades which provide no 
such machinery, as well as between 
members of different trades having no 


COMMERCIAL ARBITRATION: A PRACTICAL PLAN 


joint facilities. It also arranges with 
national and local associations to con- 
duct their arbitrations. Such arrange- 
ments have been made with the Actors’ 
Equity Association, the Dramatists’ 
Guild of the Authors’ League of America, 
and the New York Building Congress. 

For the purpose of conducting arbi- 
trations the Association has appointed 
a national panel of arbitrators who are 
available not only for service on its 
own tribunal, but who may be called 
upon to serve in arbitrations conducted 
by other organizations. This panel is 
selected on the basis of the character of 
its members and the position held by 
them as experts in their several fields. 
In matters involving legal questions, 
jurists and members of the bar may 
serve as arbitrators. They may also 
serve in other cases. The arbitrators 
are selected from this panel by the 
parties. If some highly qualified per- 
son is not a member of the panel, 
the Association will at the request of 
the parties, invite him to serve as 
arbitrator. Arbitrators receive remu- 
neration only when the arrangement is 
voluntarily entered into between them 
and the parties. 

There are hundreds of trade associa- 
tions throughout the United States 
which have established rules and regu- 
lations concerning the settlement of 
disputes by arbitration within their 
own association. Many of these as- 
sociations have established tribunals of 
their own. Some of the trades which 
have well-organized systems of arbitra- 
tion may be profitably reviewed. 
Those which will be described are by 
no means a complete list, but are rep- 
resentative examples of some of the 
most important. 


Tas Motion Picrurs Invvustry 


Of the various industries of the 
United States which have risen to full 
growth in a comparatively short period 
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of time perhaps the motion picture 
industry heads the list. Much of the 
success of the motion picture industry 
in America has been due to the excel- 
lence of the organization known as the 
Motion Picture Producers and Distrib- 
utors of America, Incorporated. This 
organization is composed of the leading 
producers and distributors of motion 
pictures. 

The motion picture theater owners 
have an organization known as the Mo- 
tion Picture Theater Owners of Amer- 
ica. Experience in the industry showed 
that the vast majority of disputes 
arose between the distributors of mo- 
tion pictures and the exhibitors—the 
theater owners. These disputes were 
so numerous that a speedy and inex- 
pensive method of settlement was 
imperative. To this end the Motion 
Picture Producers and Distributors of 
America, Incorporated, sought to pro- 
vide for arbitration by means of a 
Standard Exhibition Contract, which 
contained a compulsory arbitration 
clause. This contract was jointly 
agreed upon by both the Motion 
Picture Producers and Distributors of 
America, Incorporated, and the Motion 
Picture Theater Owners of America. 

For the enforcement of the terms of 
the Standard Exhibition Contract, 
boards of arbitration were established 
in those cities in which Film Boards of 
Trade were located. Such boards con- 
sist of six persons, appointed for 
periods of three months. ‘Three of the 
members of the board are selected from 
among members of the Film Board of 
Trade, and represent the distributors. 
The other three members are selected 
from among the proprietors or man- 
agers of motion picture theaters in the 
territory of the Film Board of Trade. 
The vote of a majority of the members 
of the board is necessary to make an 
award. In the event of a tie vote, a 
seventh arbiter, who is not interested 
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in motion picture business, is appointed 
by the board. 

These boards of arbitration have 
power to hear and determine all dis- 
putes arising out of the breach of the 
Standard Exhibition Contract. In the 
event that an exhibitor either refuses 
to arbitrate a dispute or refuses to 
comply with an award, the arbitration 
board is empowered to compel such 
exhibitor to deposit a sum of money not 
to exceed five hundred dollars with the 
distributor until the order to arbitrate 
has been obeyed. The board of arbi- 
trators receives no fee for its services. 
It has been found that practically all 
disputes in this industry are settled 
within a period of from thirty to sixty 
days. An inexpensive and speedy 
method of settlement of disputes has 
thus been furnished to persons conduct- 
ing business in this industry, and at the 
same time the business standards of the 
industry have been raised. 


Tus Gram, Hay, anp Seep TRADES 


Arbitration is a prime factor in the 
business life of those who are dealers in 
various grains. In 1901, the Grain 
Dealers National Association intro- 
duced the practice of arbitration into 
this trade. This organization is na- 
tional in scope and has incorporated 
within it nineteen affiliated organiza- 
tions. The procedure has been emi- 
nently satisfactory. Approximately 
thirteen hundred cases have been dis- 
posed of by arbitration. 

Not only has the Grain Dealers 
National Association supported arbi- 
tration in theory, but it has been one of 
those associations which has developed 
to the point of being self-regulatory. 
The by-laws pravide for compulsory 
arbitration of all disputes, and for 
the failure or neglect on the part of 
any member to submit to arbitration 
or to abide by an award provision is 
made for his expulsion from the asso- 
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ciation. The compulsory feature has 
been found to work very satisfactorily 
and with the rather significant effect of 
greatly reducing the number of dis- 
putes which have arisen. 


Tue Foop InpustRiss 


Great progress has been made by 
arbitration in the food industries, 
not only in the individual trades, but 
in intertrade arbitration as well. In 
the fruit and vegetable trades a system 
of standard rules and definitions of 
trade terms has been adopted. This 
system includes provision for arbitra- 
tion In 1918, the National Whole- 
sale Grocers Association, the National 
Food Brokers Association and the 
National Canners Association jointly 
established a system for the arbitration 
of disputes arising between members 
of each association. The system is 
known as the National Uniform Plan 
of Arbitration. Under this plan, a 
standard type of contract containing 
an arbitration clause is strongly and 
successfully recommended to the mem- 
bers for their use. 

Importers of articles of food have 
also joined in the arbitration move- 
ment. The American Spice Trade 
Association, for example, has estab- 
lished a very complete system of rules 
and regulations for the compulsory 
arbitration of disputes in that trade. 
Various other associations, including 
the Green Coffee Association, the 
National Coffee Roasters Association, 
the Cocoa Merchants Association of 
America, Incorporated, the National 
League of Commission Merchants of 
the United States, the American Fruit 
and Vegetable Shippers Associations, 
and the Interstate Milk Producers 
Association, have adopted arbitration. 


Tue SIE INDUSTRY 


Arbitration in the silk industry 
centers in the Silk Association of 
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America. This Association was organ- 
ized in 1872, at a convention attended 
by forty-three silk firms in New York 
City. It now has a membership of 
over four hundred and sixty, including 
the following divisions of the trade: 
raw silk importers, dealers and brokers, 
commission throwsters, manufacturers 
of sewing silks and twists, broad silk, 
ribbons and hatbands, laces, nets and 
veilings, knit goods and glove silks; 
skein dyers, piece dyers; printers and 
finishers; manufacturers of silk ma- 
chinery and supplies; manufacturers’ 
agents and commission merchants; 
commission warpers and winders; 
manufacturers of woven labels, hosiery, 
spun silk, velvets, tie silks, and thrown 
silks; rayon manufacturers; and ware- 
housemen. The following among 
these divisions are organized and have 
their own executive committees: raw 
silk importers, commission throwsters, 
manufacturers of sewing silks and 
twists, broad silks manufacturers, rib- 
bon manufacturers, makers of glove 
silk fabrics,woven label manufacturers, 
spun silk manufacturers, and dealers 
in thrown silks.” 

The Association recommends a uni- 
form arbitration clause for silk con- 
tracts. The use of this contract is not 
compulsory, but the records of the 
Association show that the clause is 
widely used. The raw silk, broad silk, 
commission throwing silk, spun silk, 
and thrown silk divisions of the Asso- 
ciation carry standard arbitration 
clauses in their contracts, and their 
individual rules provide for arbitration. 

The Silk Association of America 
issues a monthly publication, The Silk- 
worm, which contains articles and re- 
plies to questions concerning arbitra- 
tion and other statements of interest 
on the subject. The Association also 
publishes an Annual Report which con- 
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tains a report of its activities, as well 
as summaries of the arbitral awards 
rendered. In addition, the Association 
has issued an Arbitration Manual con- 
taining the texts of the by-laws govern- 
ing arbitration, the standard arbitra- 
tion agreement, rules for the conduct 
of arbitrations, the New York State 
Arbitration . Law, and the United 
States Arbitration Act. The Associa- 
tion has a codified set of trade prac- 
tices, which clearly define the standards 
of quality and the terms used and 
which is published by the Association 
for the guidance of arbitrators in rend- 
ering awards. 

The record of the Association from 
1900 to 1928 indicates that approxi- 
mately two million dollars has been 
involved in cases brought to the Asso- 
ciation. The sums involved vary from 
forty dollars to five hundred and fifty 
thousand dollars. Not more than five 
of all the arbitrations that the Associa- 
tion has conducted have been appealed 
to the courts. The type of questions 
which have been submitted to the As- 
sociation for arbitration cover a wide 
range, from disputes arising over pay- 
ments and deliveries, to those concern- 
ing defects in goods, quality of finish- 
ing, printing, shortages, anddelays. A 
number of the disputes are inter- 
national in character, involving raw 
material markets in the Far East and 
in Europe. In such instances the for- 
eign ärm designates a representative in 
New York to act at the hearings. The 
Silk Association of America has thus 
built up a structure which is of primary 
importance and value to the silk trade 
not only of the United States, but also 
of the world. 


Tas LEATHER INDUSTRY 
In an industry with interests so di- 
versified as that of the leather trades, it 
was essential to establish an intertrade 
body that could assume jurisdiction 
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over the various disputes. The four 
main divisions of the industry comprise 
the tanners of leather, the manufac- 
turers of tanned leather, the whole- 
salers, and the retailers. Each of these 
main branches has organized its own 
trade body. There exist the Tanners 
Council of America, the National Boot 
and Shoe Manufacturers Association of 
the United States, Incorporated, the 
National Association of Shoe Whole- 
salers of the United States, and the Na- 
tional Shoe Retailers Association. The 
business dealings in this industry are 
carried on between the members of one 
association with those of another. It 
would be unsatisfactory, therefore, for 
any one association to handle an arbi- 
tration when one of its members and 
the member of another association were 
disputants. This resulted in the for- 
mation by the above-mentioned four 
main associations of the Council of 
Arbitration of the Shoe and Leather 
Industry. 

This Council is composed of the 
president of each of the four associa- 
tions and a secretary. When a dispute 
arises which the parties desire to arbi- 
trate, they inform the secretary of the 
Council. The secretary then advises 
them to agree upon the number of 
arbitrators who are to hear the case and 
recommends that each submit the 
names of the arbitrators. The Council 
must approve the arbitrators selected 
before they are competent to serve. 
Upon the Council’s approval being 
granted the arbitration is then con- 
ducted, the arbiters submitting their 
report to the Council. The Council 
then surveys the award, and if found 
satisfactory it is approved; otherwise it 
is rejected. . 

The arbitrators who hear the dispute 
do not receive a fee, nor does the Coun- 
cil charge a fee for the services which 
it renders. An inexpensive method is 
thus provided for the settlement of 
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disputes which the members volunta- 
rily submit for settlement. Further- 
more,. strict supervision of awards is 
provided and the disputants are as- 
sured both fair and impartial decisions 
in the matters submitted. 

Despite the large number of ,tribu- 
nals which are now in existence, the 
arbitration movement has not nearly 
reached the highest point in its de- 
velopment in the United States, even 
though it has been possible to arbitrate 
commercial disputes in this country for 
over a period of one hundred and fifty 
years. The average business man has 
not been fully acquainted with its 
workings and, accordingly, has not 
found occasion to take advantage of 
its benefits. The movement of educa- 
tion has just started. Every day new 
organizations are providing arbitration 
facilities. There is a constant increase 
in the number of business men who, 
after obtaining a thorough understand- 
ing of the nature of this institution, 
refuse to expose themselves to the ex- 
pense and the delay of litigation, and 
submit their disputes to arbitration, 
the twentieth century method of iron- 
ing out business disputes. 

Trade arbitration has been handi- 
capped in many states by the fact that 
agreements to arbitrate have not been 
sufficiently protected by statutes and 
have been held by the courts to be revo- 
cable. In those states, the law gave 
trade associations only limited power 
of enforcing awards. Their only ef- 
fective weapon was to threaten expul- 
sion from the association for failure to 
abide: by the award. This resulted 
merely in a question of the advantage 
to be gained by a member from further 
connection with the particular associa- 
tion. In such strongly organized as- 
sociations as the New York Stock 
Exchange the desirability of maintain- 
ing membership induced members to 
obey the awards. In associations 
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where membership was not so impera- 
tive, a member who did not believe 
that he would benefit by remaining in 
the organization would refuse to abide 
by an award that had been found 
against him and would suffer expulsion. 
This system hampered effective trade 
association arbitration. However, the 
passage of the new Uniform Arbitration 
Act by the states previously mentioned 
has firmly established effective trade 
arbitration in-those states. 


VI 

Up to this point, the practice of arbi- 
tration has been discussed from the 
standpoint of the methods which are in 
actual use. A short survey of some 
of the effects of arbitration upon 
standards in the conduct of business 
may not be amiss. 

Commercial arbitration arises out of 
a relationship between people doing 
business with one another. Because of 
the complexity and magnitude of 
modern business enterprises, a natural 
tendency toward self-preservation has 
caused a feeling of duty to arise among 
those who have at heart the best in- 
terests of business. This is evident in 
the development of business codes of 
. ethics. 


EFFECT OF ARBITRATION ON BUSINESS 
STANDARDS 


Everyone realizes that misunder- 
standings are bound to arise in business 
dealings. When a dispute does occur 
there are three possible courses which 
may be taken. First, it may go un- 
settled. This is not satisfactory, as it 
means that one of the parties must suf- 
fer a loss while the other gains from a 
breach of duty. It is quite probable 
that the person suffering what he deems 
an unjustified loss will bear a consider- 
able resentment toward the one whom 
he deems at fault. The result is that 
future business dealings of these parties 
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will be few and far between. If these 
individuals do enter into future busi- 
ness relationships it is likely that the 
injured one will await an opportunity 
to square the account. At best, the 
standards of business are lowered as a 
result of this course. Second, the one 
who feels that he has been injured by 
the breach of contract on the part of 
the other may litigate the case. To- 
day such a procedure is tedious and 
expensive. From one to three years 
may elapse from the time that the ac- 
tion at law has been started until a final 
judgment is rendered. During this 
time necessary witnesses may die or 
move from the jurisdiction. 

In the event that he wins his case, 
damages in the form of money are not 
available to the injured party for use in 
his business during the period of litiga- 
tion. This is an unfair hardship which 
he must suffer when he has not been the 
one at fault. It is quite probable that 
enmity has been incurred which will 
prevent future dealings. In litigation 
the court room has often been referred 
to as the battle-ground of contending 
parties, each supported by an array of 
legal talent and numerous witnesses. 
The judgment once obtained is far 
from constituting a treaty of peace and 
a guarantee for future friendship. 

The facts in the case may be of a 
technical nature which a jury of twelve 
disinterested, and for the purpose, un- 
informed men may not understand. 
Many cases turn upon the correct 
understanding of the facts. If the ex- 
pert witnesses who testify are not able 
to make the lay jury comprehend the 
technical distinctions in the facts in- 
justice may likely result. 

The expense in litigating a case is 
considerable. There are filing fees, 
fees for the issuance of writs, witness 
fees, and attorney fees. If the amount 
of the claim is small the expenses may 
equal it. A common expression con- 
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cerning the litigation of small claims, 
that the winner is very often the loser, 
is a paradox too oftentrue. The result 
is that the successful litigant may have 
little more than the satisfaction of know- 
ing that the court has agreed with him. 

The third course that the injured 
party may follow is to effect an ami- 
cable settlement. Conciliation, media- 
tion, or arbitration are the three most 
prevalent methods of amicable settle- 
ment. Conciliation and mediation 
tend toward compromise, rather than 
a settlement on the merits. Arbitra- 
tion appears to be the most satisfactory 
method to pursue in order to reach an 
amicable settlement on the merits. 

If the parties have inserted an arbi- 
tration clause in their contract at its 
inception, then in the states which have 
adopted effective arbitration statutes 
the injured party may demand that the 
case be arbitrated and the law courts 
will compel the other party to arbitrate. 
If, however, no provision for arbitra- 
tion has been made in the contract the 
injured party may proceed to obtain 
the consent of the other party to arbi- 
trate. If that consent can be obtained 
the parties should signify in writing 
their willingness to have the cause de- 
cided by arbitrators. This agreement 
is termed the “submission,” and is 
legally binding upon the parties in 
those states which have adopted the 
Uniform Arbitration Act. 


ADVANTAGES OF ARBITRATION 


The next step in the proceedings is 
the naming of arbitrators. Arbiters 
having been chosen, the parties then 
proceed on the appointed day to pre- 
sent their case. Almost invariably the 
procedure is infòrmal and technical 
legal rules of evidence are not used. 
The hearing having been concluded, 
the arbiters make an award in writing. 
The successful party presents this 
award to the law court of original juris- 
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diction in the county in which the ar- 
bitration has been conducted, and peti- 
tions the judge to confirm it. The 
judge, upon being satisfied that the 
arbiters have not exceeded the scope of 
their authority and that there has been 
no fraud or impartiality, will confirm 
the award. Such a confirmation gives 
an award the same effect as a final 
judgment, and it may be so recorded, 
It has been found in practice that set- 
tlements by this procedure are usually 
effected in from thirty to sixty days 
from the time the dispute has arisen. 
A considerable saving of time, which 
also means a saving of money, has 
thereby been made possible. 

It has also been found that where 
arbitration has been employed the 
future business relationship of the 
parties has seldom been disturbed. 
The dispute may have arisen out of a 
natural and reasonable difference in the 
interpretation of a contract. At the 
time that the difference arises both 
parties are not infrequently willing to 
admit that there is something which 
may be said for the other side. By an 
informal presentation of their respective 
views at the hearing which usually 
takes place within a comparatively 
short time after the inception of the - 
dispute, the parties are very likely to be 
in a more receptive frame of mind than 
if the same dispute had dragged through 
several years of litigation. The result 
is usually found to be that these parties 
will continue to deal with each other 
in the future. If this is true, arbitra- 
tion certainly offers a decided advan- 
tage over litigation. 

By far the greatest number of con- 
tracts are of a commercial nature. 
They are chiefly contracts between 
manufacturers and wholesalers, be- 
tween manufacturers and jobbers, be- 
tween jobbers and retailers, between 
brokers and dealers in cotton, steel, 
iron, wool, lumber, produce, cloth, 
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paper, food products, and an innumer- 
able list of commodities. In all of 
these commercial contracts there are 
involved certain elements of price, 
quality, quantity, terms of delivery, 
and time of payment. It is out of 
these, elements that disputes arise. 
Differences of this nature are suitable 
for arbitration. 

The paramount reason why differ- 
ences of this nature are particularly 
suitable for arbitration is that every 
trade has established through usage 
certain recognized standards and cus- 
toms, known to those who engage in 
that trade. Parties who agree to ar- 
bitrate commercial disputes usually 
choose as arbitrators business men who 
are engaged in the trade out of which 
the dispute has arisen. This is par- 
ticularly true where the parties have 
inserted in the contract at the time of 
its formation an arbitration clause, in 
which the arbiters are named. Busi- 
ness men who are accustomed to follow 
this practice realize that it is a distinct 
advantage to have men of high stand- 
ing in the trade serve as arbiters. This 
assures expert adjudication of the 
facts. 

The non-commercial contract is un- 
common and unusual. It frequently 
involves technical questions of law and 
rather unimportant questions of fact. 
Disputes arising out of such contracts 
are not suitable for arbitration and 
should not be submitted to arbiters. 
Here litigation offers the best procedure, 
since judges in law courts are better 
qualified to pass upon technical ques- 
tions of law than are lay arbitrators. 

The legislators in the State of Penn- 
sylvania foresaw the possibility that an 
occasion might arise during the pro- 
ceedings when the arbitrators might 
not be certain of the correct legal 
principle which should be applied by 
them in finding an award. To meet 
this situation, Section 17 was inserted 
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in the Pennsylvania Arbitration Act of 
1927. This section provides that the 
arbitrators may petition the Court of 
Common Pleas in the county in which 
the arbitration is being conducted for a 
statement of the law which they shall 
apply in finding the award. This pro- 
vision is a step forward, since it is now 
possible in Pennsylvania to have not 
only expert adjudication of the facts, 
but also the application of correct 
principles of law in arbitration proceed- 
ings. Other states which have passed 
effective arbitration legislation would 
do well if they incorporated a similar 
provision in their arbitration statutes. 
Future arbitration legislation would 
also benefit by the example set by the 
Pennsylvania legislature. 


SUMMARY 


In order to realize and appreciate the 
advantages that commercial arbitra- 
tion offers the business man, a short 
summary of these benefits should be 
made. No better statement of these 
acvantages can be found than the 
following, presented in the 1927 An- 
nual Report of the Committee on 
Arbitration of the Chamber of Com- 
merce of the State of New York, a 
pioneer in this field of activity: 


(1) Arbitration furnishes a forum for the 
speedy disposition of mercantile differences 
and disputes by experts in the line of ac- 
tivity involved. 

(2) It saves time, trouble, and money to 
the disputants, the law office, and the state. 

(3) It relieves the courts so that their 
time can be given to matters clamoring for 
speedy attention. 

(4) It maintains business friendships. 

(5) It eliminates business waste. 

(6) It raises business standards and 
exhics. 

(7) It upholds business honor. 

(8) It is an insurance against the tying 
up of business capital during litigation. 

(9) It is an insurance against the tend- 
ency to compromise on the part of juries. 
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(10) It is insurance against manhandling 
in the courts. 

(11) It is insurance against the effect of 
death, disappearance, and forgetfulness of 
witnesses. : 

(12) As a poor man’s court arbitration 
has no equal. 

According to some economists, the 
economic waste attendant upon litiga- 
tion is next in size to that caused by 
war. President Herbert Hoover states 
in a foreword to the 1927 Year Book on 
Commercial Arbitration: 

I have been for many years of the con- 
viction that arbitration of commercial dis- 
putes in place of avoidable litigation is an 
agency of the first rank in the promotion 
of business efficiency. Information col- 
lected by the Department of Commerce 
over the past several years has clearly 
showed that the substantial element of the 
American business public is overwhelmingly 
in favor of arbitration in the settlement of 
commercial disputes. 


Arbitration is a method of codperat- 
ing with the courts. It is in no sense a 
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rival. The following statement by 
the Honorable William Howard Taft, 
former Chief Justice of the United 
States Supreme Court, supports this 
contention: 


I favor arbitration wherever it can be 
practically adopted, both because it usually 
expedites matters and because it will re- 
lieve the courts. One of the great evils 
from which our country is now suffering is 
the delay in the dispatch of legal business 
and anything which will relieve the courts 
makes for progress in removing that evil. 


One of the chief necessities to insure 
the increased use of commercial arbi- 
tration is an educational policy for 
American business men, so that they 
may become familiar with the practice 
of commercial arbitration and observe 
its advantages as contrasted with litiga- 
tion. The tendency for the application 
and the use of commercial arbitration 
to spread may be expected to continue, 
for arbitration provides a necessary 
supplement to our legal system. 


APPENDIX 


Report of the Board of Directors of the American Academy 
of Political and Social Science for the Year 


I. Review or tHe ACADEMY’S 
AcTIVITIES 


Your Board is able to present to the 
members of the Academy a gratifying 
record of progress for the year 1929. 
During the year, the publications of the 
Academy, as well as our meetings, have 
enjoyed an ever widening influence in 
the enlightenment of public opinion. 
To an increasing extent special govern- 
mental commissions, both national 
and state, as well as educational insti- 
tutions, are using the publications of 
the Academy both for guidance and as 
basic material in the conduct of their 
work. 

The members of the Academy will 
recall that an Academy ‘Center was 
established at Los Angeles, California, 
on May 4, 1928, and has been per- 
forming a most important service. 
This center has now merged with the 
Pacific Southwest Academy under the 
name of “The Pacific Southwest Cen- 
ter of the American Academy of Polit- 
ical and Social Science.” It is the hope 
of your officers that similar centers be 
established in other sections of the 
United States, thus greatly strengtheti- 
ing the Academy’s influence. 

The Thirty-third Annual Meeting 
of the Academy, held April 26th and 
27th, 1929, was in every respect a sig- 
nificant occasion and served to bring 
together, not only the members of the 
Academy from different sections of the 
country, but also delegations from 
educational, civic, and commercial 
associations, national and state. The 
reports of such delegations to their 
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respective organizations serve greatly 
to broaden the influence of the dis- 
cussions of the Annual Meeting. The 
publication of the proceedings in a 
special volume made these discussions 
available to all the members of the 
Academy who were unable to attend 
the sessions. 


In addition to the Annual Meeting, 
the Academy held the following special 


sessions during the year 1929: 


January 2lst—“Italy and Maus- 
solini. 32 

February 15th—“Long-Term City 
Planning.” 

March 15th—“The Problems of 
Modern Diplomacy.” 

November 7th—‘A Frenchman’s 
Impressions of the United States.” 

November 27th—‘‘Modern Appli- 
cation of the Theory of Congres- 
sional Representation.” 


During the year 1929, the following 
Fellowship Awards have been made: 


To 


Mr. Jeremiah P. Shalloo to study 
the subject of ‘‘ Private Police.” 

Dr. Austin Macdonald to take up 
the study of “Municipal Air- 
ports.” 


The results of these studies will ap- 
pear later in the Academy’s publi- 
cations. 


If. PUBLICATIONS 


During the year 1929, the Academy 
published the following volumes and 
supplements: 
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January—Tariff Problems of the 
United States 

March—Farm Relief 

March Supplement—Radio 

May—Women in the Modern World 

May Supplement—Foreign Office 
Organization 

July—Present Day Causes of Inter- 
national Friction and Their Elim- 
ination 

July Supplement—Lobbying 

September—Law and Social Welfare 

September Supplemént—India 

November—The Police and the 
Crime Problem 


IO. MEMBERSHIP 


During the year 1929, the Academy 
enrolled 1,526 new members and sub- 
scribers. The Academy lost 89 mem- 
bers by death, 508 by resignation, and 
701 delinquent members and 188 sub- 
scriptions were dropped. The present 
membership of the Academy is 9,722 
members and subscribers. 


IV. FINANCIAL CONDITION 


The receipts and expenditures of the 
Academy for the fiscal year just ended 
are clearly set forth in the Treasurer’s 
Report. The accounts were sub- 
mitted to the E. P. Moxey Company 
for audit, and a copy of their statement 
is appended herewith. In order to 
lighten the expenses incident to the 
Annual Meeting, a fund of $3,526 
was raised. The Board desires to take 
this opportunity to express its grati- 
tude to the contributors to this fund. 


V. CONCLUSION 


In conclusion, your Board desires to 
impress upon the members of the 
Academy that the scientific investiga- 
tions undertaken under the auspices of 
our organization can be greatly ex- 
tended through an increase of the 
Academy’s endowment fund. In ad- 
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dition, we should look forward to the 
possibility of establishing the Academy 
in its own building with the equipment 
necessary for offices, meetings, and 
conferences, together with adequate 
library facilities. No other organiza- 
tion in the United States is able to 
perform to the nation quite the same 
service that the Academy is perform- 
ing and the extension of this service 
depends in a large measure upon the 
coöperation of our members. 

The Board desires to express its 
appreciation to the many members of 
the Academy who have coöperated in 
our work and also to express the hope 
that their interest will continue un- 
abated during the year 1980. 


Epwarp P. Moxry & Co. 
The Philadelphia Bank Building, 
Philadelphia 

January 15th, 19380. 


Cuaruss J. Ruoaps, Esq., Treasurer, 
American Academy of Political and 
Social Science, Philadelphia, Pa. 


Dear Sir: 


We herewith report that we have 
audited the books and accounts of the 
American Academy of Political and 
Social Science for its fiscal year ended 
December 81, 1929. 

We have prepared and submit here- 
with Statement of Receipts and Dis- 
bursements during the above indicated 
period, together with Statement of 
Assets as at December 31, 1929. 

The Receipts from all sources were 
verified by a comparison of the entries 
for same appearing in the Treasurer’s 
Cash Book with the record of Bank 
Deposits and were found to be in ac- 
cord therewith. 

The Disbursements, as shown by the 
Cash Book, were supported by the 
proper vouchers in}the form of can- 
celed paid checks or receipts for monies 
expended. These were examined by 


APPENDIX 


us and confirmed the correctness of the 
payments made. 

The Investment Securities listed in 
the Statement of Assets were examined 
by us and were found to be correct and 
in accord with the books. 

We, have also prepared and submit 
herewith Statement showing the finan- 
cial condition of the S. N. Patten Me- 
morial Fund and the Edmund J. James 
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Memorial Fund as of December 31, 
1929, as well as the Income derived 
from these fund investments. 

As the result of our audit and exam- 
ination we certify that the state- 
ments submitted herewith are true and 
correct. 

Yours respectfully, 
(Signed) Epwanp P. Moxty & Co., 
Certified Public Accountants. 


AMERICAN ACADEMY OF POLITICAL AND SOCIAL SCIENCE 


STATEMENT or Reomrets AND DISBURSEMENTS FoR Fiscau Ymar Enpep Decmarser 81, 1929 


Cash Balance, January 1, 1929 R 87,588 07 
Receipts 
Members’ Dues , $86,198 .45 
Special Donations 8,525 .00 
Subscriptions- 
Individuals $178 75 
Libraries . 2,128 97 
Agents.. . 6,680 74 8,933.46 
Sales. . 6,926 .22 
Interest on Investments and Bank Deposits 8,682 74 
Advertising... . ‘ 96 50 
Sale or Maturity of Investments : 6,000 00 69.362 87 
$76,895 .44 
Disbursements 
Office Expense ... $6,664.74 
Philadelphia Meetings 5,387 .27 
Publicity Expense .. 5,098.92 
Publication of The Annals 87,819.75 
Membership Records 5,996.61 
Sale of Ths Annals 1,664 96 
Investments . . 4,987 .50 
Discounts and Collections and Exchange 12.21 
Research Fellowship—Jeremiah P. Shalloo 878.00 
Securities Purchased for James Fund 940 00 68,691.96 
Cash Balance, December 31, 1929 . $8,208 48 
Represented by 
Cash: 
In Academy Office. $400 .00 


In Treasurer’s Hands, Girard Trust Company 


7,808.48 $8,203.48 
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ment Under the Transportation Act of 1920. T. W. Van Metre............ 
Lippy, Waiter. Introduction to Contemporary Civilization, Ralph P. Holben 
Lown, Ropmrt H. Are We Civilized? Margaret Mead.................. 
Lunpprre, Georen A., Bary, Reap, and Anprerson, Nets. Trends in 
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Lyriz, CuarLes Warrer. Wage Incentive Methods. Charles N. Underwood, 
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Porrsr, Presan B. This World of Nations. H. K. Norton... oosa 
Price, Gzoran M. Labor Protection in Soviet Russia. Henry R. Seager. . 
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Santa, Munrnor. The Development of European Law. Max Radin......... 
Soroxry, Pimms, and Zommeman, Carte C. Principles of Rural-Urban 
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Soviet (The) Union Looks Ahead: The Five-Year Plan for Economic Construction. 
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STEINHAUBEN, George. Geschichte der deutschen Kultur. Howard P. Becker.. 
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TTON, Gxoram M. Social Psychology of International Conduct. Johannes 
Trower, Lesuæ B. The International Aspects of Electrical Communications i in 
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Hazimwoop, Craia B. The Bank and Its 
Directors. Pp. x, 251. New York: The 
Ronald Press Company, 1929. $3.50. 
It is unique, the reviewer believes, for the 

President of the American Bankers’ Asso- 

ciation to write a book during his adminis- 

tration. One may well wonder how, in 
addition to the duties of that high office, 
and the duties of the Vice-President and 

Director of the First National Bank -of 

Chicago and the First Union Trust and 


Savings Bank, and of the Chairman of the ` 


Board of the Lake Shore Trust and Savings 
Bank of Chicago, Mr. Hazlewood could 
find time to write such an extensive, well- 
rounded, carefully-prepared book! He is 


setting an excellent example which bankers ` 


and the public may well wish his successors 
to emulate. A large duty of the vice- 
presidents and president of the Association 
is the making of speeches, writing articles, 
and sitting in counsel on all phases of bank- 
ing policy, administration, and public rela- 
tions. The banking fraternity and public 
are thus privileged to know their views and 
principles on many subjects. But, Mr. 
Hazlewood is doing an additional signal 
service to his fraternity and the publie by 
writing, out of his rich and successful ex- 
perience, an elementary book, in most 
readable language and pleasing style, on the 
proper conduct of a bank. His pronounce- 
ments come from his eminent position with 
a convincing force; he has seized the most 
opportune time of his life to influence the 


local bankers of this country to adopt better 
policies and to operate more scientifically. 
His book will most fittingly be widely read; 
he touches the weakest feature in American 
bank administration when he treats the 
relationship of the directors to the bank; 
and it would be well for every bank presi- 
dent to provide each of his directors with a 
copy of this book and see that it is read by 
them. 

This is a book with a motive, namely, to 
promote better and scientific bank manage- 
meni, to familiarize all bankers with the 
more or less scientific standards which suc- 
cessful banks have developed, to get the 
weight of the American Bankers’ Associa- 
tion and the various state associations be- 
hind better bank management, and to 
encourage coöperation on credit informa- 
tion, professional training for bankers, and 
the thorough equipment of bank directors 
for their work. “In its composition, there 
has been a constant stress of forces between 
the desire to present an absolutely elemen- 
tary perspective of the bank director’s 
work for those directors who go no deeper, 
and a desire to fire the imagination and feed 
the minds of the many directors who are 
deeply dedicated to their responsibilities 
and opportunities.” i 

“The director of a good bank . . . oc- 
cupies a position of exceptional responsi- 
bility. power, prestige, and honor.” The 
author elects to devote his book to the first 
of this tetrad, and he states and restates the 
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director’s responsibilities and opportunities 
for service to the bank—those that the law 
and the courts have set for him and those 
that business expediency and public welfare 
require of him. The chapter subjects in- 
dicate the scope of the book, e.g., the direc- 
tor’s oppertunity in upbuilding the bank, 
the sources of strength and profit in bank- 
ing, the causes of bank failures, the capital 
structure and dividend policies, the man- 
agement of the bank’s funds, sound loan 
policy, building up the bank’s profits, in- 
vestment and trust departments, savings 
departments, organization and manage- 
ment policies, and the methods employed 
by a director. The final chapter is written 
by Thomas B. Paton, counsel for the Ameri- 
can Bankers’ Association, on the legal fea- 
tures of the duties and the responsibilities 
of bank directors. 

The book is well filled with carefully 
chosen quotations from the Comptroller of 
the Currency, the state bank commis- 
sioners, certain prominent bank officials, 
certain bank researchers, eg. H. N. 
Stronck, and court decisions. One feels 
that the book has been written against the 
background of a questionnaire which the 
author has sent to those persons. One evi- 
dent reaction on the author’s reading the 
answers received to his questionnaire was 
that he was impressed with the variety of 
policy or lack of policy, with the low order 
of management apparent in banks, and with 
the high need of banking education. In 
order to reinforce his convictions and to 
give them greater persuasive power, he sec- 
onds his pronouncements with liberal 
quotations of others stating the same point; 
the text therefore has duplicative para- 
graphs, but they do not seem to dim its 
vitality. In the chapter on “Building up 
the Bank’s Profits,” one finds eleven full- 
page statistical tables and three bar charts, 
presenting studies in bank earnings and 
expenses made by the Wisconsin, Minois, 
Indiana, and Michigan State Bankers’ 
Associations, in coöperation with the Fed- 
eral Reserve Bank of Chicago; but, outside 
of these pages, the book is free from statis- 
tical data. There are no footnotes and the 


sources of quoted materials are not stated 


except in most general ways. 
While the author has big visions of the 
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service of banks to the country and com- 
munity, he writes from the point of view of 
a banker seeking profits, from the acquisi- 
tive, competitive, aggressive point of view. 
To illustrate, on pages 168-64, he says: 
“In many of these matters, time is of the 
essence. If the lead can be secured before 
it has become a matter of public knowledge, 
the bank is in an advantageous position to 
secure highly desirable, profitable business.” 
It would, however, be wrong for the re- 
viewer to press this point because the great 
purpose of the book is not to teach a bank to 
profit by shrewd anticipations, but by 
practicing policies approved and used by 
other ably managed banks in the everyday 
tenor of their business These principles 
are not new and startling; he points to one- 
man banks, to communities with too many 
banks, to small towns and small banks, and 
to one-industry sections, and newer sec- 
tions of the country, as the most probable 
scenes of failure; he names loans in excess of 
the legal ten per cent limit, loans to direc- 
tors and officers, and to interests with 
which they are connected, capital loans, 
real estate investment and real estate 
speculation by bank officers, directors and 
relatives, and sheer incompetence and mis- 
management, as the chief causes of failure; 
and he outlines two simple ways the direc- 
tors may insure themselves against failure 
from any of these causes. He lays down 
simple rules for dividend policy, capital 
structure, diversifications of loan and in- 
vestment portfolios, secondary and primary 
reserves, the balance loans and investments, 
maintenance of credit files, overdrafts, jury 
system of passing on loans, control of salary 
and wage payroll, service charges, the 
segregation of the trust and savings depart- 
ments, and so forth. 

The reviewer takes exception to some 
principles the author recommends. The 
one he condemns most is developed on 
pages 105-7, namely, that the “‘first test in 
determining whether or not a loan request 
should be granted is the degree to which an 
applicant has contributed to the fund which 
makes loans possible.” The arguments 
offered in support of this principle are not 
valid. The reviewer will not state his 
objections here for he has done so elsewhere 
{see Journal of Political Economy, June 
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1925, pp. 257-77). The reviewer feels that 
our banking operations would be more 
scientifically and safely conducted were this 
principle dropped. The banker generally 
deceives himself and the customers, if we 
believe the justifications the author offers 
for requiring the balances from borrowers. 
° Ray B. WESTERFIELD 

Yale University 


ANGELL, Norman. The Story of Money. 
Pp. xvi, 411. New York: Frederick A. 
Stokes Company, 1929. $5.00. 

In his preface, Mr. Angell says he bas 
written a book for laymen “‘to tell the story 
of money in its social relation.” It is 
commendable to try to educate the laymen 
in such matters. But, in spite of the at- 
tractive form of the book, with numerous 
illustrations and the flair for the pictur- 
esque, it is doubtful whether the appeal 
to the general public will be effective. 
The book abounds in quotations which 
mar it for the general reader, but which 
will increase its value for purposes of 
reference. 

The teacher of money will find many 
things to use as supplementary reading. 
There is a suggestive treatment of money as 
an institution. Early types of money and 
credit instruments are described and, in 
many cases, shown in pictures. The ac- 
count of money in Greece and Rome is 
fairly detailed. The Mercantile System is 
treated and the persistence of the policy in 
reparations after the Great War. Con- 
siderable space is given to usury, the Jews as 
money-lenders, and the relation between 
the growth of Capitalism and the Protestant 
Reformation. The early development of 
banking and money-lending is sketched. 
The account of paper money sets forth 
Law’s scheme, the South Sea Bubble, the 
experience of the American colonies, the 
Continental issues, the Canadian playing 
card currency, and the Guernsey Market 
House incident. Contemporary reports 
from the London papers are given to trace 
the course of inflation in Germany. The 
final chapter is a symposium of present day 
proposals concerning monetary policy. 

James D. Magen 


New York University 
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Stemmetrz, S. Rouporr. Soziologie des 
Krisges. Pp. xii, 704. Leipzig: J. A. 
Barth, 1929. M42. 

Dr. Steinmetz is one of the most promi- 
nent of the European sociologists and 
ethnologists. His Soziologie des Krieges is 
the second edition of a work entitled 
Philosophie des Krieges, published in 1907. 
However, the second edition is so greatly 
changed and augmented that its new title is 
entirely justifed. It was written after the 
war had provided an acid test of the prin- 
cipal theories of the Philosophy of War. 
What changes did the war produce in Dr. 
Steinmetz’s theories? He changed prac- 
tically none of his main contentions, but 
merely developed them more deeply and 
added new arguments in their favor. In 
both books he regards the roots of war as 
inherently tied up with human nature and 
human society. While he stresses the 
negative effects of war, he claims that this is 
only the debit side of the balance sheet; on 
the credit side, there are a series of impor- 
tant and beneficial effects. (War fosters 
that aggressiveness which is necessary for 
man’s survival as well as for the building of 
groups and the state; it exerts a positive 
influence on the moral and mental qualities 
of man, and hence is more an instrument of 
positive than of negative selection, and so 
forth.) In both editions he shows that the 
negative effects of war have often been 
exaggerated. Finally, he develops thé 
arguments by which he hopes to demon- 
strate that there is only an insignificant 
probability of the elimination of war in the 
future. 

While Steinmetz’s Philosophy of War was 
one of the most significant sociological 
studies of war, the second edition is still 
more deserving of this characterization. 
He analyzes all the fundamental aspects of 
this great problem in a very dispassionate 
manner, and with extraordinary erudition, 
patience, and thoughtfulness — qualities 
which characterize all his principal works. 
The analytical portion of the work is fol- 
lowed by his evaluations. If the evalua- 
tive part may be questioned, the analytical 
and factual part is built so solidly that it 
cannot easily be waived aside. Of course, 
several of his conclusions concerning spe- 
cific problems are not proven definitely, as 
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the relationship between war and criminal- 
ity, war and any certain type of selection, 
and so forth. (See criticism in my Con- 
temporary Sociological Theories, chapter 
VI.) However, Steinmetz is honest in his 
thinking, even in this portion of his work, 
since be carefully analyzes the facts and the 
theories which are contrary to his own. 
From a purely scientific standpoint the 
book is indispensable to anyone who studies 
or deals with war. 

It required a great deal of scientific and 
moral courage to publish the book at the 
present moment when everybody and 
everything seem to be busy with “outlaw- 
ing war.” While Steinmetz praises these 
attempts, he also warns us on the basis of 
his facts that there are rather slight chances 
for any radical success from these efforts. 
“T wish with all my heart that I could hope 
that the people and their leaders were wiser 
than they seem tome. I wish I were wrong 
in my conclusions.” But, notwithstanding 
these wishes, neither he nor the reviewer 
believes that his main conclusions are far 
from reality. 

Prr A. SOROKIN 

University of Minnesota 


Srearron, Groner M. Social Psychology 
of International Conduct. Pp. x, 887 
New York: D. Appleton and Company, 
1929. $3.00. 

“There is an old saying: ‘Scratch a Rus- 
sian and find a Tartar.’ Well may we 
amplify it and say ‘Scratch a civilized man 
and find a savage.’ Civilization is but skin 
deep.” This, Professor Stratton tells us in 
chapter XXI, is a quotation from a booklet 
issued by the Government of the United 
States for the education of its soldiers. 
From the premises implied, the same pub- 
lication concludes that therefore “war is 
inevitable.” 

To disqualify the psychological and the 
historical justification of such a philosophy, 
to show that war is not “a display of what 
is primitive, a reyelation of the ease with 
which under excitement we forget our train- 
ing and relapse into a condition of savag- 
ery,” is the central idea of Professor Strat- 
ton’s book. Everything may be visioned 
as revolving about this one aim as the 

nucleus of his endeavor. Like a strong 
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spring released from its hold, the book re- 
veals a lot of vibrating motion, lost. motion, 
one might be inclined to call it, were it not 
for the fact that, to drive home a point, the 
restatement of a thought in different form 
and context is an approved device of the 
experienced teacher. There is, on the 
other hand, much in the book that will 
be rejected as unconvincing by those not 
willing to be convinced. For this reason 
one would almost wish that the author had 
refrained from the use of statistical data in 
the attempts to disprove the widespread 
belief in the fundamental inequality of the 
races as demonstrated by the criteria of sense 
reaction, feeling, emotion, and so forth. 
The author himself almost invariably 
qualifies his statistical demonstrations 
by the admission of their mathematical 
inadequacy and logical inconclusiveness, 
but the persuasive appeal of his argument 
rests, after all, upon something far better 
than doubtful statistics. 

The thesis of Professor Stratton’s book, 
as understood by the reviewer, is in brief 
this: The proverbial pugnacity of animals is 
a myth. Animals prefer the kind of prey 
which can offer little or no resistance. 
They accept or seek combat with equals as 
a rule only when crossed in a vital biological 
urge. It follows that man’s love for fight- 
ing is not a natural animalistic trait, but a 
habit, acquired in ages knowing no other 
means of self-defense, and sanctioned in 
modern society by formal and compulsory 
training for mass fighting and killing. 
Thus, fighting and killing have been raised 
to the dignity of a social institution be- 
cause, contrary to recent belief, war bas 
proved itself a paying proposition. Even 
the victors of the last war, sorely tried as 
they are, would none of them change lots 
with the defeated. The price they paid for 
their gains was high, but not so high that 
they would prefer not to have gone to war. 

The basic causes for war are many. 
They all focus in some kind of desire, be it 
for security, material gain, the protection of 
religion, cultural unity, a particular form of 
government, for revenge, or vainglory. 
The question is: Can we or can we not find 
a method other than war to satisfy the 
legitimate elements of desire? Once upona 
time, society went to war to secure prison- 
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ers as sacrifices for the gods. It approved 
of the disposal of new-born, undesired 
females and weakty males, of blood ven- 
geance, of the duel. of wife-beating. and the 
like. With the advance of civilization the 
label of: social institution has been with- 
drawn from these practices. Why, then, 
shouldmot a further advance in civilization 
withdraw its approval of war? In fact, the 
last war was fought to end war. But that 
has been tried before, without result. To 
end war, theprofits must betaken out of war, 
just as the joy has been taken out of wife- 
beating, duelling, blood feuds, and so on. 

An essential prerequisite for this is the 
realization of the interdependence of all 
peoples, a realization which presupposes a 
knowledge of one another far deeper than 
that which the tiger has of the habits of his 
prey or the hunter of those of bis game. 

All this is nothing new, for the solidarity 
of nations is not something that must be 
established, but something that exists. 
What needs to be done is that it be civilized, 
just as the individual has been civilized as a 
member of society, ruled by the law of the 
group instead of by the law of the fist. 
What is needed is a training for a wider 
loyalty and for the reduction of the ac- 
quisitive desire. The training should be 
done not only by the school, but by the 
home, the newspaper, the bookshop, the 
fraternal order, the labor union, and such. 
Its aim shall be “not to make war impossi- 
ble, but as improbable as burglary and 
murder.” 

Professor Stratton’s book effectively 
substantiates and nicely supplements Nor- 
man Angell’s The Great Illusion, its sequel, 
The Frutts of Victory, and Shotwell’s War as 
an Instrument of National Policy. It re- 
veals an element of insight and a degree of 
fairness in the judgment of international 
relations which is hard to match. The 
sections dealing with the meaning, origin, 
and hfe of the nation possess a charm and 
wisdom unsurpassed by anything that has 
come to the reviewer’s notice in his long and 
diligent searches in the subject. The wide- 
spread reading of Angell’s, Shotwell’s, and 
Stratton’s books will do more for interna- 
tional peace than dozens of meetings of 
experts and diplomatists debating juristic 
niceties and reservation, which are of little 
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interest to the fathers and the mothers of 
prospective cannon fodder. For it is 
through the extensive appeal of such books 
that popular sentiment will slowly but in- 
evitably become an irresistible factor mak- 
ing for the establishment of institutions 
other than war for the settlement of inter- 
national disputes. 

There is in Stratton’s vision nothing 
abstract or fantastic. His outlook is one 
of practical reality, though not of the kind 
that enables war profiteers to amass for- 
tunes and armchair generals to shine as 
heroes. 

JONANNES Marrern 

Johns Hopkins University 


Borin, Raymonp L. International Rela- 
tions. Pp. xix, 888. Revised edition. 
New York: Henry Holt and Company, 
1929. $5.00. 

This is a revision of a well-known book 
first published in 1926. The new edition 
conzains about ninety pages of new matter 
dealing with the more important develop- 
ments in the field of international relations 
which have taken place during the past four 
years. The larger portion of the new mat- 
ter is devoted to the consideration of recent 
developments in the history of the problem 
of racial, religious, and linguistic minorities, 
and particularly the controversy relative to 
the procedure of the League in dealing with 
petitions from minority groups addressed to 
it; the work of the Sixth Pan-American 
Conference at Havana in January-February, 
1928; the inter-American arbitrative and 
conciliation treaties proposed by the Wash- 
ington Conference in January, 1929, and the 
Bolivia-Paraguay dispute of 1929; the 
Greco-Bulgarian frontier incident and its 
settlement; the Hungarian-Roumanian Op- 
tart controversy; the Young Plan for the 
settlement of the reparations question, and 
the establishment of the international bank; 
the more recent activities of the League of 
Nations, the new treaties proposed by it, 
the admission of Germarry to the League, 
and other changes in its membership; the 
Locarno agreements; the Kellogg Pact, its 
history, scope, objects, and its possibilities; 
and the Root formula for the adherence of 
the United States to the World Court 
protocol. 
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The discussion of these and other ques- 
tions brings the book up to date and greatly 
increases the value of what has proven to be 

_one of the most important contributions to 
the literature of international relations 
which has been published since the war. It 
is the work of a scholar; it bears the ear- 
marks of carefulness and extensive research; 
and it is written in the spirit of detachment 
and impartiality. AH students of interna- 
tional relations will be indebted to Professor 
Buell for his revision which brings up to 
date so useful and indispensable a treatise 
on a subject of such world-wide interest. 

J. W. GARNER 

University of Ilinois 


Porrer, Prraan B. This World of Na- 
tions: Foundations, Institutions, Prac- 
tices. Pp. xix, 366. New York: The 
Macmillan Company, 1929. $4.00. 

This book is a most entertainingly writ- 
ten introduction to the study of interna- 
tional affairs. Mr. Potter has hardly 
solved the difficult problem of interesting 
the layman in the politics of nations, but he 
has made an important contribution to the 
solution. His statement that international 
relations are “no more difficult of under- 
standing than human affairs on any level” 
may be philosophically true, but he himself 
points cut innumerable bypaths which lead 
to misunderstanding. His whole volume, 
indeed, is made up of suggestions and sum- 
maries of the enormous amount of factual 
material in many fields which must be mas- 
tered before anything like “understanding” 
is possible. 

In surveying this material, Mr. Potter is 
eminently objective and fair. His discus- 
sion of such subjects as international law, 
diplomacy, arbitration, and the League of 
Nations would arouse no serious contradic- 
tion except among the most extreme of their 
devotees. He states his opinion that the 
United States will probably enter the 
League in “about 1937.” This, he thinks, 
will be due to the natural development of 
our foreign policy, and he makes no argu- 
ment either to hasten or to delay such a con- 
summation. The author is a little rougher 
with the sentimental pacifists and his treat- 
ment of Pan-Americanism is one-sided in 
‘comparison with the rest of the book. 
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One theme which Mr. Potter develops 
perhaps as fully as is consistent with the 
purposes of the present book, it would be 
valuable to expand into a volume of its 
own. That is the possibility of the exten- 
sion of international administration in the 
area where individuals and corporations of 
diverse nationality, rather than nations 
themselves, come into conflict. The rela- 
tions between our own Federal Government 
and the citizens of the various states offer a 
striking parallel. Authority in this field 
can be delegated without derogation of the 
sovereign rights of states. It is being done, 
but the process could be hastened to the 
advantage of all concerned. It would do 
much to remove many of the minor causes 
of international irritation without raising 
such debatable questions as are implied in 
the words “sovereignty,” ‘‘superstate,” 
“sanctions,” and “enforcement.” 


H. K. Norton 
New York City 
Sarra, Munrow. The Development of 
European Law. Pp. xxvi, 316. New 


York: Columbia University Press, 1928. 

$3.75. 

A title of this sort may mislead future 
generations, but it adequately suggests the 
contents of the book to present day readers 
who will understand it to include just what 
on p. xviii the author says he will discuss, 
that is, the private law of France, Germany, 
Italy, and Spain, from the break-up of the 
Roman Empire in the West. It is still more 
limited in time because the book scarcely 
goes beyond the Middle Ages. The treat- 
ment of the Renaissance period is slight and 
sketchy and no attempt is made to do more 
than to indicate the Bolognese movement 
and its consequences. 

Within the limits thus consciously set, 
Professor Munroe Smith presents to us in 
rapid review the period with which his his- 
torical studies were so long engaged and in 
which his interest was so profound. We 
note with melancholy regret that he did not 
live to see through the press a volume 
which he had long intended to prepare and 
which might have directed more than one 
young historian to further and fruitful re- 
searches in the field. As it stands, even 
lacking the revision and completion which 
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he would have given it, it is almost unique, 
since there is no manual in English which 
offers a unified and systematic presentation 
of this field. ‘The volumes of the Continen- 
tal Legal History Series, invaluable as they 
are, are collections of excerpts from various 
authors or are different in geographical or 
historical range. 

When Munroe Smith prepared the lec- 
tures that are here published, he was a 
pioneer. American and English lawyers 
were little concerned with the developments 
of legal systems under their very noses, sys- 
tems doubly akin to the common law in the 
fact that they were fusions in different de- 
grees of Germanic and Roman elements. 
How little that concern was we may to our 
humiliation discover by noting the absurdly 
inadequate and incorrect statements made 
about continental European law in English 
encyclopedias, even the best-known and the 
most frequently edited. Munroe Smith 
labored with a stiff-necked generation of 
deans and practitioners to induce a serious 
consideration of a field of study of whose 
very existence even legal historians seemed 
ignorant. Directly and indirectly, his ef- 
forts had a success—slight enough in con- 
crete results, but gratifying in tendency. 
The law of all the separate communities of 
western Europe is now seen to have a dis- 
tinct unity, based on the common civiliza- 
tion which we have derived from the east 
Mediterranean. The roots of our own 
most characteristic legal institutions sprawl 
over the map of Europe, and if we really 
wish to know much about them we must be 
content to disregard national boundaries. 

Munroe Smith was in temper and affec- 
tion a Germanist, and dwells with a special 
emphasis on the way in which the law of 
Goth and Frank and Lombard grew into 
maturity largely within Roman forms and 
with the reception of great masses of Roman 
ideas and concrete institutions. It is that 
which gives unity to a presentation which 
otherwise would mevitably be a series of 
detached pictures. 

It also gives a special color to the account. 
The book is mainly the history of begin- 
nings. The disturbances which commerce 
and science created in the seventeenth and 
eighteenth centuries, the revolutionary 
impetus with which the eighteenth century 
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ended, the tightening of economic interde- 
pendence in more recent years—all these 
things are not in the picture. However, 
those who will some day adequately present 
these phases of European law will first have 
to go through the historical material which 
is here sifted and summarized. 

That there are questionable statements 
in the book is inevitable. Much has been 
learned since Professor Smith’s material 
was gathered and many details of early law 
have taken on new aspects in the light of 
fuller research. The author has Maitland’s 
impatience of anthropological analogies, but 
it may be that the more sober application of 
such analogies, which is characteristic of 
modern comparative law, would have 
roused less opposition. We note in passing 
that trials, which (p. 24) Professor Smith 
finds so rare among primitive men, are 
luxuriantly developed in Africa where stu- 
dents of procedure will find fascinating and 
instructive forms. 

In a few cases, inaccuracies have crept in. 
The French rule of possession vaut titre, 
C. C. 2279, was adopted in Italy, but not, as 
the books says (p. 55) in Spain where the 
old prescription of three years is still in 
force (Codigo Civil, 1955). As this was 
taken over into the Spanish-American sys- 
tems, the fact is of importance. In general, 
the account given of Spanish law depends 
largely on Schroeder, who in this field is 
neither clear nor quite reliable. So, the 
text of the Fuero Juzgo, published in 1600 
by Villadiego, was the Spanish and not the 
Latin (p. 100), and this Spanish text was 
prepared by St. Ferdinand (Ferdinando 
IO) in 1241, and not in 1229-1284. Simi- 
larly, there is an evident confusion of the 
Lex Romana Burgundionum with the Ger- 
man code of that people, the Ler Gundo- 
banda, the loi Gombetie of French manuals. 
Odoacer did not proclaim himself “King of 
Italy” (p. 77) since a territorial royal title 
would have directly contradicted the politi- 
cal notions he and his successors main- 
tained. The family of Constantine (p. 76) 
was itself Illyrian and therefore did not 
mark the end of the Illyrian ascendancy, nor 
would Arian converts have any more enthu- 
siasm for an orthodox emperor than for a 
pagan. All these things, and a few others 
like them, are obviously negligible defects. 


204 


The bibliographies have been prepared 
for each “book.” It might be worth noting 
that the first volume of Brunner’s Rechts- 
geschichte appeared in a second edition in 
1906, and his short Grundzuge der deutschen 
Rechtsgeschichte had a seventh edition in 
1923 (Ernst Heymann). Similarly, a sec- 
ond edition of Schrider’s Rechtsgeschichte 
appeared in 1920 (by Glitsch). One might 
add for Spanish law Rafael de Urefias, His- 
toria de la Literatura juridica española 
(Madrid, 1906) and Fr. v. Rauchhaupt’s 
Geschichte der Spanischen Gesetzesquellen 
(1928). Further, for the whole period one 
ought not to disregard Vinogradoff’s Roman 
Law in Medieval Europe, now published in 
a second edition by F. de Zulueta (1929). 

Max Rapin 

University of California 


SCHEIDEMANN, Puur. The Making of 
New Germany: The Memoirs of Philipp 
Scheidemann. 2 volumes. New York: 
D. Appleton and Company, 1929. $10.00. 
It is the subtitle and not the title which 

describes the contents of these volumes, in 

which Scheidemann reviews his career, and 
incidentally, it is true, throws some light on 
the passing of the Old and the coming in of 
the New Germany. As the work is put 
together from personal notes and recol- 
lections, it has a casual, unsystematic char- 
acter and is wronged by being recommended 
to the reader as a history. So much settled, 
there is no reason why it may not be en- 
joyed for what it is. Scheidemann was the 
son of very poor parents; received a meager 
education; became a printer’s apprentice at 
the age of fourteen; and, still in his teens, 
joined the, at that time, small and per- 
secuted social democratic party. The 
party served him as teacher, friend, and 
muse through life. So thoroughly did he 
and it become identified that when social 
democracy at last grew strong enough to 
drive the Kaiser from his throne, it was 

Scheidemann who acted as its spokesman 

and from a balcony of the Reichstag pro- 

claimed the republic. 

Scheidemann’s passionate devotion to 
the revolutionary cause carried him at an 
early age from the typographical room into 
the editorial office, and thence, with an- 
other bound, into politics. From the hair 
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of his head (non-existent with middle age) 
to the soles of his shoes, he presents himself 
in these volumes as a journalist-politician, 
with all the merits and demerits of the 
tribe. In recalling the scenes of his youth 
he flourishes the familiar newspaper patter 
which misses fire on being applied to another 
form of literature. Truth to tell, tHe book 
is disappointingly dull until we reach, 
luckily before the middle of the first volume, 
the outbreak of the war. From that time 
on the memoirist, as the leading parlia- 
mentary figure of his party, is so immersed 
in great events that we breathlessly relive 
with him all the agitated years from 1914 to 
1921, at which point he cuts off the epic 
tale. The contribution he is able to make 
to our knowledge of what happened behind 
the scenes in a number of grave German 
crises is invaluable. Thus, with regard to 
the peace movement of the summer of 1917, 
he is able to pin a large measure of respon- 
sibility for its failure on the chancellor 
Michaelis. Again, his record of what hap- 
pened within the cabinet which opened up 
peace negotiations with President Wilson is 
important. His picture of the last imperial 
chancellor, Max of Baden, as a kindly futile 
aristocrat, completely cancels the already 
well-established legend of him as a “red” 
prince. Scheidemann himself is much 
more of a democrat than a socialist; at 
least, he flares up in bebalf of democracy on 
almost every page, while he lets us take his 
socialism pretty much for granted. When 
Russian communism invades Germany he 
develops a venom against it which a Krupp 
oraStinnes mightenvy. In short, he is not 
a heavy Marxian pundit, but a politician 
formed in the school of life, flexible, humor- 
ous, and resourceful. Naturally, his mem- 
oirs profit greatly from being the product 
not of a closeted doctrinaire, but of a 
manipulator of men and situations. 
FERDINAND SCHEVILL 


University of Chicago 


The Soviet Union Looks Ahead: The Five- 
Year Plan for Economic Construction. 
Pp. xii, 275. New York: Horace Live- 
right, 1929. $2.50. 


The magnitude of the many projects for 


- the economic and the social development of 
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the U.S. S. R., as revealed in this summary 
of the “Gosplan,” is exceedingly impressive. 
In five years, Soviet Russia hopes to achieve 
industrially what capitalistic countries have 
achieved only after several generations of 
industrialization. The national program, 
adopted by the government as a guide to its 
economic and cultural activities, provides 
for capital investments of upward of thirty- 
two billion dollars from 1928-1929 to 
1982-1938, or an average annual capita] 
expenditure of over six billion dollars. 

For the fiscal year 1928-1929, it is pro- 
posed to apply forty-two per cent of the 
estimated national income of approximately 
twelve billion dollars toward the attain- 
ment of the objectives set forth in the five- 
year plan, while in 1982-1983 no less than 
fifty-three per cent of the estimated national 
income of twenty-six billion dollars for that 
year, at constant prices, is to be utilized 
for capital investments. The immensity of 
these proposed capital investments, to be 
saved out of national income, becomes ap- 
parent when we bear in mind that the esti- 
mated per capita income in Russia today is 
only about one-ninth of the per capita 
income in the United States. Out of the 
latter it is said that from twelve to twenty 
per cent are saved and invested in new 
capital annually. In other words, Soviet 
Russia hopes to save, by means of a 
rigorously controlled economy, more than 
twice as much per capita annually than 
is saved out of a per capita income in 
the United States, eight to nine times 
greater. 

Offhand, this looks like a superhuman 
undertaking, particularly since the five- 
year program does not count on any exten- 
sive foreign capital investments in Russia. 
But, the fundamental significance of the 
plan lies neither in the vastness of the sums 
involved nor in the magnificence of its con- 
ception. It is to be found rather in the con- 
scious attempt to regulate and to control 
the development of the economic resources 
and productive powers of a whole nation 
according to a preconceived plan, presum- 
ably for the benefit of the laboring masses. 
The program as set forth in this little vol- 
ume, which is but a general resumé of the 
three large volumes, in Russian, containing 
the five-year plan, deserves the serious con- 
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sideration of everyone interested in eco- 
nomic planning of industrial activity. 
Kann Scuorz 
University of Pennsylvania 


Goocs, G. P., and Tzmeneiey, Haroitp 
(Eds.). The Near East: The Maccdonian 
Problem and the Annexation of Bosnia, 
1908-1909. Pp. Ixix, 886. London: 
B. M. Stationery Office, 1928, 18s. 
(Vol. V of British Documents on the 
Origins of the War, 1898-1914). 

The fifth volume of the series of British 
diplomatic documents in regard to the 
background of the World War is devoted to 
materials bearing upon the Near East be- 
tween the years 1903 and 1909. The insur- 
rection in Macedonia, and the inability of 
the Turkish Sultan to reform his adminis- 
tration, brought about the intervention of 
the Great Powers which, in turn, evolved 
some interesting experiments in interna- 
tional government. The process was han- 
dicapped by the inability or the reluc- 
tance of the Ottoman Empire to follow 
Western suggestions. For this reason, 
chapter 80 (the first of the volume) deals 
with the Turkish machinery of government 
during the period under consideration. 
Chapters 81 and 82 outline attempted re- 
forms of 1908 and 1904, culminating in the 
labor domination of the powers at the close 
of 1905, irom which Germany notably 
abstained. Macedonian problems occupy, 
altogether, five chapters. The remaining 
six chapters relate to the Balkan situation, 
with particular reference to the annexation 
of Bosnia which, along with the Young 
Turkish Revolution, tended to crystallize 
the Near Eastern problem and to widen the 
gap developing between the Triple Entente 
and the Triple Alliance. Although all of 
this material is presented necessarily from 
the British point of view, it has disclosed 
much documentary matter bearing upon 
the second European crisis of the twentieth 


century. 
W. HALL 
Union College i 2 
Muyser, R. J. Shiva; or, The Future of 
India. Pp. 96. New York: E. P. 
Dutton and Company, 1929. $1.00. 
A British imperialist advocates an un- 
limited use of the “big stick” in India. 
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“So far,” says he, “only half-measures have 
been taken.” Like many other imperial- 
ists, he dwells gloatingly upon the alleged 
sexual iniquities of the Indians. “India 
has even greater sexual shortcomings than 
were noted by the author of Mother India.” 

A trivial and superficial discussion of an 
important subject. If the publishers can 
secure no better books, they should discon- 
tinue this series. 

Mavrice Parmenne 
New York City 


Setexman, Ben M. and Suvia K. British 
Industry Today. Pp. 290. New York: 
Harper and Brothers, 1929. $3.00. 
Current information regarding a situa- 

tion, the elements of which are constantly 

changing, is always useful. When the 
material has been collected first-hand and is 
skillfully presented a resulting book has the 
charm of being interesting. The Selek- 
mans spent the year 1927-1928 gathering 
data on British industrial relations. They 
interviewed public officials, employers, and 
workers; visited plants; observed the 
operation of various shop councils and 
other similar organizations, and studied the 
public and private records. In this book 
they present “an exploratory survey of the 
field.” ` 

The General Strike of 1926 and the Mond- 

Turner Conference of 1928 came within a 

three-year period. The one was a showing 

of strength in an effort to force concessions 
for the coal miners. The other was the 
outcome of the acceptance by the General 

Council of the British Trade Union Congress 

of the invitation of a group of prominent 

industrialists for a joint study of the possi- 
bilities of coöperation in the rehabilitation 
of British industry. Whitley Councils, 
shop committees, and the British experience 
with unemployment insurance, are dis- 
cussed in the first seven chapters. The 
final chapter deals with the progress and 
the procedure of the Mond-Turner Con- 

ference. . i 
The book is well written in a style which ' 

lays appropriate emphasis upon major 

points. The index is most adequate and 
the reference list contains a large quantity 
of material which shows evidence of careful 
preparation. A slight feeling of annoyance 
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when one first picks up the book could have 
been avoided had the title been more ac- 
curate. A better balance in the space 
assigned to various topics could have been 
secured by condensing the two chapters on 
shop committees into one. The details of 
the plans of two companies, while interest- 
ing in themselves, seem to encroacheupon 
space which might well have been used to 
expand topics such as unemployment in- 
surance. Here only did interest lag and 
the impulse come to leaf ahead to the 
closing chapters, which proved to be just as 
interesting as those at the beginning of 
the book. 
Burton R. Morizy 
University of Pennsylvania 


Warme, Gorpon S. Labor Manage- 
meni. Pp. xiii, 726. Chicago: A. W. 
Shaw Company, 1928. 

This book is an attempt to “analyze the 
problems of human relations in industry 
and to present those principles and methods 
of procedure that intelligent understanding 
and practical experience have proved essen- 
tial to the successful management of em- 
ployees.” The general problem is stated to 
be one of industrial unrest which has 
evolved out of changing employment rela- 
tions. 

Professor Watkins presents a readable 
and well-organized analysis of the function- 
ing of personnel organization in the presence 
of such specific problems as hiring, select- 
ing, and placing labor, labor turnover, 
absenteeism, tardiness, disciplinary mat- 
ters, creation of interest, wage systems, and 
financial incentives. Considerable atten- 
tion is given to so-called “welfare work”— 
workers’ education, housing, health, and 
safety. Three chapters are devoted to a 
consideration of industrial government. 

The work is marred by the free use of 
what might be called “adjectives of judg- 
ment.” Such phrases as “enlightened 
management,” “progressive employers,” 
“liberal thinkers,” and “‘intelligent, self- 
respecting, modern workman,” are used as 
if the reader needed to be fed his wisdom 


with a spoon. So much territory is covered 
that much of the treatment is far from com- 
plete. 


Although those familiar with the problem 
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of labor management will not find that the 
present volume adds much to their store of 
knowledge, others requiring an introduction 
to the subject should find it useful. 
Frank B. Warp 
University of Tennessee 


Lyrim, Cuantes Warrer, Wage Incen- 
tive Methods: Their Selection, Installation, 
and Operation. Pp. vii, 457. New 
York: The Ronald Press Company, 1928. 
$7.50. 

The recent pronouncements of President 
Hoover and Henry Ford make the advent 
of this book most timely. The “new” 
economics of high wages, consumers’ mar- 
kets, and low total unit costs are fully 
explained. Employee purchasing power as 
a prime factor in the theory of wages is fully 
recognized and stressed. 

Emphasis is laid upon the necessity for 
keeping down total unit costs. High wages 
are not antagonistic to this idea, and the 
low total costs result from the accompany- 
ing saving in overhead expense due to the 
high production demanded for the high 
wages. 

Preferred numbers are advocated for 


wage scales and paths of promotion. Cases ` 


are cited of the application of preferred 
numbers to wage scales for apprentices. 
The book covers the entire field of incen- 
tive plans. Twenty-five basic incentive 
plans for direct production are analyzed and 
described in detail. Group applications 
are thoroughly discussed, the advantages 
and disadvantages enumerated, and speci- 
fications for the successful application are 
given. Warnings are given and explained 
of the causes of unsuccessful applications. 
In addition, point systems and plans for 
wage incentives for the direct workers are 
thoroughly covered. The entire work has 
an adequate, but compact, historical 


The treatment of all plans is uniform so 
that direct comparison between them is 
easy and accurate. The advantages and 
disadvantages of each are clearly and im- 
partially set forth. The underlying prin- 
ciples of each plan are emphasized, as are 
also the general characteristics, and these 
are amply illustrated by tables and charts. 
Many examples gathered from actual prac- 
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tice, and covering a wide range of working 
conditions, ere cited. 

A mathematical comparison of the vari- 
ous plans is cleverly made and illustrated by 
means of a diagram which shows for each 
plan its wage formula. These formulae are 
all different combinations of the same two 
variables, hours and wage rates. 

The book is thoroughly practical and 
should be an invaluable aid to the executive 
in finding the plan best suited to his own 
conditions end in the installation of the 
plan decided upon. To the student of 
managemen-, it will be found an excellent 
and thorough textbook which sets forth the 
principles more completely than in any 
other publication heretofore. It is written 
in a style that is easily understandable. 
The mathematical portions are simple, and 
are clearly set forth. An appendix explains 
every mathematical step that can possibly 
be questioned. 

Cartes N. Unpmewoop 

PhiladelpLia 


War, Lecnarp D. The Prestige Value 
of Public Employment in Chicago. Pp. 
xix, 188. Chicago: University of Chi- 
cago Press, 1929. $2.50. 

In Europe the public official stands high 
in the esteem of his fellow citizens, In 
America, while the situation is hardly the 
reverse, the public official is far from being 
as highly coasidered by his fellow citizens 
as the average employee in private occupa- 
tions. Dr. White’s elaborate, analytical 
study, based on twenty-six hundred cases 
which he and his co-workers studied psy- 
chologically, as well as politically, corrobo- 
rates this impression which has been gener- 
ally held by students. In fact, one might 
say that he has established the conclusion 
beyond reasonable doubt. The methods 
of Dr. White have been original and in 
themselves constitute a contribution to 
political science, at least for those who 
worship at the shrine of statistics. He has 
endeavored to trace just what the people of 
Chicago think of their public servants. 
His premise definitely accepted for the 
study is thaz “the morale (and hence, in 
part, the efficiency) of any group is af- 
fected by the group’s conception of its 
social evaluacion.” From this premise, he 
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set forth to learn as precisely as possible 
what the public opmion of Chicago towards 
its employees was and how that public 
opinion affected them and their work. As 
a result of his investigation, Dr. White 
points out that ‘“‘the gross prestige index is 
~14.06, which is another way of saying 
that there was a generally low opinion of 
public servants, although one must reach 
the conclusion from Dr. White’s book that 
this public opinion is based more on rumor 
than on actual personal experience. 

It is interesting to note that those hold- 
ing the city employees in lowest esteem were 
the literary, the well-to-do, the highly 
educated, and the educational groups. 
This was to be expected by those who have 
to do with public affairs and who have 
studied the problem at first hand in their 
respective communities. In reality, Chi- 
cago is, no different in this respect from 
other large cities. 

One of the most interesting phases of Dr. 
White’s study is what he calls ‘word reac- 
tions,” in which he tabulates the definitions 
given to such words as “alderman,” 
“mayor,” “policeman,” “politics,” and 
“school boards.” These reflect great vari- 
ety of sentiment, although there is nothing 
to indicate whether the replies were given 
in a moment of pique, of gratitude, or of 
normal attitude. 

Curnton Roazrs Wooprurr 

Philadelphia 


Price, Groree M. Labor Protection in 
Soviet Russia. Pp. 128. New York: 
International Publishers, 1928. $1.25. 
This is an interesing brief survey of the 

measures taken by the Soviet government 

to improve the status of the wage earner. 

It is based on a careful study of the official 

sources of information, supplemented by a 

visit of Dr. Price to Russia in the summer 

of 1927. Following introductory chapters 
describing the “ Workers Under the Czar” 
and “Under the Provisional and Military 

Communist” imes, are accounts of 

“Tabor Unions and their Réle in Labor 

Protection,” “The Labor Code of 1922,” 

“Protection of Women and Minors,” 

“Social Insurance,” “Medical Benefits,” 

“Industrial Hygiene Institutions,” and so 

forth. 
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The descriptive information is interesting 
and adequate. However, as regards the 
statistical measurement of results, Dr. 
Price’s account has the defect of most 
descriptions of what is going on in Russia. 
There is great meagerness of information 
and the figures given do not seem always to 
tally. For example, on page 101s we are 
told that the total expenditures for social 
insurance in 1926-1927 were about 700,- 
000,000 rublés, also (p. 108) that in 1926, 
38,700,000 rubles were paid out as cash 
benefits for the employed, and that eleven 
per cent of the total, or 77,000,000 rubles, 
was expended for the unemployed. Later 
it is stated that 240,000,000 rubles were 
paid for temporary disability and 250,- 
000,000 rubles for medical assistance. The 
amount left for other benefits would aver- 
age only about fifteen rubles per capita for 
the 9,000,000 workers said to be included in 
the system, which suggests rather meager 
actual provision. The difficulty appears to 
be that Soviet statistics, nearly always 
given in round figures, lack the precision 
that students crave. Also, it appears to be 
the case that lack of funds often prevents 
the putting into practice of the admirable 
plans which are embodied in the oflicial 
regulations for the benefit of wage earners. 

Conditions are changing so rapidly in 
Russia that it is to be hoped that Dr. Price 
may be able to make another visit to that 
country and bring out a new edition of this 
useful book which will provide fuller statis- 


. tical information, verified on the spot, and 


also bring the story down to date. 
Henry R. SEAGER 
Columbia University 


Person, H. S. (Ed.). Sctentifio Manage- 
ment in American Industry. By the 
Taylor Society. Pp. xix, 479. New 
York: Harper and Brothers, 1929. $4.00. 
To survey the spectrum of industrial 

management between two covers is no 

mean task; to make such an attempt 
through the medium of twenty-six contrib- 
utors who deal independently with twenty- 
nine topics would seem unwisely ambitious. 

Nevertheless, the book has an integral 

resonance. ‘True, the classification of 

subjects groans at times under its load, as 
would any conceivable grouping which 
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must bring into linear sequence points 
related to one another along several axes. 
But, the book holds to its course surpris- 
ingly well, and the subject matter passes from 
introductory chapters to considerations of 
research, standards, control, and human 
relations. No generic idea of the content 
can be ‘incorporated in so brief a review. 
High lights of unique value to the student of 
management are: the distinctions drawn 
between scientific management, mass pro- 
duction, and rationalization (p. 14); the 
brilliant exposition of administrative re- 
search and its possibilities (p. 48); the 
historic sketch of the beginnings of market 
data research (p. 59); the comparisons of 
theories of organization (p. 186); the de- 
scription of the new function of merchan- 
dising (p. 163); the administrative use of 
“responsibility” accounting in its relation 
to flexible budgeting (p. 271); the problems 
of leadership under scientific management 
(p. 427); and the interpretation of Mr. 
Taylor’s labor philosophy (p. 460). These 
excerpts complement the careful descrip- 
tions of method and examples of actual 
installation to which the text is largely 
devoted. Discrimination in the organiza- 
tion of the bibliographies which close each 
chapter is obvious. 

The not infrequent differences of view- 
point between authors prove to be a strong 
virtue of the book when considered as a 
teaching medium. These variants serve to 
free the text from the atmosphere of cer- 
tainty, common to books on this subject, 
which stifles the precious curiosity of the 
student. 

Any business executive who is willing to 
arm himself with a pad and a pencil, to 
turn to that section which nearest ap- 
proaches his area of concern, and to follow 
the precepts of Abbe Dimnet and use the 
book as an “adjuvant to thought” will find 
the text highly stimulating and suggestive. 

Erwin H. Scrern 

Massachusetts Institute of Technology 


Harma, Cuusten E. The Manufacturer 
and His Outlets. Pp. xii, 190. New 
York: Harper and Brothers, 1929. 
$3.00. 

Above all else, the manufacturer should 
know how his outlets will be affected by the 
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widespread changes now sweeping through 
our marketing system. 

Mr. Haring’s very readable book ap- 
peared originally in multigraphed form for 
the use of the salesmen of a manufacturing 
concern. It is a popular treatise of the 
development of new-type retailers, their 
advantages and disadvantages, and their 
effect upon the jobber system of distribu- 
tion, all af which has been covered in 
standard marketing texts. 

Omission of a careful consideration of the 
specific effects of the changing nature of 
outlets upon the manufacturer, and the 
inadequate treatment of voluntary chains, 
is regrettable. 

The volurne should appeal to those in 
contact wich the field of marketing who 
have not had the opportunity to study 
closely its broader aspects. 

Raps F, BREYER 

University of Pennsylvania 


Bocarr, Ernest L., and LANDON, CHARLES 
E. Modern Industry. Pp. x, 598. New 
York: Longmans, Green and Company, 
1927. $8.75. 

This book, as intended, is descriptive of 
modern industry. It discusses primarily 
the manufacturing of goods. It touches 
lightly the subjects of transportation, 
money, and markets. It gives to those 
who desire the opportunity quickly to 
acquaint themselves with the elementary 
processes of production in our most im- 
portant industries preperatory to a study of 
the principles of economics. 

It is writzen in textbook form, with sug- 
gestive questions at the end of each chap- 
ter, making it very adaptable to secondary 
school courses, as well as freshman courses 
in colleges. 

F. S. WARNER 

University of Pennsylvania 


Hart, Lcoun W. An Approach to 
Definite Forecasting. Pp. ix, 142. Phi- 
adelphia: University of Pennsylvania 
Press, 19¢9. $8.00. 

This book presents the results of experi- 
ments to develop a new method of fore- 
casting in definite numbers. The attack is 
through the isolation and analysis of the 
forces affecting individual time series, but 
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the process suggested is quite new and the 
author succeeds in avoiding the use of the 
usual mathematical symbols which only 
terrify the uninitiated and leave them 
skeptical. He proceeds first to construct 
hypothetical time series, made up in such a 
way that the values of the trend, cycle, and 
seasonal factors are controlled, and then to 
develop simple methods of determining 
each force separately and comparing it with 
the known measurements. Actual ob- 
served time series presenting peculiarities 
of fluctuation are also subjected to the 
analytical process in order to test the new 
methods where the forces affecting the 
series are uncontrolled. 

It is to be hoped that this interesting 
approach will be followed by other re- 
searches along the same line. Comparison 
of results secured by the usual methods 
with those secured by Professor Hall’s 
methods would be interesting. 

D. H. DAVENPORT 

Columbia University 


McMiiren, Waenuer. Too Many Farm- 
ers. Pp. xi, 340. New York: William 
Morrow and Company, 1929. $2.00, 
This is a disappointing volume, preceded 

by a platitudinous foreword by the former 

Secretary of Agriculture, William Jardine. 

The book itself makes uninteresting reading 

and is of a disjointed style, with much of it 

in the tone of a farmers’ club discussion. 

The title is interesting and leads one to 

expect an analysis of the farm problem 

based on overproduction by too many 
farmers. 

In one of the early chapters the author 
does come to grips with his thesis: “The 
farms are full of farmers who are unneces- 
sary. Or, more accurately, the business is 
suffering from (among other things) over- 
extension. Lands are in cultivation that 
ought not to be farmed under present 
conditions. Marginal lands, marginal 
farms, both interfere with agricultural 
prosperity. About one-fourth of the na- 
tion’s people are farmers. Only 15 per 
cent ought to be farmers. Ten per cent 
might be enough, if all were to follow the 
best practices with the best equipment.” 

Here is a pregnant thought which we 
should like to have seen, established, and 
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developed. However, at this pomt the 
author leaves this thesis and rambles all 
over the agricultural field. He does not 
expect much from the Farm Board; there 
is a rather inexpert discussion of the tariff 
as it affects agriculture; he is impressed 
with the efficacy of the export debenture 
plan and wants to improve the wisdom of 
the country banker, and in general, bows 
in admiration before all governmental 
agencies, such as the farm loan banks, the 
joint stock loan banks, the agricultural 
colleges, and the erudite and manifold 
contributions of the Department of Agri- 
culture. 
BERNHARD OsTROLENK 
New York City 


Coss, Newe H. Codperative Marketing 
of Agricultural Products. Pp. xxii, 479. 
New York: D. Appleton and Company, 
1929. $3.50. 


Professor Comish has been teaching co- 
operative marketing at Oregon State 
College for the past twelve years, during 
which time he has been acting as a director 
and technical adviser to cotperative’ asso- 
ciations. His book is divided into four 
parts. The first deals with the history and 
the functions of codperatives in thirteen 
major commodities, and contains also a 
chapter each on “Some Marketing Prob- 
lems,” ‘‘Codperative Purchasing,” and 
“ Miscellaneous Cotperative Associations,” 
taking up, in all, about one-half the text. 
This is followed by Part II, on “Special 
Cotperative Problems,” such as price, 
pooling, advertising, marketing costs, and 
legal problems. General farmers’ organi- 
zations are described in Part UL The 
book concludes with a statement of the 
principles of successful coSperative market- 
ing and the progress of this movement. 

In a general work of this kind it would be 
difficult indeed to contribute much to the 
wealth of information already available 
upon this subject. However, Professor 
Comish has carefully gleaned the best from 
all these data, condensed it into “meaty” 
form, and presented it in a clear and inter- 
esting manner. The limitations of space 
have compelled a somewhat brief treatment 
at times. The omission of a detailed dis- 
cussion of the attempts to organize national 
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business codperatives is unfortunate, in 
view of their possibilities under the Agri- 
cultural Marketing Act. The range of the 
work and its critical and constructive treat- 
ment of concrete cases afford a sharply- 
etched perspective of coUperative market- 
ing in the United States. Questions and 
problemas are appended to each chapter and 
a fine bibliography is given at the end. 

The book is to be highly recommended 
as a text for courses in coUperative market- 
ing, for which purpose it was evidently 
primarily designed. 

Rares F. Breyer 
University of Pennsylvania 


Gotpsram, B. F. Marketing: A Farmer's 
Problem. Pp. xiv, 880. New York: The 
Macmillan Company, 1928. $8.50. 

The subject matter of this book is not 
properly represented by its title It is 
mainly a history of the elevator problem in 
Chicago. From the days when that city 
boasted a population of one hundred thou- 
sand to the present time, there have existed 
conflicting interests in the handling of grain 
through the Chicago market. Laws were 
passed in the sixties regulating the railroads 
and public warehouses of the state. In the 
State Constitution of 1870, through the 
aggressive action of the farm element, sev- 
eral articles were included defining public 
warehouses and the manner in which they 
were to be operated. In the late eighties 
and the nineties, a bitter fight was waged by 
the commission firms of the Chicago Board 
of Trade against the elevators in defense of 
their position in the handling of grain 
through Chicago. 

These problems, in all their varied 
phases, Mr. Goldstein has carefully traced 
and fairly weighed. His training as a law- 
yer, and his experience with the recent 
Dlinois Legislative Grain Marketing In- 
vestigating Committee as its Special Coun- 
sel, has admirably fitted him for this field. 
To a large extent the problems have been 
legal in character. The work is brought up 
to the present time, with a review of the 
recent Illinois Warehouse Act of 1927 and 
the present position of the Board of Trade 
regarding the Chicago elevator situation. 

G. Warent HOFFMAN 

University of Pennsylvania 
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Lyon, Luverzrr S. Some Trends tn the 
Marketing of Canned Foods. Pp. 68. 
Washington: The Brookings Institution 
(Pamphlet Series, vol. 1, no. 4), 1929. 
50 cents. 

This pamphlet is a study of hand-to- 
mouth buying, its prevalence, and effects, 
in the canned foods trade. It is largely an 
outgrowth of Lyon’s more comprehensive 
work, Hand-io-Mouth Buying. The scat- 
tered data on canned foods in the larger 
volume have been brought together in com- 
pact form. In addition, the pamphlet 
presents more detailed analysis of the ex- 
periences of individual companies. 

Rapa F. Barrer 


University of Pennsylvania 


Lowtz, Rosert H. Are We Civilized? 
Human Culture in Perspective. Pp. xiii, 
806. New York: Harcourt, Brace and 
Company, 1929. $8.50. 

Professor Lowie’s book is a convincing 
vindication of the use of the comparative 
method in anthropology. This method of 
picking and choosing from any people, at 
any time or place, the custom, habit of 
mind, or trick of technique needed to prove 
a special thesis, has come of recent years 
into disrepute. Historical students have 
claimed that a trait so abstracted from its 


- cultural setting presented skewed and in- 


exact evidence. But, this is only true 
when the theoretical drive of the compara- 
tive student is either to find fundamental 
laws or inevitable sequences in human his- 
tory, or when the investigator seeks to bend 
the chance-chosen facts of other societies 
into our own patterns. Professor Lowie 
has chosen to document the two points 
which are the legitimate offspring of the 
comparative method—the essentially ran- 
dom, bungling, unequal, lopsided, sporad- 
ically brilliant, habitually imbecile fashion 
in which man solves his problems, and sec- 
ond, how these same problems are so similar 
that the chapter heads, which Professor 
Lowie has piously preserved from the tradi- 
tional monograph form, fit any society 
from the Andamanese to the Greeks. 
With a comprehensive grasp of his material 
which permits the reader to take any spe- 
cial fact without question, the author re- 
lentlessly, jibingly presents the story of 
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man’s confused stumbling progress and 
of the dependence of any group of people 
upon their location in time and space. He 
shows how the “higher civilizations” bor- 
rowed from the “lower,” how enormously 
the West has borrowed from the East, how 
impossible it is to associate any stage of 
cultural development or special pro- 
ficiency with any racial group. 

The book is not written for anthropolo- 
gists, nor for those students of social history 
familiar with ethnological literature. It 
reiterates points which are the groundwork 
of modern anthropological thought; it 
raises no new points; and it neglects the 
subtler problems of culture to emphasize 
the broad, miscellaneous, general stream of 
cultural development. But, it is a book 
upon which anthropologists will rely to 
educate their students, to enlighten their 
skeptical friends, and to intimidate their 
dialectical opponents who make exorbitant 
claims for any one people’s cultural genius. 
The book will the more readily commend 
itself to the lay reader because Professor 
Lowie has taken the trouble to unearth a 
mass of amusing data about the lamentable 
state of manners and morals in medieval 
Europe. The lack of sanitation and sense 
displayed by our immediate forefather is 
enlisted to prove that human culture is one 
and that no people at any time rank first in 
every trait, even when our narrow cul- 
turally-determined standards are applied. 
The hook is written with a spirited attempt 
to syncopate the solid reliable notes which 
Professor Lowie cannot fail to strike, even 
in a venture as gay as Are We Civilized? 

Marearer Map 

New York City 


SCHELER, Max. Mensch und Geschichte. 
Pp. 60. Zürich: Verlag der Neuen 
Schweizer Rundschau, 1929. 6.265 francs. 

Burcxuarpt, Jacos. Griechische Kul- 
turgeschichte. Edited by Rudolf Marx. 
8 volumes. Leipzig; Alfred Kröner 
Verlag, 1929. M.17. 

Srmmuausen, Gora. Geschichte der 
deutschen Kultur. Pp. x, 685. 8rd edi- 
tion. Leipzig: Bibliographisches In- 
stitut, 1929. M.26. 

The study of culture in the forms of cul- 
ture history and cultural sociology is in full 
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swing; each succeeding issue of the 
learned journals bears increasing witness 
to this fact. Not only this; the study of 
culture by quantitative methods is similarly 
on the upturn. That this is a valuable 
trend, few would deny; certainly not the 
present reviewer. True it is, however, that 
certain inevitable limitations attend the use 
of the quantitative method, and that these 
limitations are frequently denied by the 
more enthusiastic statisticians. : 

The most obvious of limitations is the 
newness of the quantitative (or merely 
numerical?) emphasis. What are we to say 
about the value of culture history for an 
understanding of human nature? Here isa 
discipline that in the very nature of the 
case cannot proceed quantitatively. Even 
Middletown shows that. How much more 
is this apparent when we focus upon past 
cultures! Are we to disregard entirely the 
vast deposit of material couched in qualita- 
tive terms, or are we to make what use of it 
we can? The depth or shallowness of 
future American sociology depends on the 
answer. 

The volumes under review, of course, 
make no pretensions to quantitative 
method inasmuch as they deal with the 
theory of history and the culture history of 
Greece and Germany. 

Scheler’s Man and History is a reprint of 
an article which appeared in Die Neue 
Rundschau for November, 1926. It is an 
extremely short sketch of certain points 
which the author hoped to develop at 
greater length in his Phtlosophical Anthro- 
pology (he died in May, 1928, before he 
could complete the latter work), but is none 
the less important. 

The basic idea is the necessity of a history 
of man’s beliefs concerning his place in the 
cosmos, “a history of the ideal-typical 
forms in which he thought of himself and 
his place in the order of being,” as an indis- 
pensable prelude to any intellectual or 
cultural history. 

Scheler lists five of these forms: (1) man 
as sinner, as a constitutionally antisocial 
being, a conception which forms the basis of 
the “that’s human nature” arguments 
against coUperative endeavor; (2) man as a 
rational being distinct from the animal 
world by virtue of his participation in the 


Boox DEPARTMENT 


supersensual Reason; (8) man as a hand- 
minded animal whose central nervous sys- 
tem is different from other animals only in 
degree and not in kind—the homo faber of 
the naturalists; (4) man as “‘a species of 
predatory ape afflicted with megalomaniac 
delusions as a consequence of the over- 
development of ‘mind’” (Theodor Less- 
ing); and (5) man as the transitional stage 
to the Nietzschean superman, who alone 
gives meaning to history. 

All five of these forms still exert an influ- 
ence on modern scientific thought, as 
Scheler shows, although it must be said that 
the fourth and fifth are at present confined 
to Germany, if one excepts Spengler and 
Friedell, who have recently been published 
in English translation and who represent 
the fourth ideology. To the sober Ameri- 
can scholar all this sounds a bit wild, but 
the significant thing is that Germany, 
Switzerland, Italy, and Spain abound in 
responsible university professors who take 
“the shift in the historical consciousness” 
(a phrase used by the present German 
Minister of Education) quite seriously, and 
who seriously doubt the possibility of an 
objective history in the Rankean sense 
(wie es eigentlich gewesen). Surely the 
sociologist, the arch-objectivist, must sooner 
or later orient himself with reference to this 
new and surprising trend of thought. 

The works of many half-forgotten schol- 
ars are experiencing a revival as a conse- 
quence of this trend. Not least among 
them ‘is Burckhardt’s Cultural History of 
Greece, which for many years has received 
little attention because of certain supposed 
inadequacies in the sources used, in spite of 
the fact that it is admittedly the best total 
portrait of the Greek culture that has ever 
been written. Not only this, it contains 
the best treatment of the sociological 
processes leading to the breakup of the 
Greek world with which the reviewer is 
familiar; not even the more recent writers, 
Beloch, Curtius, Kaerst, and Meyer can 
compere with Burckhardt’s simple yet 
acute presentation. The present edition is 
cheap and excellently bound and printed. 
It deserves a wide sale. 

A work that does not have the plastic 
unity of the foregoing, but which is never- 
theless highly important to the sociologist 
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who really wishes to understand modern 
peoples as well as he thinks he understands 
the Arunta or Urok, is Steinhausen’s Cul- 
tural History of Germany. It is by far the 
best single-volume work to be had, and 
although the present (third) edition is 
highly compressed as compared with the 
1913 two-volume format, very little that is 
essential to the understanding of German 
culture has been omitted. Especially im- 
portant are Steinhausen’s chapters on “The 
Transitional Period” (transition between 
the Middle Ages and early modern times) 
and “The Secularization of German Cul- 
ture as a Result of Foreign Influences.” 
No cultural sociologist who looks beyond 
his own time and culture should neglect this 
book! 

It is to be hoped that the recent shatter- 
ing of the myth of social evolution will lead 
scholars to cease their undue attention to 
preliterates, these supposed representatives 
of earlier stages in our own social develop- 
ment, and will enable them to see Western 
culture in its proper perspective, undimmed 
by Australian analogies and Amerindian 
“prototypes.” 

Howard P. Becker 

University of Pennsylvania 


Lunpsure, GrorGE A., Bar, Reap, and 
ANDERSON, Nuts. Trends in American 
Sociology. Pp. xii, 443. New York: 
Harper and Brothers, 1929. 

` I did not ask to review this book. Al- 
though six of the ten authors were graduate 
students of mine, I think I can be impartial. 

Nine aspects of sociology—theory (by 

Bain), social psychology (by John F. 

Markey), cultural sociology (by Dorothy 

P. Gary), rural sociology (by C. C. Zim- 

merman), urban sociology (by Nels Ander- 

sou), educational sociology (by D. H. 

Kulp I), social work (by H. A. Phelps), 

applied sociology (by Read Bain and 

Joseph Cohen), and sociological method- 

ology (by Lundberg)—preceded by an 

introductory chapter on the history and 
prospects of the subject (by Jessie Bern- 
ard), are treated in monographs averaging 
forty-four pages in length. Some readers 
will probably ask why the sociology of reli- 
gion, human ecology, political sociology 
(not much known in this country), biologi- 
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cal sociology, and so forth, were omitted; 
but the editors’ introduction does not en- 
lighten us. The chapter on urban soci- 
ology, as treated, is, however, largely an 
exposition of the human ecology of the 
city. 

This attempt of a group of the younger 
sociologists to set forth “the domains and 
methods of sociology”’ is, I think, worthy of 
close reading. It is to be expected that the 
several chapters would be of unequal merit, 
and there appears to be a lack of unity in 
the mode of treatment. The chapters on 
the history, the theory of sociology, social 
psychology, cultural sociology, and educa- 
tional sociology are handled primarily his- 
torically and analytically, constructive 
summaries being placed at the ends. The 
chapters on rural and urban sociology ap- 
pear to be primarily pleas for the authors’ 
particular schools of sociology, however 
good these may be. The other remaining 
essays combine in different degrees the 
other two methods of treatment. The 
brevity of the treatments, of course, leaves 
much to be desired, but from the volume as 
a whole a pretty adequate conception of 
what is doing in current sociology in 
the United States can be obtained. The 
greatest single weakness is, perhaps, the 
fact now and then more or less painfully 
evident that some of the writers have not 
covered all of the important literature in 
their fields or have not penetrated to the 
depths of its import or detected its funda- 
mental defects and weaknesses. But, 
withal, it is unquestionably by far the best 
thing in sociology in the United States now 
in print. It is almost the only thing of any 
size and comprehensiveness. It argues 
well for the future of sociology in this coun- 
try that it should be a younger group that 
has thus taken stock—and that they should 
be so critical. It is to be regretted that the 
treatment (with the exception of the paper 
on history and prospects) should have 
dealt so exclusively with theories and so 
little with courses, departments, personali- 
ties, and the politics of the subject; for 
these are the body of sociology, if indeed 
theory be its soul. But, space and time are 


perhaps good alibis. 
L. L, BERNARD 
Washington University 
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SOROKIN, Prrirm, and ZIMMERMAN, CARLE 
C. Principles of Rural-Urban Sociology. 
Pp. xv, 652. New York: Henry Holt 
and Company, 1929. $4.50. 

Sorokin and Zimmerman’s Principles of 
Rural-Urban Sociology is not exactly the 
sort of book that the title would lead one to 
expect. It is primarily a compendium of 
information—chiefly statistical in character 
~—about rural and urban populations, with 
especial emphasis on the differences be- 
tween the two. We are informed in the 
authors’ preface that, comprehensive as it 
is, this volume is only a summary of a forth- 
coming three-volume Source Book in Rural 
Sociology which they have prepared in 
collaboration with Dr. C. J. Galpin, of the 
United States Department of Agriculture. 

In its general plan and method of treat- 
ment, this book is precisely what one would 
expect from authors who believe that statis- 
tical material and statistical procedures 
should be the chief reliance of social science. 
The data have apparently been collected 
with great industry and thoroughness, and 
they cover the entire globe as completely as 
is possible in the present stage of develop. 
ment of local and national practices of 
registration and publication of social and 
economic data. The data have, further- 
more, been subjected to painstaking critical 
examination, and to various procedures of 
analysis, correlation, and the like. When 
it comes to fundamental explanation, on 
the other hand, reliance is placed almost 
entirely on common knowledge and the 
methods of common sense. One feels that, 
while the material brought together in this 
volume will be invaluable to those under- 
taking research studies in the general field, 
it will be a very difficult book for teachers 
and students to use in ordinary college and 
university classes. More time than the 
usual university course affords would be 
required for even a moderately careful 
consideration of the mass of partially 
digested material contained in this book. 
¥f the statistics were supplemented by con- 
crete case histories and analyses, more light 
would be shed on the basic processes by 
which rural-urban differences and relations 
are created, maintained, and modified. 

Many of the generalizations formulated 
are so obvious to any moderately well-in- 
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formed person that one can scarcely see the 
necessity for the elaborate compilations of 
evidence by which they are supported. 
The text is marred by crudities of expres- 
sion, and there is some evidence of hasty 
proofreading. There are separate indexes 
for subjects and authors, but the subject 
index ig only moderately comprehensive. 
As a reference work, this will be a valuable 
addition to many libraries. 

Principles of Rural-Urban Soctology may 
be cited as convincing proof that there is an 
enormous body of material available for the 
study of rural life and the differences and 
relations of country and city. What is 
needed is reflective scrutiny of the ma- 
terials in their most concrete form, for the 
sake of establishing more penetrating in- 
sights into the natural processes in terms of 
which they can be understood. 

Fror» N. House 

University of Virginia 


Lesy, Wauter. Introduction to Contem- 
porary Civilization. Pp. xiii, 272, xix. 
New York: Alfred A. Knopf, 1929. 

Hawxezs, Ernest W., and Jouns, RaLPs L. 
Orientation for College Freshmen. Pp. 
viii, 810. New York: The Ronald Press 
Company, 1929. $3.00. 

The diversity of materials that may con- 
ceivably be regarded as essential for the 
equipment of “aspiring youth of the 
twentieth century” is well illustrated by 
these two recent additions to an already 
large list of so-called orientation textbooks. 

In a series of thirty brief chapters of per- 
tinent information, Dr. Libby exposes the 
freshman to a wide panorama of epitomized 
knowledge. He ‘does very successfully 
what he sets out to do, namely, to enable 
students upon entering college “to trans- 
cend the limitations of their special studies 
and to reach a point of vantage from which 
to survey not merely one phase of contem- 
porary life, but a wide range of its inter- 
related phases.” The first twelve chapters 
of the book deal with the development of 
various occupations, characteristic of mod- 
ern civilization; the last eighteen deal with 
“the imponderable elements of contem- 
porary civilization.” Some very fine chap- 
ters on democracy, nationalism and inter- 
nationalism, and the psychology of research, 
are found in this section of the book. The 


305 


evolutionary or developmental point of 
view can be traced throughout the work. 

Orientation for College Freshmen is a 
somewhat different type of textbook. 
The problem method is utilized. Sufficient 
materials are given to promote discussion 
with a view to help the student formulate an 
opinion. Tke book purposes to aid the 
entering freshman in his adjustment to two 
things: first, the problems relating to col- 
lege life and methods of study; secondly, 
orientation to life aims, or vocational selec- 
tion. This text should prove stimulating 
and practically helpful to the bewildered 
first-year man. A strong feature of both 
books is the appended list of exercises and 
references, which can be made to serve 
useful pedagogical ends. 

Rares P. HoLBEN 
Dartmouth College 


Donovan, Frances R. The Saleslady. 
Pp. xi, 237. Chicago: University of 
Chicago Press, 1929. $3.00. 

This book is a first-hand account of life as 
seen from behind the counters of our large 
department stores. In a sense, the term 
“saleslady” gives a wrong impression of the 
contents of the book; it really is a series of 
impressionistic jottings related to the rôle 
of women in department stores—buyers, 
supervisors, wrappers, personnel managers, 
customers, and managers’ wives. Indeed, 
if one were to concentrate on, the “daily 
observations” that dangle obtrusively on 
the end of each chapter, one might be 
tempted to call the book “Dorothy Dix in a 
Department Store”; or on the other hand, 
1f one were to focus on the sentimental 
aspects of some chapters, one could not be 
blamed for some such title as “Beatrice 
Fairfax and Love’s Young Dream.” 

The author has been a participant ob- 
server, as Park aptly notes in the preface, 
but a certain artificiality in her “participa- 
tion” has not been noted. She went to 
work as saleswoman with the definite inten- 
tion of writing a book about her experi- 
ences; she never really participated at all. 
One could demonstrate this fact by word- 
for-word quotation at many points; there 
was always the consciousness of not belong- 
ing, of being a reader of The New Republic 
and similar top-loftical journals, of being on 
the outside, looking in. There is a bit too 
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much effort at camaraderie, too much of the 
“us girls” note for it to be fully convincing. 
In short, the book is a hybrid—neither de- 
tached observation, nor a genuine record of 
emoticns personally experienced. Instead, 
we get the feeling that “it was all so inter- 
esting”; one is reminded of slumming 
parties surreptitiously indulged in with the 
object of demonstrating one’s broadminded- 
ness by later recounting retouched experi- 
ences to friends as incurably bourgeois as 
one’s self, Then, too, one can philosophize, 
as the following excerpt shows: “It would 
seem that the fate of the department store 
girl is like that of the rest of the world. 
She meets success or failure, good fortune or 
tragedy; in short, her fate is the common 
fate of all.” 

Now, in spite of all these shortcomings, 
the book is worth reading. The sociologist, 
in particular, can learn a great deal about 
the process of institutionalization that is 
so rapidly counteracting the individuating 
processes of the large city. The depart- 
ment store, as the author rightly points out, 
is one among the many city institutions that 
are becoming communities with rules, 
regulations, beliefs, and conventions which 
discipline and control their members. The 
section on “Songs of the Saleslady” is 
especially valuable from this point of view. 
Important, also, is the emphasis on the im- 
portance of gossip as an agent of social 
control; indeed, this is one of the best 
points of the book, and is buttressed by 
literally hundreds of concrete instances. 

In 1920, the same author produced a 
book called The Woman Who Wats, which, 
in the present reviewer’s estimation, had 
most of the virtues of The Saleslady and 
practically none of its defects. Let us hope 
that when another book by the same author 
appears that the older model will be fol- 
lowed, for it is worth following. 

Howard P. BECKER 

University of Pennsylvania 


Hourrocrk, Exmasera B. The Psychology 
of Dress: An Analysis of Fashion and Its 
Motive. Pp. viii, 244. New York: The 
Ronald Press Company, 1929. $3.50. 
With the exception of a short chapter on 

the origin of clothes, this book is concerned 

exclusively with the vagaries of fashion. 
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The analysis of the motives behind fashion 
is not very penetrating. We are told, for 
example, that “fashion is largely a manifes- 
tation of the herd instinct to follow the 
leaders.” On the descriptive side the book 
is much richer; it provides entertaining 
illustrations of styles, and traces many of 
them to their historical sources. Much of 
the material illustrates what Tarde called 
the law of the descent of imitation. There 
is a bibliography, but none of the state- 
ments in the body of the text is specifically 
documented, with the result that the book 
takes on a popular character. The profu- 
sion of concrete instances will give the stu- 
dent an indelible impression of the erratic 
course of fashion, but the teacher will need 
to deepen at many points the analysis of its 
origin, spread, and decay. 
Gorpon W. ALLPORT 
Dartmouth College 


Lynca, Dents T. An Epoch and a Man: 
Martin Van Buren and His Times. Pp. 
ix, 566. New York: Horace Liveright, 
1929. $5.00. 


In An Epoch and a Man, Denis Tilden 
Lynch has endeavored to give us a picture 
of the life and times of Martin Van Buren. 
The result is unsuccessful, not as a desecra- 
tion, but rather as a desiccation. Mr. 
Lynch has a positive talent for dilution, so 
that as I read these earnest, but tepid pages, 
it was only by an effort that I realized how 
colorful was the panorama he has tried to 
reconstruct. 

Pretty exciting stuff, the struggle be- 
tween Jackson and Biddle over the charter 
for the United States Bank, wasn’t it? 
Not atall! Just an argument between two 
clerks over some petty cash vouchers! 
How about the famous banquet at which 
Jackson proposed the toast, “The Union— 
it must be preserved!” and cast such panic 
into Nullification ranks? You are a man of 
the world; you know what these after- 
dinner speeches are! The rising tide of 
rancor over the whole slavery issue? 
Aren’t they always having arguments in 
Congress and getting themselves hot and 
bothered about something or other? The 
financial panic of 1887? Those were diffi- 
cult times, I guess; and lots of people must 
have found it pretty hard sledding. 
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With the possible exception of the story 
of the anti-Federalist riots at Baltimore in 
1812, the vigor and passion have been pa- 
tiently extracted from those vigorous and 
passionate times by a scholarship without 
imagination and a style without spice. 
Van Buren was not a great man, but his 
importance has been vastly underestimated. 
Accordingly, he needs more than a biog- 
rapher—he deserves an advocate. Mr. 
Lynch has ploddingly done his duty as the 
one; he has failed utterly as the other. 

ALPHONSE B. MLER 

Philadelphia 


Pui, Joan. Ethan Allen. Pp. xii, 381. 
Boston: Houghton Mifflin Company, 
1929. $5.00. 

The general reader remembers Ethan 
Allen in connection with his famous de- 
mand at Ticonderoga. Mr. Pell, who 
knows Vermont intimately, draws the por- 
trait full length, sympathetically, but 
without prejudice or overemphasis. He 
pares away tradition to its core of fact. 
He refuses to blind himself to the faults of 
this backwoods land owner and soldier. 

The book is written without footnotes, 
but Mr. Pell’s bibliography is extensive and 
he appends a chronology and a set of notes 
which run to thirty-six pages. 

Doveras L. Hunt 

Birmingham-Southern College 


Mosamr, WruuiumĮm E., et al. Electrical 
Utilities: The Crisis in Public Control. 
Pp. xx, 386. New York: Harper and 
Brothers, 1929. 84.00. 

Even a casual reading of this volume on 
Electric Utilities suggests the thought that 
the authors had a fairly definite, predeter- 
mined opinion favoring some form of public 
ownership for the electric utilities rather 
than private ownership and control by state 
public utility commissions. This opinion 
seems to be confined to the electric utilities 
and apparently does not include all utilities, 
for the telephone utility is cited as one that 
has stood “squarely for a policy of public 
service.” The inference, naturally, is that 
the electric utilities have not. 

To one familiar even to a limited extent 
with the real accomplishments of the elec- 
tric light and power industry, it seems evi- 
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dent that this book has been written from a 
viewpoint entirely outside the industry. 
This theory comes to light particularly in 
the chapter on the “Attitude of the Public 
Toward Control,” which is a one-sided re- 
view of the recent Federal Trade Commis- 
sion’s investigations into the publicity 
activities of a number of power companies. 

The first half of the book is devoted to a 
detailed description of the growth of the 
utility system, its method of control, and 
to somewhat heroic interpretations of the 
Supreme Court decisions which have guided 
the lower courts and the public service 
commissions in their decisions. It is found _ 
that these lower bodies have been guided, 
apparently in error, by the dicta of the 
decisions rether than by what the court 
actually did. 

Holding companies and interstate trans- 
mission of power are discussed at length and 
developed into factors which, taken all 
together, lead the authors to believe that a 
crisis in public control has been reached. 
The dispute in these chapters chiefly re- 
volves around the “prudent investment 
theory” as against “reproduction new, less 
depreciation” as a basis of rate-making, and 
the fear that holding companies have some- 
how introduced a circumvention of public 
control. 

The latter half of the book is devoted 
chiefly to a discussion of several means of 
public control, among which are control 
through state or nation-wide contracts, 
public competition, by a league of munici- 
palities, through a national planning com- 
mission, and finally through national 
ownership. ‘This latter would be accom- 
plished, according to the authors, by devel- 
opment of the present remaining municipal 
systems or by national purchase of all the 
light and power companies as they exist 
today. Even the authors are not overly 
enthusiastic about the practicability of any 
of these schemes. Unquestionably, they 
have leaned backward to throw the maxi- 
mum weight into their arguments. There- 
fore, if read with the appreciation that it 
presents only one side of the case, this book 
can be commended as one carefully pre- 
pared for such a specific purpose. 

Jonn A. DuwHurst 

New York City 
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Terworm, Lest B. The International 
Aspects of Electrical Communications 
in the Pacific Area. Pp. vi, 282. Balti- 
more: The Johns Hopkins Press, 1929. 
82.50. 

Dr. Tribolet’s monograph is a systematic 
and well-documented, and, on the whole, 
a useful discussion of the development and 
present status of the electrical communica- 
tions services in the Pacific area, with 
particular reference to the manner in which 
they affect and are affected by the political 
and commercial interests of the United 
States. 

The volume is timely, but it suffers from 
the disadvantage of having been written at 
the moment when the American communi- 
cations companies were most active in 
projects for the unification and extension of 
their services, and before the full scope of 
these plans had been developed. It is to 
be hoped that later printings of the volume 
may include a supplemental chapter on 
these new developments as described and 
forecasted by Mr. Owen Young in his 
recent testimony before the United States 
Senate Committee. 

The discussion would be improved by 
distinguishing more clearly between the 
vital and intense English interest in British 
Empire communications, and the much 
more moderate, and in no way abnormal, 
English interest in communications in 
general. as related to trade development. 
Certain omissions in the volume might also 
have been avoided if the writer had con- 
sulted more freely with responsible officers 
of the communications companies. As 4 
particular example, the management of the 
Commercial Pacific Cables is, and has been 
from the beginning, absolutely in American 
hands, regardless of foreign participation 
in the ownership, 


, , M. C. Rorry 
New York City 


PFEIFFER, ALEXANDER. New York Law of 
Real Estate Brokerage. Pp. xii, 140. 
New York: The Ronald Press Company, 
1929. 84.00. , 

Mr. Pfeiffer’s book on New York Law of 

Real Estate Brokerage, as the title suggests, 

deals with the New York law as developed 
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from adjudicated cases on real estate 
brokerage in the State of New York. 

This book, however, by reason of its 
excellent analysis and diction, and further, 
by reason of the many general and uniform 
principles concerning the law of agents and 
brokers, should be exceedingly helpful to 
brokers in other states in shaping the proper 
attitude and relation of the broker to the 
seller, to the buyer, and also to his fellow 
brokers. 

The volume will be very helpful and 
suggestive to instructors in our universities 
in presenting courses on the subject of real 
estate brokerage. Mr. Pfeiffer’s analysis 
of the subject may readily be followed with 
such modifications as the law of other states 
may require, 

S. Homme Sacra 

Temple University 


Hyrrs, Franx T, Federal Regulation of 
Ratlroad Construction and Abandonment 
under the Transportation Act of 1920. 
Pp. 82. Philadelphia: University of 
Pennsylvania Press, 1929. 

Sufficient time has elapsed since the 
passage of the Transportation Act of 1920 
to permit an analysis of the policies followed, 
and a survey of the results achieved, by the 
Interstate Commerce Commission in the 
exercise of some of the new powers con- 
ferred upon it by that statute. This 
doctoral dissertation by Mr. Hypps deals 
with what the Commission has done under 
the authority it received to regulate the 
construction and the abandonment of rail- 
way lines. 

The study discusses the legislative pro- 
visions upon which the Commission’s power 
is based, the form of procedure adopted by 
the Commission, the points of conflict 
between state and Federal authority, the 
considerations which have governed the 
Commission im granting or in withholding 
permission to build new lines or abandon 
old ones, and the actual results obtained in 
terms of mileage of railroad authorized and 
mileage abandoned. Mr. Hypps has ob- 
viously studied his problem carefully; he 
has organized his material well; and has 
for the most part presented it in a satis- 
factory manner. 

He believes that Federal control of rail- 
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road construction is highly desirable, and 
thinks that the new policy has already been 
of much benefit. One wonders, however, 
how his study of the virtually arbitrary 
control of economic enterprise by adminis- 
trative commission led him to make the 
statement that “railroad regulations in 
the United States have as their purpose the 
perpetuation of ideals and standards at- 
tained in the field of natural competition.” 

The bibliography, giving as it does only 
the initials of authors who invariably ap- 
pear by full name on the title pages of their 
books, failing to give the places of publica- 
tion of works named, omitting page refer- 
ences which plainly should have been given, 
and listing under “other sources” publica- 
tions lacking the most ordinary marks of 
identification, betrays a slovenliness of 
workmanship which in a doctoral disserta- 
tion is inexcusable. 

T. W. Van METRE 
Columbia University 


Henry, ARNOLD K. The Panama Canal 
and the Intercoastal Trade. Pp. 108. 
Philadelphia: University of Pennsylvania 
Press, 1929. 

Of the thirty million cargo tons (2,240 
pounds) of commercial traffic through the 
Panama Canal in 1928, ten million tons 
were in our intercoastal trade. Over one- 
half of this mtercoastal traffic is oil and 
lumber, moving from the Pacific to the 
Atlantic. The other half is about equally 
divided between East and West traffic in 
general commodities. 

The excess westward tonnage available 
creates serious problems. In spite of 
numerous conferences among intercoastal 
steamship companies, there has been keen 
rate competition for the low-cost westward 
traffic. This has deprived the railroads of 
any significant share in the coast-to-coast 
freight. One western road estimated that 
without increasing train miles or train 
crews it could in ten months have carried 
five hundred thousand additional tons 
west bound; another a million tons. 

The railroads are forbidden to own 
steamships to compete with water routes 
and, under the “long and short haul clause” 
of the Act to Regulate Commerce (1920), 
may not reduce transcontinental rail rates 
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to permit competition with ships. From 
five hundred reports received from traffic 
managers in nine Middle Western states 
and Pennsylvania, Dr. Henry presents re- 
vealing statistical material on the means of 
transport used to Pacific markets, giving 
their reascns for the selection. The usual 
deciding factor is the rate. With brevity 
and lucidity, he states the problem of both 
the railroads and the water carriers. 

A suggested basis for codrdinating these 
transport facilities has been to transfer 
supervision of the water routes from the 
Shipping Board to the Interstate Com- 
merce Commission. This Dr. Henry does 
not endorse, but he suggests four revisions 
of the laws affecting intercoastal carriers 
by water, the adoption of which would at 
once increase the profits and the security of 
the water carriers and give the railroads a 
fairer share of this traffic. 

C. B. Goanorn 

Philadelphia 


Waraest, Bensamin F. A Source Book of 
American Political Theory. Pp. xi, 644. 
New York: The Macmillan Company, 
1929. $3.75. 

This is a collection of the opinions about 
the state and government held by American 
parsons, politicians, judges, and scholars, 
from the days of John Cotton and Roger 
Williams to the more spacious days of 
Alfred E. Smith and Justice Holmes. The 
selections set forth ideas about government 
rather than theortes, since few of them 
present a well-rounded system of political 
philosophy. The chief value of the book 
lies in the fact that it conveniently brings 
together material which is inaccessible to 
all but a few who have the use of extensive 


libraries. + 
Lanz W. LANCASTER 
Wesleyan University 


FröanL, Ferg, and FavixneR, Haro U, 
Readings in the Economic and Social 
History of the United States. Pp. ix, 978. 
New York: Harper and Brothers, 1929. 
$3.75. 

The general organization of this large 
volume is a bit stereotyped, but the selec- 
tions are made with insight and are given 
continuity by introductory passages. The 
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book’s distinctive contribution in its field is 
its emphasis on contemporary economy. 
The automobile, for example, although not 
indexed, is discussed at length. One of the 
best sections is the final chapter of forty- 
two pages on economic imperialism. 
Wrrr Bowpan 
University of Pennsylvania 
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FOREWORD 


In September, 1928, Mr. Edward A. Filene suggested to Dr. L. S. Rowe, at 
that time President of the Academy, that a meeting be held to discuss the Second 
Industrial Revolution. It was Mr. Filene’s conviction that inevitable excesses 
would develop in the Second Industrial Revolution just as they had developed in 
the First but that many of them were preventable. He felt further that our 
knowledge of the excesses which grew out of the First Industrial Revolution would 
be of great value to us in applying preventive measures to the social problems of 
today, and would save us from being forced to devise curative measures after 
serious maladjustment had brought about acute distress. 

The speakers were all asked, not only to “describe” but also to “anticipate,” 
in discussing their individual topics. Countless facis were available—the book 
on Recent Economic Changes, for instance, had just been published—but little 
information was available as to what these facts signified—what the future might 
hold. Therefore, insofar as possible, the speakers whose addresses appear in this 
volume endeavored to interpret the facts, project them into the future, and point 
out certain probable trends which are likely to emerge. In some cases they tried 
to suggest definite measures to prevent excesses which would seem inevitable if 
we were to depend too much upon economic impulse unbalanced by social 
foresight. 

The contributors are authorities in their respective fields—economists, engi- 
neers, business men, educators, authors, statisticians, lawyers. ‘They represent a 
cross section of American constructive thought—capitalists, socialists, labor 
leaders, liberals, conservatives. Needless to say, no attempt was made to influ- 
ence the views of the speakers or to maintain any superficial consistency. Not 
only were very different points of view requested and presented in the discussion 
of specific problems, but it was evident that the underlying social philosophy of 
those discussing certain phases of the Second Industrial Revolution varied 
greatly from that of speakers dealing with other phases. 

It is the hope of the committee who arranged the program of this meeting that 
this volume may prove of very real value in furnishing useful preliminary data 
for all those who are concerned with guiding this Second Industrial Revolution 
into the proper channels and preventing any undue evils from growing out of it. 

Percy S. Brown. 


Social Self-Control 


By Henry S. Dennison, Sc.D. 
President, Dennison Manufacturing Company, Framingham, Massachusetts 


HERE are two words appearing in 

the titles of this Conference which 
have considerably troubled the con- 
sciences of some of our more careful 
social scientists. The word “new” 
they have sickened of seeing used to 
proclaim an era of emancipation from 
all economic laws, as it was so freely 
used during the stock market gambling 
spree which came to an end last Fall. 
The word “revolution” they must, as 
evolutionists, always suspect, and es- 
pecially when the word “second” is so 
joined with it as to give grounds for 
belief in some sort of special creation. 
I sympathize with them and if I had 
had any fears of the careless and super- 
ficial use of these words at this Confer- 
ence, I could not with honesty have 
joined the party. 

But, in the very first place the char- 
acter and the quality of the men who are 
to speak and the known tradition of the 
austere Academy under whose auspices 
they speak, forbade such fears. We 
all here know how truly that which is 
new is but an extension of the roots of 
the old, as the bole of a tree extends 
from its roots. We know that those 
economic causes which are fundamental 
are at work today and will be to- 
morrow. We know that there is no 
revolution so sharply defined that even 
the fall of the guillotine or the flight of 
the bullet into the heart of a Tsar can- 
not be regarded as merely one link of 
many thousands in an- unending chain 
of events. 

We know also that as truly as there is 
proper scientific occasion for regarding 
a tree as one whole, from its capillary 
rootlets to the edge of its highest leaf, 


so there is occasion for focusing atten- 
tion upon one segment which we with 
reasonable arbitrariness may decide to 
cut out from the whole. We know 
that the most venerable of economic 
laws finds itself at each new sunrise 
working in a context different in its 
arrangement and its relative emphases 
from any before. And finally we know 
that there are times when the speeds 
of change are so accelerated as to war- 
rant us in tentatively using the word 
“revolution,” fully recognizing as we 
do here that history may or may not 
accord it permanent validity. 


Tas Forurs BECKONS 


If all else fails to excuse us—if pure 
reason finds us guilty—we have for the 
purposes of this Conference a prag- 
matic sanction, for'we want here above 
all things to focus our attention upon 
the future; and especially upon those 
problems and possibilities of the future 
which are least like the past and for the 
facing of which, therefore, the most 
careful and yet imaginative re-working 
of past experience is necessary. Any 
field—if in fact there be any—in which 
the world is likely to carry on its “ busi- 
ness as usual” will, I suspect, concern 
us little here. What we desire is to 
make some contribution to the special 
knowledge we must have if we are to 
manage ourselves in any fields of hu- 
man activity better in the future than 
we have done in the past. 

One point I believe all of the speakers 
who follow are likely to agree upon. 
It is that we must manage ourselves if 
we are to gain on the past. No laissez 
faire, no unchanneled and unimpeded 
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course of nature, no invisible hand will 
do it for us. Unless there is a growing 
social control to meet the unquestioned 
growing social complexity, most of us 
must believe, I think, that we can ex- 
pect no happier fate for mankind; and 
many of us would risk the prediction of 
retrogression to ultimate catastrophe. 
To my own mind it is exactly to the 
varied forms which this social control 
must take that we can with greatest 
justification apply the word “new.” I 
grant, of course, that the oldest of old 
forms may be re-drafted to our uses 
and I insist that any degree of success 
demands that all possible knowledge be 
squeezed from past experience. Yet 
if ever the word invention has been 
justified in its use it is, I believe, social 


invention to which we now must look 
for our salvation; to such radical altera- 
tions in the arrangements of ancient 
psychological and social forces that in 
all common sense we shall be compelled 
to call them new. 

Looking over the past ten years it is 
almost impossible to escape the feeling 
that we now find ourselves in a period 
of growing social self-control. I hope 
I am indulging in no alarmist fears in 
offering an earnest prayer that this 
growth may be so speeded as to war- 
rant finally and beyond all question its 
being called a revolution; and that sci- 
entific and humane wisdom will so 
guide it that it may prove the most if 
not indeed the first truly beneficial 
revolution the world has known. 


The New Capitalism 


By Epvwarp A. FILENE 
President, William Filene Sons’ Company, Boston, Massachusetts 


LL human societies have been de- 
pendent upon some method of 
capitalizing economic enterprises. A 
group which was simply self-supporting 
but which consumed all its resources as 
it went along, not reserving any surplus 
for the continuation and the expansion 
of its economic processes, could not be 
called a human society. Capital, then, 
has always been an active principle in 
human affairs: and, under any con- 
ceivable system of human society— 
socialism or communism or what-have- 
you—it must always continue to be. 
The term “capitalism,” however, is 
generally applied to that period of 
economic evolution marked by the 
factory system of production and the 
general adoption of wage labor. 

Now, whether we are inclined to view 
that system through the eyes of Adam 
Smith or Karl Marx or John Stuart 
Mill, certain practices of this particular 
stage of capitalism must be obvious to 
all. The motivation of capitalists, 
then as now, was profits: and the course 
of those engaged in capitalist produc- 
tion was the course which seemed to 
promise the greatest total profits. 
The capitalists themselves might be 
good, bad or indifferent. They might 
be conscienceless exploiters or tender- 


hearted idealists. They might be 
earnest Christians—after business 
hours. Or they might even be social- 


ists—in theory. But it was generally 
recognized that they must run their 
businesses on business principles; and 
what were known as business principles 
conflicted strikingly with every humane 
sentiment. 


CHARACTERISTICS OF THE OLD 
“ CAPITALISM” 


The object of business, as everybody 
saw it, was to gain wealth for the busi- 
ness man. If one did not believe in 
accumulating wealth, he simply did not 
enter business. He entered a monas- 
tery and took vows of poverty. More- 
over, if it had not been possible to ac- 
cumulate wealth by business methods, 
there would have been no business. 
The majority of those who entered 
business might fail. Nevertheless, 
many succeeded, and there were al- 
ways, therefore, a sufficient number 
who were ready to take a chance. 
Human nature being what it was, the 
successful did not have to become a 
majority to insure the continuation of 
the conditions by which they had 
succeeded : for the vast majority every- 
where were quite willing to get rich, by 
the same methods, if they could. 

If human nature had not been what 
it was, there might have been an alto- 
gether different story. In that case, 
the world might have listened to Karl 
Marx and organized into a beautiful 
mutual aid society. Marx was a keen 
observer and a high-minded social 
philosopher, whereas the capitalists 
were so faulty in their observations 
that ninety per cent of them regularly 
failed, while the other ten per cent had 
no social philosophy whatever. 

The “capitalism” which they in- 
augurated was often called the ‘“‘capi- 
talistic system,” but there was very 
little system about it. The capitalists 
did not know what the socialists were 
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talking about when they spoke of a 
“capitalist class.” They had no class 
feeling, no sense of class solidarity. 
Each employer looked upon other 
employers as his competitors and his 
enemies. Each was out for his own 
pocket, and the way to get dollars into 
his own pocket, he supposed, was to 
take them out of some one else’s 
pocket or to see at least that they did 
not get into the pockets of the other 
fellow. Particularly, he was after the 
consumer’s dollar. He had things to 
sell, and if he could make a bargain 
with the consumer and get the best of 
the bargain, it was his idea of a good 
business deal. 

There were a few consumers who had 
lots of money, and these were the ones 
he gunned for most. They could pay 
high prices. They could buy the most 
expensive things. And, it was taken 
for granted everywhere that higher 
prices meant greater profits for the 
trader. 

When the capitalist bought things, he 
naturally sought the lowest possible 
market. Particularly when he bought 
labor. Wages, he understood, came out 
of profits. If he paid high wages he 
figured his profits would be eaten up, 
for some one who was not so generous 
would be able to undersell him in the 
market. 


He did not have to buy his labor - 


outright. He did not want to do that. 
He believed in “freedom.” Every 
man, as he saw it, had an equal oppor- 
tunity, and could hire out as a freeman 
to any one who might wish to buy his 
services. Conditions being what they 
were, however, these services could 
bring in the market just about enough 
to keep the man alive and working. 
Then, when there were no jobs to be 
found—well, the business man surely 
did not feel that he was responsible for 
everybody else’s hard luck. ‘Business 
is business,” he said. He must follow 


business principles. Then he might 
become rich, retire from business and 
become a philanthropist. He could 
give to the poor, and the Lord who 
had so wonderfully blessed his efforts 
seemed to have arranged things so that 
there were always a sufficient number 
of poor to receive his gifts. 


Tae OLD ORDER CHANGETH 


Now, that is not a true picture of 
capitalism as it exists today. We can 
to be sure, find something of this old 
capitalism present everywhere, even in 
modern America, and there are plenty 
of capitalists who do not yet know 
that the old rules are no longer valid. 
There are those who still think that 
wages come out of profits and who can- 
not see that it is good business to pay 
more for labor than they have to pay. 
It may even be that a majority of 
American employers are still clinging 
to these ancient concepts. Neverthe- 
less, a new capitalism has arrived. 

The principles of the new capitalism 
were most dramatically discovered and 
demonstrated within the automobile 
industry. In all our most successful 
industries, these principles are gaining 
headway: not, however, because some 
inspired crusader has converted our 
capitalists and brought them to re- 
nounce their selfish ambitions, nor 
because human nature in general has 
suddenly become less greedy than it 
was in the bad old days. The new 
principles are gaining headway because 
they are demonstrably more practical 
and more profitable than the assump- 
tions about which the old capitalism 
was organized. They are gaming 
headway because the new principles 
are in line with new realities, which 
experience with machine production 
has brought to light. 

This new capitalism is looking for 
profits as eagerly as the old capitalism 
ever did, but it is seeking those profits 
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by diametrically opposite means. In- 
, stead of making wages as low and prices 

as high as possible, it is making prices 

as low and wages as high as possible. 

The new capitalism makes its profits, 
among other strategies, by shortening 
the work-day of the workers, whereas 
the old capitalism desperately fought 
every movement to limit the hours of 
labor. 

The new capitalism is making profits 
through cultivating and extending the 
principles of coöperation. It demands, 
for its own prosperity, that its em- 
ployees and the buying public shall be 
prosperous. It even demands the 
prosperity of its competitors. 

There is a reason for all this, and as 
that reason becomes apparent, we may 
be certain that the new capitalism will 
utterly supplant the old. In fact, 
since the new capitalism is more profit- 
able than the old, we might expect the 
old to be abandoned, whether the 
principles of the new are understood or 
not. But, the case is not quite so sim- 
ple as that. Business thinking is not 
utterly independent of other thinking. 
What the business men of America see 
is bound to be affected by what the 
people of America see. If children are 
mistrained in their homes and mis- 
educated in their, schools, they may 
buckle down later to scientific research, 
but their old thinking is likely to 
inhibit them at every turn. Much 
new education, therefore, will be 
necessary before the new capitalism 
can be expected to achieve its destiny. 
It still has many obstacles to overcome. 


ORGANIZED LABOR SUPPORT 


Fortunately, the support of the labor 
unions has been gained. The original 
purpose of labor unions was to force 
high wages from employers who were 
not only opposed to them but who, it 
was supposed, were compelled by eco- 
nomic law to pay no more than they 


had to pay. If they had to pay more 
because the unions compelled them, 
they made up for the additional ex- 
pense, a3 they supposed, through 
raising pzices. Labor learned to its 
sorrow that wages raised in this manner 
were not raised at all, for all that it had 
gained was presently offset by the 
higher cost of living. The new labor 
unionism has come to see that higher 
wages, to be really higher, must be 
accompanied by such an increase in 
production and such economies in the 
great process of supplying human 
wants, that prices will not rise to meet 
the new wage level. The modern labor 
leader understands this because he has 
been compelled to study it, so the op- 
position to the new capitalism does not 
come from him. It comes from those 
who have not been compelled to study 
it. The up-to-date labor unionist 
knows that he can get much more 
through codperating with management 
to eliminate waste than he could ever 
hope to get by combining with other 
workers, on a class struggle basis, to 
take a larger share of profits from their 
employers. 

Organized labor, to be sure, is on its 
guard. It has aright to be. There is 
no reason why it should throw down its 
defenses, which it built up so painfully 
and at such great cost, in order to pro- 
tect labor from the inhuman conditions 
to which the old capitalism inevitably 
consigned it. It is true that the new 
capitalism is here, but it is still mixed 
up with a lot of old capitalist thinking 
and until business in general becomes 
consciously organized to raise wages, 
reduce hours and eliminate unemploy- 
ment, it will need constantly, for its 
own progress, the corrective influence of 
the labor unions. 

The real opposition to the new capi- 
talism, mcreover, does not come from 
its most severe critics. It has critics 
aplenty but, like the critics of the 
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weather, they do not seem able to 
organize a very formidable opposition. 


Tue SPIRITUALIST Crrric 


There is the Jeremiah charus, for 
instance, which is forever lamenting 
the passing of the “simple life.” Its 
members chant endlessly about the 
spiritual values which appealed to man 
before the advent of this dreary ma- 
chine age. They speak of the skill 
which he has lost, of the songs he no 
longer sings, of the child-like faith in 
which he once lived and died. And all 
that man has in exchange for them, say 
the Jeremiahs, is a handful of machine- 
made toys. 

What shall it profit a man, they 
drone, if he gain the whole world and 
lose his soul? He has gained an auto- 
mobile, they say, and has lost the 
reverence with which he once tramped 
through his native hills. He has gained 
a new steam or hot-water system and 
has lost the thrill of the fireside. He 
has gained a lot of jazz concerts over 
the radio and has lost all contact with 
his neighbors. He has gained his 
bathroom and his modern plumbing 
but has lost his one-time relation to his 
wife and children, who no longer recog- 
nize him as the head of the household, 
who are no longer satisfied with his 
company nor with the simple comforts 
which their household could provide, 
but who are sticking around, neverthe- 
less, like ever present strangers, and 
forever nagging him into buying more 
and more things which he cannot 
afford and from which nobody seems to 
derive any solid satisfaction. 

In the meantime, they intimate, 
beauty is taking flight from earth. 
Everything is being manufactured by 
machinery now and the arts of the 
world are being lost. The humble 
worker no longer puts his soul into his 
labors. The creative joy which went 
with handicraft is gone. The differ- 


ence now between one machine opera- 
tor and another is just a difference of 
what motions are required to run the 
different machines, all of which are 
turning out a product in which the 
operators have and can have no possi- 
ble human interest, and which pgople 
eventually buy, not because they want 
them, but because “keeping up with 
the Joneses” has now become man’s 


dominant ideal. 
Then there is Rome. They never 
forget Rome. Rome, they say, was | 


weakened by luxury and fell. There- 
fore, the machine civilization, which is 
producing luxuries for the masses on a 
scale which the wildest utopian was 
never able to dream of before, must 
fall. 

But that can hardly be called opposi- 
tion. It is like opposing the sunrise 
because the beautiful bats have flown. 
It is like opposing the development of 
language and literature because it 
encroaches so much upon one’s baby 
talk. It is like arraying ourselves 
stalwartly against the idea of our 
children’s growing up. Why should 
they give up the glories of childhood to 
become mere novelists and poets and 
shopkeepers and engineers? This op- 
position will not do any particular 
harm, except to the members of the 
opposition. It will not stop the sun 
from rising. It will not interfere with 
the advance of science, and it will not 
keep our children from growing up. 
For the peace of mind, however, of 
those who have been giving themselves 
over to such reflections, it might be 
well to note that their observations are 
entirely without foundation in fact and 
are the results solely of their own 
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Mass production is not making an 
ugly world. Mass production is not 
turning men into robots, and it is not 
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standardizing human life. Mass pro- 
duction, furthermore, is not fastening 
the attention of humanity upon ma- 
terial things. Every claim that it is 
doing so is not only false but demon- 
strably false. It can be proven that 
mass prodùction is not only producing 
a beautiful world but is liberating the 
masses to appreciate that beauty. 
Mass production is liberating the 
masses also from the sordid struggle 
for existence and from the standardiza- 
tion which mass poverty has always 
imposed upon human life. It is awak- 
ening the world to the need of a new 
education, a new culture and a new un- 
derstanding of human relations and the 
human responsibilities which are im- 
plicit in them. 

I grant that old forms and old ideals 
are breaking down. If we are to take 
the art and the culture of any previous 
society as a standard and consider any 
deviation from that standard as de- 
terioration, we must of course reach 
the conclusion that the machine civil- 
ization constitutes a menace to human 
lfe. But the very acceptance of any 
such standard is the very negation of 
art and culture. For art, to be a force 
in human life, must be alive. It must 
be striving for something which has 
not yet been attained. Greek art was 
beautiful because it was the expression 
of a living Greece. Had the Greeks 
contented themselves with the copying 
of ancient and accepted forms, they 
might have developed extraordinary 
technique but they could not have 
become the inspiration to the ages 
which they did. Modern German 
experts have tried to copy the great 
medieval Madonnas, and have pro- 
duced, technically considered, some 
most extraordinary results. But they 
have not produced any medieval 
Madonnas. It required something 
more than technique; it required a 
medieval belief in the Madonna, to do 


that. Our machine age, apparently, 
cannot reproduce this specific enthusi- 
asm and therefore cannot equal the 
Middle Ages in the production of this 
specific form of art. The Middle 
Ages, on the other hand, would have 
produced no old masters, if, instead of 
trying to put its own living soul upon 
the canvas, it had tried to copy some 
art form of the past. 

I shall not attempt to speculate 
concerning the arts which are emerging 
now. I refer to them only because 
they cannot be separated from the 
human life which is emerging, and that 
life cannot be understood unless it is 
analyzed from the standpoint of the 
changing human relations due to the 
new era of scientific mass production 
and distribution. If we can under- 
stand why the new capitalism is acting 
as it is, we may get some idea of what 
is happening to human life. On the 
other hand, if we do not grasp the 
principles underlying the new capital- 
ism, events can have little meaning to 
us, and one man’s guess about them 
must be considered as good as an- 
other’s. 

But there is no miracle in what is 
happening today. It is all perfectly 
simple and understandable, thanks to 
the advent of the scientific method of 
inquiry. Even Big Business, that 
amazing phenomenon of the modern 
world, is not the creation of big business 
geniuses. There are no half-gods di- 
recting our affairs today. There are 
not even any supermen. There is just 
a body of scientific research upon which 
business men have been operating, 
because it paid them better to operate 


, along the line of fact finding than to 


stay in the rut of traditional thinking. 

Under the old capitalism, wealth was 
envisaged as something to be taken 
away from some one else. A few peo- 
ple here and there had a great deal of 
wealth. Every capitalist, every busi- 


8 Tar ANNALS OF THE ÀMERICAN ACADEMY 


ness man, wanted to get it away from 
them if he could. They were, as he 
saw it, the important consumers. If 
he could make things which they 
wanted, he could get a big price for 
them, and the goal of every business 
man’s ambition was to cater to an ex- 
ceptionally wealthy clientele. If one 
could drum up such a trade, he did not 
have to think so much about what his 
products cost. Whatever they cost, 
he could add a profit to them and sell 
to the rich on a cost-plus basis. He 
could say that he was going in for qual- 
ity, not quantity, and thus fletter the 
rich into paying the exorbitant price. 

All business, to be sure, could not 
operate on this principle. Thare were 
not enough wealthy customers to go 
around. Some had to prodice and 
sell things to less wealthy 2nes in- 
stead, and that meant that they had to 
pay more attention to price They 
had to introduce economies in produc- 
tion and if the economies which they 
introduced were real econom:es, they 
secured such a wide sale for their 
lower-priced articles that the} became 
more prosperous than their competitors 
who were not paying so much attention 
to price. 

It may seem strange that capitalism 
should have gone on for a century or 
more without discovering the funda- 
mental lesson here involved. It is not 
so strange, however, when we remem- 
ber that practically all our thirking had 
been handed down to us from another 
period and that, although scientific 
research was developing new machin- 
ery, we got our ideas of right and 
wrong, of success and failure, and of 
human relations generally, not from 
scientists, but from parents and ped- 
ants and priests. 


ADVANTAGES OF Mass PRODUCTION 


Eventually, however, it did become 
apparent that there were greater total 


profits to be had in selling great quan- 
tities of things to great masses of people 
than in selling a few things to the rich- 
est people. All the implications of this 
discovery, of course, were not grasped. 
If they had been, business would have 
transformed itself immediftely, into a 
conscious agency of service, and the 
very idea of becoming wealthy through 
exploiting others would have been 
abandoned. Wars, then, would have 
become improbable, and it would not 
have required a world war to start 
business on a sane and scientific course. 

It was Henry Ford who most dra- 
matically demonstrated the new princi- 
ple. He demonstrated, not only that 
the greatest total profits can be secured 
through setting prices as low as possi- 
ble, but that, if the masses are to be- 
come adequate buyers, they must be 
endowed with adequate buying power. 
In other words, high wages pay. Wages 
do not come out of profits, If the 
masses are idle, no wealth can be pro- 
duced, but if they are working and do 
not have adequate purchasing power, 
the situation may. be almost as bad, for 
there will be so small a market for 
what is produced that industries must 
at best run in low gear and there will be 
little chance of any one’s making 
profits. i 

There is another way, however, by 
which business is becoming converted 
to the low-price, high-wage principle. 
So long as business men could simply 
see that high wages were good for busi- 
ness in general, they were not likely to 
adopt them, for no business man was 
running business in general. Each 
was running a specific business, and 
each might hope to sell his products to 
highly paid workers in other industries, 
while not highly paying his own. He 
might thus lose a few customers among 
his own employees, but more than 
make up for it by his savings'on his 
smaller wages. That is the way he 
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often looked at it, but it did not work. 
Higher wages depend on higher pro- 
duction per man and necessitate more 
economical production, better manage- 
ment and the scientific elimination of 
waste. It is from this scientific elimi- 
nation of*waste that the really great 
profits have come. 

The new capitalism, it may be posi- 
tively stated makes low’ prices and 
high wages sure. We do not have to 
wait for any change in human nature 
to guarantee this boon. Poor, weak, 
selfish employers will guarantee it. 
Their very weakness, their very thirst 
for profits, will guarantee it. Profits, 
they have now learned, come from 
following scientific methods, and from 
exalting facts above opinions and 
traditional assumptions in deciding 
business affairs. What the socialists 
dreamed of, the new capitalism has 
made a reality but not by their meth- 
ods. It is true, to be sure, that the 
new capitalism has not yet assumed 
jurisdiction over more than twenty per 
cent of our industrial life, and we 
cannot afford to wait inactively while 
the eighty per cent wakes up to what is 
wrong with it and reorganizes on a 
new capitalist basis. That is taking 
too great a chance. The distracted 
eighty per cent might meanwhile 
indulge in all sorts of desperate experi- 
ments, particularly in legislation and 
politics, which would interfere with the 
continuance of sane productive meth- 
ods. Just now, for instance, there are 
movements in many of our legislatures 
to tax the chain stores out of existence 
although, if these movements could 
succeed, they would immensely com- 
plicate the problem which they pre- 
sumed to solve. 


Dancers or Economic IGNORANCE 


If economic enlightenment does not 
keep pace with economic progress, 
there is even grave danger of war, for 


war is the traditional way out of 
economic prostration. It does not re- 
sult from human badness, but from 
human blindness—from a failure to 
understand that a nation can no longer 
hope to achieve prosperity at the ex- 
pense of some other nation. I believe 
with all my heart in peace treaties. 
I am hoping, as I know we all are 
hoping, for success in the movement 
for disarmament. I did what I could 
for years to advance the idea of the 
League of Nations and the World 
Court. But I cannot be blind to the 
fact that all these movements must fail 
unless it becomes understood by the 
business minds of the world that the 
way to prosperity for any business or 
for any national group is the way which 
will bring prosperity to all other legiti- 
mate businesses and to all other na- 
tional groups. 

When the new capitalism is thor- 
oughly urderstood, war for the first 
time in human history will become 
really improbable. It will become im- 
probable because maximum service to 
everybody, at home and abroad, will 
have become recognized as the surest 
road to the greatest success and to the 
greatest profits. In the meantime, it is 
comforting to reflect that these mass 
production methods do not depend 
upon propaganda for their adoption. 
They already dominate the market. 
Human selfishness and the ever present 
desire for greater total profits will lead 
to their adoption. 

The new capitalism has revealed the 
consumer’s dollar in an altogether new . 
light. The old capitalism saw that 
dollar as & symbol of existing wealth. 
The new capitalism sees it as a symbol 
of the wealth that i$ ever becoming. 
The consumer’s dollar is not static. 
It expands with every improved 
method of production and distribution. 
What is good for the consumer’s dollar 
is good for business and what is bad: 
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for the consumer’s dollar is bad for 
business. Higher wages make that 
dollar larger directly and indirectly, 
directly by creating more large scale 
consumers, and indirectly by compel- 
ling better management and eliminat- 
ing more waste. 

If the consumer’s dollar is to func- 
tion at its best, however, something 
more than low prices and high wages 
will be necessary. It will be necessary 
for the consumer to want more things. 
If the masses are working sixteen hours 
a day, they will not become great cus- 
tomers; for they will be sleeping the 
other eight hours, and people do not 
buy much while they are asleep. If 
they are to buy automobiles, they must 
have time in which to drive around. 
If they are to buy radio sets, they must 
have time to listen in. If they are to 
buy anything much beyond mere food 
and shelter and enough clothing to 
keep them comfortable, they must have 
leisure, and the new capitalism insists 
upon passing leisure around. That is 
the meaning of the eight-hour day and 
of the five-day week, and of the pro- 
gressively shorter hours in our scien- 
tifically managed plants. It is also the 
cause of the awakening of great masses 
of Americans today to a demand not 
merely for serviceable but for beautiful 
things. It is why Model T had to 
give way to Model A. It is why some 
American cities are now taking on new 
beauty and why so many of our sub- 
urbs, instead of being given over to 
row after row of drab, cracker-box 
habitations, are being laid out by ex- 
perts in architecture and in landscape 
artistry for the benefit of people with 
very moderate means. 

It is true that-the masses have not 
yet learned how to enjoy their leisure 
in ways which appeal most strongly, 
always, to critics and dilettanti. But 
we need not worry about that. No 
leisure class of history ever began its 


career with a high degree of culture. 
Arts and culture have developed out of 
leisure. There could even be no great 
literature until some people were lifted 
above the struggle for existehce and 
given an opportunity to develop literary 
forms. For the first time in human 
history leisure plus luxury is happening 
to the masses and, for the first time in 
human history, mass culture is in sight. 

That people will generally choose to 
be like other people in this new civiliza- 
tion is not to be supposed. For the 
first time in history, in fact, the compul- 
sion to become like others is being with- 
drawn. By standardizing production 
and distribution, our capacity for 
wealth production is being multiplied 
and the new freedom which this wealth 
is bringing us is permitting us to spend 
our time and money according to our 
individual ideas. 


IDEAL oF SERVICE 


Just what the new civilization will 
be like is, of course, still in the realm of 
speculation. But of one or two prin- 
ciples we may be sure. Man’s morals, 
man’s religion and man’s sentiments 
toward his fellowman have always 
been affected largely by his economic 
status. When he depended for his 
living upon the institution of the family 
he developed family virtues and a 
family religion, although his relation to 
other families might be that of a 
brigand and marauder. When trade 
brought these different families into 
economic groups, new morals and new 
religious concepts became necessary, 
and when the expansion of trade made 
nations necessary, there had to be a 
corresponding expansion of the moral 
and religious life. Patriotism then be- 
came a dominant religion, and although 
the accepted creed was a creed of uni- 
versal brotherhood, a nation’s warriors 
were always its accepted heroes and 
greatness was traditionally measured 
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in terms of ability to inflict one’s rule 
upon another land. Only with mod- 
ern, scientific, mass production is it be- 
coming obvious that business must 
leave no one out of its benefactions, if it 
is to have customers with real buying 


power in all the markets of the world 
for its national surpluses. Only in this 
second industrial revolution are we able 
to see clea-ly that the man or nation 
who would be great among us must be 
the servant of all. 


, 


The New Capitalism and the Socialist 
By Harry W. Lamer, Ph.D. 


Executive Director, League for Industrial Democracy, New York City 


N what does the new capitalism con- 
sist? What is its significance from 
the standpoint of social progress? 
Those are questions which have been 


puzzling some of us for several years ` 


past and which some have been unable 
to answer with any complete satis- 
faction. 

In the first place, I doubt that there 
is quite so much that is new in the new 
capitalism as many seem to assume. 
The tempo of industrial changes has 
been considerably faster in the post- 
war years than in former decades, but 
the direction of these changés is not 
materially different. 

Perhaps the most striking develop- 
ments of the new capitalism have been 
the changes in the structure of indus- 
try. Of these changes the growing 


separation between ownership and _ 


control is of great importance. The 
older capitalist was usually the owner, 
promoter and superintendent of an 
industry. An argument for private 
ownership frequently advanced in the 
old days was that unless the executive 
was spurred on by the incentive that 
comes from ownership he would lack 
sadly in initiative and enterprise. 
Socialism, it was said, would fail to 
give the “captain of industry” a large 
enough stake in the ownership of a 
concern, and could thus not be de- 
pended upon to encourage maximum 
efficiency. 

In the large corporations, this situa- 
tion’ has, to a considerable extent, 
changed. There are today thousands 
of executives who have little or no 
share in the actual ownership of the 


iz 


e 


corporations for which they work, and 
to whom salary and the satisfaction in 
doing a good administrative job are 
the primary industrial incentives. On 
the other hand, the vast majority of 
the stockholders know little or nothing 
about the conduct of the business, and 
confine their activities to the purchase 
and the sale of stocks, the signing of 
proxies and the drawing of dividends. 

After describing the indifference of 
the average school teacher owning five 
shares of stock in a corporation, to the 
problems of management, Owen D. 
Young, in a recent article in the Re- 
view of Reviews, March, 1929, has the 
following to say regarding the attitude 
of the large investor: 

Suppose you go to a large investor and 
say that he owns a very large block of 
shares in the General Electric Company 
and is in a position to exercise great in- 
fluence, and you hold him responsible for 
the moral conduct of its business. What 
will his answer be? 

He will say: “My bankers have advised 
me that it is a very sound business. We 
have held that stock in our family for many 
years. It has always paid us dividends and 
shown us increasing value in principal. I 
look at the financial statements. I do not 
even know that my household buys General 
Electric products. I never thought to 
look. Obviously, I assume ng responsi- 
bility for its moral conduct. In fact, I 
would not know, in those complicated 
transactions, whether a given policy was 
wise or not. Clouded as the issues are, I 
could not know whether a course of action 
was right or wrong.” 

The point is that in your modern busi- 
ness organization of large size we have . 
completely divorced ownership from re- 
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sponsibility. Now ownership has little or 
no relation to the conduct of the business. 


The chasm between the absentee 
owner and the salaried manager is thus 
becoming ever wider. This change 
places the upholders of the status quo 
on the defensive in proving that so- 
ciety should continue to support, 
through profit, rent and interest, a 
class that is becoming increasingly 
functionless in the industrial process. 
An increasing number of economists 
are following Tawney in his Acquisi- 
tive Society in questioning the relation- 
ship between the contributions of the 
growing number of absentee owners 
and the rewards which they are exact- 
ing from society. 


Naw [INCENTIVES FOR THH 
EXECUTIVE 


This development, at the same time, 
is compelling the great corporations 
to emphasize among their executives 
other incentives besides that of owner- 
ship. President Walter S. Gifford of 
the American Telephone and Tele- 
graph Company, in which ownership 
is so diffused that no one owns more 
than one per cent of the stock, recently 
maintained that the different character 
of the stock ownership found in 
large modern corporations was greatly 
changing the incentives of manage- 
ment. He declared: 


From the incentives of personal profit, 
the change is to me of pride in the job and 
the satisfaction of rendering a public serv- 
ice. . More and more I encounter 
men ‘of the highest ability who regard busi- 
ness not as a means to acquire personal 
wealth, but as a fascinating profession and 
as an opportunity for accomplishment. 
‘They do not seek more money from it than 
enough to give them comfortably only 
those things really worth having that 
money can buy—freedom from financial 
worry, security for their families, books, 
ert and travel. But they do want an out- 
i is 


let for their energies, exercise for their 
brains, and above all they genuinely want 
to be useful. . . . Business is becoming a 
profession. 

New incentives to effort are in force. I 
know it is popular to smile at the notion 
that, the ideal of service, of a job well done, 
is an adequate substitute for mere acquisi- 
tiveness, but it is becoming daily more 
evident that this is really so. Today, with- 
out the possession of great sums of money 
one may live well, and it is increasingly 
questioned whether great fortunes are a 
real help to happiness, 

President Sloan of the General 
Motors is striving to give his executives 
a definite financial interest in the suc- 
cess of the business as a whole, and a 
good many other corporations, through 
bonus and other devices, are following 
suit. It is altogether likely that the 
great modern corporation must depend 
increasingly on non-profit incentives 
for maximum efficiency among their 
administrative officers, the same kind 
of incentives that must be depended on 
under a codperative system of industry. 

There is, of course, this difference 
between private and public ownership: 
under private ownership managers are 
under constant pressure to produce 
as large a profit as possible for the 
stockholders of their respective con- 
cerns, even though none of that profit 
goes directly into their own pockets, 
and they are adjudged successful or 
unsuccessful im proportion to the 
growth of these profits. Under public 
ownership the main criterion of success 
is service to the community at the 
lowest possible cost. As Professor 
Veblen also brings out, in his Engineers 
and the Price System, modern adminis- 
trators and technicians find their effi- 
cient functioning frequently sabotaged 
by financial interests intent on manipu- 
lating business with a view to large 
speculative gains. 

The attack of the executive on the 
problems of industry in our large stand- 
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ardized corporations is also different 
from that of the captain of industry of 
years ago. Of necessity he must de- 
pend less upon his intuition, upon his 
“hunch,” more upon data supplied him 
by research and statistical staffs. 
President Gifford declares: 


Decisions can generally be made with de- 
liberation in a modern business enterprise. 
Few unforeseen emergencies demanding 
hasty judgments arise in the management 
of big, stable, modern corporations. Ad- 
ministrative problems: are foreseen in 
advance; they are studied with care“ and 
with a knowledge of facts; expert ad- 
vice is sought upon every aspect of them. 
The decisions arrived at do not need to be 
spectacular. ... The old time business 
ideals are disappearmg. “Playing the 
hunch,” “taking a chance,” “trusting to 
luck,” have no place in the modern corpora- 
tion’s vocabulary. They belong to the 
pioneer days when the elements of luck and 
speculation were often the main factors, 
. . . Corporation executives do very little 
guessing about the factors of their prob- 
lems; they collect all available current in- 
formation and experience, and then employ 
skilled men to digest it and project their 

“ knowledge upon the future. Decisions are 
made upon common sense deductions from 
these probabilities. 


We do not need to agree wholly with 
the observations of President Gifford 
regarding the revolution that has oc- 
curred in modern business—and I take 
certain exception to the picture drawn, 
as I indicate later—to conclude that 
the average executive in the modern 
large corporation differs considerably 
from the business man of the past and 
that many administrators are depend- 
ing on the same essential incentives for 
their best work as would be brought 
into play under a socialistic order. 


Tus Community AS Investor 
Nor is it as difficult now as in the 
past to imagine the municipality, 
state, nation and voluntary coöpera- 


tive societies performing the functions 
of saving and investing which are now 
being performed by the individual 
capitalist. In fact, with thousands of 
statisticians at its command, with a 
comprehensive knowledge of the trends 
in industry, with an ability to eodrdi- 
nate investment in various industries 
and to develop a happy balance be- 
tween the investment of capital in new 
productive equipment and the enlarge- 
ment of the consumption power of the 
masses, the community would be in a po- 
sition to perform the function of invest- 
ment much more scientifically and much 
more economically than it is now being 
performed by the vast army of individ- 
ual investors, assisted though these in- 
vestors might be by the modern invest- 
ment counsellors, investment trusts and 
other financial institutions. 

In the old days, accumulation of 
capital depended primarily on the 
efforts of individuals. Today it is the 
increasing practice of the modern 
corporation to keep aside from surplus 
a very considerable sum for improve- 
ment and expansion of the industry, 
instead of paying out in dividends the 
entire surplus and then raising new 
money for improvements entirely from 
the issuance of bonds or stocks. Cor- 
porate saving is to a considerable ex- 
tent taking the place of individual sav- 
ing. Upon the transfer of ownership 
from private to public, it is extremely ` 
likely that this form of saving would 
be continued and expanded. ‘Thus the 
problem of saving under socialism with 
a view to the expansion of industry 
would be less of a problem than the 
older economists seemed to fear. 


CONCENTRATION OF CONTROL 


The separation of ownership and 
management which is increasingly 
characteristic of the new capitalism has 
been accompanied by an increased con- 
centration of industrial control through 
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the development of mergers, holding 
corporations, investment trusts and 
voting trusts, by the purchase of indus- 
trial stocks by great financial houses, 
by the growth of the vertical, horizontal 
and circular trusts, by the issuance of 
non-voting “preferred and common 
stocks, as well as by the diffusion of 
stock ownership among large numbers 
of the population. When a compara- 
tively few owners possess large blocks 
of stock in a corporation, they usually 
take a keen interest in its affairs and 
hold a check upon the management. 
When, as in the case of the American 
Telephone and Telegraph Company, 
no one owns more than one per cent of 
the stock, control is concentrated in the 
hands of the small group of officers who 
hold the proxies. In fact, control is 
often concentrated in proportion as 
ownership is diffused. 

“The prime fact confronting us as a 
nation,” declares Professor William Z. 
Ripley, “is the progressive diffusion of 
ownership on the one hand and of the 
ever-increasing concentration of man- 
agerial power on the other.” Professor 
Ripley has given example after ex- 
ample of the manner in which the non- 
voting stock has been used by inside 
manipulators to exercise power over 
vast properties. The financial struc- 
ture set up by Dillon, Read at the time 
of the purchase of Dodge Brothers is 
a classic illustration. 

The pyramiding of industrial control 
by our holding corporations is clearly 
shown in our public utilities, particu- 
larly in our electrical industry. The 
Federal Trade Commission maintains 
that the possession of a million dollars 
worth of stock in the holding company 
at the top of the pyramid in at least one 
electrical combination may mean a 
control of some hundreds of millions of 
dollars worth of stock in the operating 
companies at the base of the pyramid. 

Our new capitalism means the divid- 


~ the cry of “smash the trust.” 


ing of many important industries 
among a very few great corporate units. 
Two corporations now own about a half 
of the iron ore in the United States. 
Four corporations control a majority of 
the copper. Eight corporations dom- 
inate over eighty per cent of the an- 
thracite field. One great corporate 
system controls over three fourths of 
the telephone service in the United 
States. Another corporation controls 
a major part of the telegraph service. 
Five or six corporations control more 
than half of the electricity generated 
in the United States. In steel, in oil, 
in many other industries, great con- 
centration of industrial control exists. 
The merger movement in banking has 
gone forward at a breathless speed 
during the last few years and the con- 
trol, direct and indirect, of the great 
banking houses over the financial des- 
tinies of our industries would make 
illuminating reading. Our trade asso- 
ciations are assisting in the general 
movement of eliminating so-called free 
competition. We have long since 
broken away from the old moorings of 
“rugged individualism,” and are drift- 
ing toward the sea of complete or semi- 
monopoly. Where competition is still 
maintained, it is in many instances a 
very different kind of competition from 
that in the past. 


Tum Roan To SOCIALIZATION 


In the good old days of the past, the 
social reformer, seeing this drift, raised 
The ob- 
jection was raised to this cry that it was 
“hard to unscramble scrambled eggs.” 
Some of these scrambled eggs were for 
a while unscrambled, but the modern 
critic of things-as-they-are no longer 
hopes to restore free competition. He 
is looking more and more toward some 
form of social control as the way out. 
He is either demanding regulation 
where no regulation exists or more 
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effective regulation where regulation 
has already been tried. As in the case 
of increasing thousands, he is coming to 
the conclusion that effective regulation 
is impossible without the creation of a 
vast, costly, state and national regula- 
tory bureaucracy; that that bureaucracy 
gives rise to other serious problems 
and that the only adequate solution 
of the problem of the combine is an 
advance to public ownership. Of 
course’in changing from a private to a 
social basis, it is easier to transfer to 
public ownership a few great corpora- 
tions dominating most of the field in a 
particular industry than it is to social- 
ize a large number of isolated units. 
From this point of view, the new capi- 


talism, socialists declare, is preparing’ 


` the way for some form of socialization. 

The new capitalism is also developing 
certain novel -kinds of industrial rela- 
tionships, as that between the various 
units of the General Motors, relation- 
ships which render it possible to bring 
under one unified control a vast indus- 
trial empire. Under the new capital- 
ism, likewise, public industry is 
assuming various newer forms, forms 
assumed by our governmental corpora- 
tions, our Port Authority in New York 
and New Jersey, and the Hydro-Elec- 
tric Power Commission of Ontario, 
which enters into partnership with 
some 600 municipalities in the genera- 
tion, transmission and distribution of 
electricity. The social ownership of 
the future, socialists aré inclined to 
believe, should take the form of semi- 
autonomous public corporations, with 
boards of directors selected on the basis 
of functional control, with consumers, 
technicians and workers adequately 
represented thereon. 

Certain forms of the new capitalism 
likewise mean an increasing gap be- 
tween the technical staffs in the operat- 
ing units and the financiers and ad- 
ministrators who have charge of the 


rapidly changing combinations at the 
top of the pyramid. This gap is now 
frequently resulting in a flood of arbi- 
trary and often conflicting orders from 
the men at the top of the pyramid to 
the executives in the operating com- 
panies, in entire ignorancté of jhe con- 
crete situation at the bottom. It often 
means that, while the job of the execu- 
tive is developing into a profession, it is 
developing into a profession bereft of 
real power. Many find themselves, so 
far as labor, manufacturing and other 
policies are concerned, mere mouth- 
Pieces of men who chance to be in tem- 
porary power at the apex of the com- 
bines. The increasing need of the 
functional control visualized by the 
socialists as a corrective of the arbitrary 
control found in this form of modern 
industry, is obvious. 

Technically the new capitalism is 
leading to lightning changes in machin- 
ery and the use of power, and to far 
greater productivity than ever before 
existed in the history of the world. 
Since the beginning of the century, pro- 
ductivity per capita in the United 
States has increased about sixty per 
cent, and, per worker, about seventy- 
five per cent. Enough can now be 
produced in our industries to abolish 
poverty from the land. The realized 
income in the United States now aver- 
ages’ about $745 per capita or over 
$3725 per family of five. The new 
capitalism has brought the problem of 
production nearer to solution, The 
big problem now before us is the prob- 
lem of distribution. 

Dexter S. Kimball writes, in Recent 
Economic Changes: 


Until comparatively recent times the 
problem of industry was to produce in 
sufficient quantity to supply the demand. 
Today the problem of industry is largely 
that of disposing of its products, If the 
manufacturing industry should devote all 
of its energies to the production of necesst- 
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ties alone, it would be difficult to dispose 
of the output intelligently. The problem 
of industrial production has been tempo- 
rarily solved, and as a consequence we 
have passed from a “‘sellers” market to a 
“buyers” market... If poverty and 
industrial digtress still exists, it is because 
of our fnability to keep our industrial ma- 
chinery in operation and to distribute 
equitably the resulting products. It is not 
sufficient to be able to produce abundantly; 
we must also be able to distribute intelli- 
gently. 


Farore or tan “Naw” CAPITALISM 


Our new capitalism has particularly 
failed to place on a sound basis many of 
the foundation industries of thecountry, 
including agriculture, coal, textiles, and 
soforth. While luxury industries have 
developed, many of our old industries 
have been sick, and thus far no cure is 
in sight under the newer capitalistic 
order. 

The new capitalism has not stabil- 
ized industry. We have developed 
certain agencies such as the Federal 
Reserve Bank and the Federal Farm 
Board which are experimenting in in- 
dustrial stabilization, but such stabili- 
zation has by no means been attained. 
We have had our usual periods of de- 
pression since the war, in 1921, 1924, 
1927, and the present period, with two 
mild dips and two severe crises. The 
present crisis has placed on many relief 
organizations a more severe strain than 
any period of depression since 1914 and 
our failure to increase the consuming 
power of the people in a manner com- 
mensurate with their productive power 
and to cotrdinate our industrial ma- 
chinery, bodes ill for the future. 

“What will happen,” Professor John 
Dewey asks, 


when new industries become in turn over- 
capitalized and consumption does not keep 
up in proportion to investment in them; 
when they, too, have an excess capacity of 
production? There are now, it is esti- 


mated, eight billions of surplus savings a 
year, and the amount is increasing. Where 
is this capital to find its outlet? Diversion 
into the stock market gives temporary re- 
lief, but the resulting inflation is a “cure” 
which creates a new disease. If it goes 
into the expansion of industrial plants, how 
long will it be before they, too, “overpro- 
duce”? ... 

The question of whether and how far the 
newer industries will follow the cycle of the 
older and now depressed ones, becoming | 
overcapitalized, overproductive in capacity 
and overcharged with carrying costs, is, of 
course, a speculative one. The negative 
side of the argument demands, however, 
considerable optimism. It is at least rea- 
sonably certain that if depression sets in 
with them, the process of public interven- 
tion and public control will be repeated. 


Our new capitalism has meant 
greater investments in foreign markets, 
military and financial supervision over 
many Latin American states in which 
we have made investments, and greater 
mnilitary establishmentsat home. Presi- 
dent Hoover has declared that our 
expenditures for military purposes in- 
creased from $267,000,000 in 1918 to 
$730,000,000 in 1929 and were now 
greater than those of any militarized 
nation of the world. 


MODERN ADVERTISING 


Our new capitalism has not mate- 
rially reduced waste in industry. It 
has reduced waste in individual plants. 
It has to some extent, led to the stand- 
ardization of parts and the simplifica- 
tion of styles, but what has been saved 
in production has often been lost in 
distribution. While the number of 
workers in manufacturing industries 
decreased from 11,492,000 to 10,- 
746,000 from 1919 to 1927, a decrease 
of about 750,000, the number of mer- 
cantile employees engaged in selling 
goods increased during that period from 
4,476,000 to 6,122,000, an increase of 
over a million and a half. Among this 
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number we find high pressure salesmen, 
marketing psychologists, statisticians, 
researchers, forecasters, advertising and 
publicity experts, and a host of others. 

Mr. Charles Merz’s description of 
hypothetical sales campaigns now con- 
ducted by our corporations has more 
than a grain of truth init. He declares: 


It is impossible to put much trust in the 
quaint notice of Thoreau’s that if a man 
living in the woods makes a good enough 
mouse-trap the whole world would beat a 
path to his door to buy it. Launch a new 
mouse-trap in 1928 and the effort is spec- 
tacular. Surveys are undertaken to deter- 
mine the presumptive sales-resistance of 
potential purchasers of mouse-traps of 
different sizes, shapes and colors. A na- 
tional advertising campaign is undertaken 
to instruct the country in the use of bait. 
Pictures of villages in flames call attention 
to the fact that more harm is done by mice 
each year than was done in Belgium by the 
German army. Prizes are offered for the 
best letter on mice, the Mortal Foe of Men. 
Mice clubs are organized in public schools 
and October.6 to 12 is announced as Na- 
tional Anti-Mouse Week. 

At the proper moment the Mouse-Trap 
Boys strike up at Station KDA, broadcast- 
ing ukelele programs. 


Our new capitalism has developed a 
more extensive propaganda machine 
than was ever organized by industry in 
the history of the world, and it has been 
using this machine to convince the 
people that the modern motto of busi- 
ness is service. However, despite the 
fact that many individual administra- 
tors are thinking in those terms, no one 
can read Messrs. Chase and Schlink’s 
Your Money’s Worth and study the 
analyses made by their Consumers’ 
Research, Inc., by the U. S. Bureau of 
Standards, and other organizations; no 
one can read the testimony of corporate 
practices in the electrical, oil and other 
great industries given in recent years 
before public investigating bodies and 
study the pages of Professor Ripley’s 


Main Street and Wall Street; no one 
can follow the lobbying disclosures in 
Washington and digest the reports of 
the Southern textile situation without 
developing a very great skepticism re- 
garding the extent to which the pecuni- 
ary motive has as yet beech displaced 
from industry as a whole. It is of 
course true that many engaged in mass 
production have concluded that a low 
price and large sales will at times yield 
a larger net profit than a high price and 
limited sales, but this theory is not 
entirely new. It is not now by any 
means universal and does not show the 
elimination of the pecuniary motive. 

The new capitalism has not brought 
us nearer to equality of income. For 
several years up to 1921, income, it 
seemed, was becoming more evenly dis- 
tributed. On the other hand, from 
1921 to 1926, concentration has set in 
again. The wealthiest one hundredth 
of one per cent of income takers in 1921 
secured a yearly income averaging 
$151,552; by 1926, the income of this 
group had advanced to an average of 
$891,763. In 1914, income receivers 
securing $5000 or more in 1918 dollars 
secured some 10.22 per cent of the 
realized national income; by 1921 that 
proportion had decreased to 7.55 per 
cent, but it increased again during the 
next few years and by 1926 it had ad- 
vanced to 12.72 per cent.! The income 
tax returns of 1928 show that in seven 
years the number of persons having an 
income of more than $1,000,000 a year 
increased from sixty-seven to almost 
five hundred. Twenty-four of these 
latter had incomes of more than $10,- 
000,000 a year. The new capitalism 
has as yet done little in the way of 
conservation of our natural resources, 
as ex-Governor Pinchot’s renewed cam- 
paign for conservation indicates. 

If we turn to the effect of the new 

1King, National Income and tis Purchasing 
Power, p. 178. 
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capitalism on the wage-earning popu- 
lation, we will note certain changes. 
The hours of labor have been reduced 
about five hours per week on the aver- 
age since 1914, although they still 
average over fifty hours a week; in the 
textileindu’stry of the South they often 
range from ten to over twelve hours a 
day. Despite the reduction of hours in 
such industries as steel, a recent inves- 
tigation of that industry showed that 
44.6 per cent of the men studied worked 
ten hours, 2.1 per cent, eleven hours, 
and 6.7 per cent, twelve hours a day. 
What many workers have gained in 
hours at the shop they have lost in time 
spent in travelling under congested 
conditions to and from home. 

There has been some increase on the 
average in the real wages of the work- 
ers. Dr. Morris A. Copeland placed 
that increase at nineteen per cent from 
1913 to 1927. Still the average wage in 
industry is about $1200, slightly more 
than $28 a week, considering unem- 
ployment. Great numbers of people, 
perhaps a majority, still secure less 
each year than conservative research 
bureaus deem sufficient for a decent 
American life. 

It is true that many more business 
men than formerly see, with Messrs. 
Filene, Foster and Catchings, and with 
the socialists, the need for high wages 
on the part of the mass of workers, if 
the market is to absorb the ever greater 
quantities of goods that can now be 
produced under modern methods of 
mass production. It is true that em- 
ployers today are thinking more in 
terms of unit labor cost, and somewhat 
less in terms of hourly wage. It is true 
that many employers are constantly 
beseeching other business men to raise 
the wages of their workers, so that pur- 
chasing power may be increased. How- 
ever, there are not many instances of 
employers’ voluntarily raising wages of 
workers unless they expect a corre- 


spondingly greater product from them. 
Even Mr. Ford justifies his wage policy 
on the basis of increased productivity. 
He says: 

The payment of five dollars a day was 
one of the finest cost-cutting moves I ever 
made, and the six-dollar wage is cheaper 
than the five. How far this will go, I do 
not know... . We cannot calculate ex- 
actly and no one else can, for it is a con- 
jecture, but I would say offhand that it 
would take two or perhaps three of the 
low-priced men to fill the shoes of one of the 
higher-priced men. This would mean 
more machinery, more power, and a great 
addition to confusion and cost. 


And, where productivity increases 
faster than purchasing power, the in- 
creased wages does not solve the ques- 
tion of economic surplus, even though 
it means higher living standards while 
men are employed. 


BENEFITS SECURED 


Welfare work has increased, under 
the new capitalism, and employee rep- 
resentation plans have been developed. 
Some of these plans have been of genu- 
ine experimental value. Sooner or 
later, as Mr. Filene has elsewhere 
pointed out, industrial democracy is 
inevitable, but many of the schemes 
thus far in operation have unfortu- 
nately been developed with the idea of 
keeping the worker away from the bona 
fide trade union movement and have 
led to a paternalism that is a far cry 
from industrial democracy. Many cor- 
porations, which, with one hand install 
welfare schemes, with another hire 
company guards and spies, initiate 
yellow dog contracts, discharge trade 
unionists, secure sweeping injunctions 
and call for the constabulary and the 
militia in time of strike to interfere with 
the constitutional rights of the workers 
peacefully to speak and to assemble. 

More labor leaders are talking coöp- 
eration, and the “B. and O.” plan has 
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its significance. More machinery for 
the adjustment of disputes is being de- 
veloped. On the other hand, many 
trade unions, with the wiping out of 
craft lines almost overnight are facing a 
bitter struggle for survival. 

Labor has secured new toys with 
which.to play, automobiles, radios, and 
soforth. Workers have lost—many of 
them—in room space at home, but have 
gained in modern plumbing. They 
have bought more extensively of cor- 
porate stocks, although, according to 
the Federal Trade Commission a few 
years ago, employee holdings in the 
average corporation ate only about one 
and one-half to two per cent of the 
total. They have been a victim of the 
speculative mania, although many 
were fortunately cured of this disease 
in the recent crash of stocks in the fall 
of 1929. 

There has been an increase in educa- 
tional facilities, and a decrease in 
mortality among the masses, although 
an increase is registered in diseases in- 
dicative of the increasing strain in 
modern life, diseases of the heart, the 
blood vessels, the kidneys, and so forth. 
A person who. reached thirty-seven 
years of age in 1927 had over a year 
less expectancy of life than he had in 
1921. 

There has been a slight decrease in 
industrial accidents, although a consid- 
erable increase in such accidents in 
New York State during the last year, 
and an increase generally in accidents 
due largely to the presence of the 
automobile. 

The great loss of the workers under 
the new capitalism has been in increas- 
ing lack of security. The swift changes 
in industrial technique, the rapid shifts 
in ownership and control of industry 
through our mergers, the early exhaus- 
tion of workers in many mass indus- 
tries, the refusal of employers to take on 
workers after forty or forty-five years 


of age, have all made life more uncer- 
tain not only for the manual worker but 
for the white collar worker. A mini- 
mum of 650,000 more workers were out 
of jobs because of technological and 
other changes in 1927 than seven years 
previously, according to the’estimate of 
Dr. Leo Wolman in Recent Economic 
Changes. This is the greatest tragedy 
of our modern life. 


TRANSITION TO SOCIALISM 


In the meanwhile, the new capital- 
ism is playing havoc with the attitude 
of the consumer—large and small— 
toward private property in consumption 
goods. In thousands of instances a 
rented apartment is taking the place of 
the old family estate among the well- 
to-do. The family servants have given 
way to apartment hotel employees; the 
life-long cook, to the occasional caterer 
supplying his own linen and silver; the 
family library, to the loaned books from 
the circulation library. 

Among the population as a whole, an 
increasing amount of worldly goods is 
either being bought on the installment 
plan, the title still being in the hands of 
the seller, or is being borrowed for a 
specified period. Instead of owning 
things, we as consumers are getting the 
use of things. To gain freedom and 
efficiency, we are exchanging the bur- 
den of possession for use and, as Val- 
eska Bari declared, 


when this and other present-day tendencies 
have been permitted to develop a few steps 
further, we may discover that the undesir- 
able alien whom we have barred from en- 
trance by the front door has come in at the 
side to argue with us the meaning of some 
of the sacred words of our economic faith. 


The new capitalism, therefore, has 
changed the structure of industry in 
such a way as to make a transition to 
socialism, from an industrial stand- 
point, easier than in former days. It 
has meant greater productivity. It 


Tue New CAPITALISM AND THE SOCIALIST 21 


has changed the position of manage- 
ment. It has meant to some extent a 
higher living standard. On the other 
hand, it has not eliminated waste, or 
gross inequalities of income. It has 
meant greater insecurity and has 
turned the workers’ attention toward 
social insurance to a far greater extent 
than in former years. It will probably 
be the precursor of an increasing de- 
mand for social control over business all 
along the line, and the socialist feels 
that the logical goal of that social con- 
trol—if the evils of our present day are 
to be solved—is a codperative social 
order. 

In the New Republic, John Dewey 
writes: 

We are in for some kind of socialism, 
call it by whatever name we please, and no 
matter what it will be called when it is 
realized. Economic determinism is now a 
fact, not a theory. But there is a difference 
and a choice between a blind, chaotic and 
unplanned determinism, issuing from busi- 
ness conducted for pecuniary profit, and 
the determination of a socially planned and 
ordered development. It is the difference 
and the choice between a socialism that is 
capitalistic and one that is public. 


By socialism, the socialist does not, 
of course, mean a rigid centralized in- 
dustrial mechanism under which all 


industry is owned by the state. He 
has in mind an evolving social order in 
which the principal industries of the 
country are socially owned by munici- 
pal, state, national or other community 
units, and by voluntary consumers’ and 
producers’ coUperatives, with func- 
tional control and as much decentrali- 
zation as is compatible with efficiency. 
Under a codperative order such as the 
socialist visualizes there would probably 
be a residuum of private ownership 
in. handicraft industries, in agricul- 
tural industries, in beginning indus- 
tries, and so forth, although in general a 
shift would have been made in the in- 
dustrial structure from a private to a 
codperative and community basis. 
Only under such an order, the socialist 
believes, would income be closely re- 
lated to the physical and intellectual 
contribution of the individual to indus- 
try; would the gross inequalities of 
wealth, based largely on property own- 
ership, be abolished; and would it be 
possible to establish that social control 
of investment, of production and of 
distribution that must precede the 
wiping out of industrial insecurity and 
waste. Only under such an order, 
whose primary objective is service, 
would the aim of industry be attuned to 
the highest ethical ideals. 


The Future of the Small Corporation 


By SAMUEL CROWTHER 
Coauthor with Henry Ford of My Life and Work, Bayside, Long Island, New York 


ET us first of all try to discover 
what we are talking about. What 
is a small corporation? 

It is defining the adjective “small” 
that gives me some bother. The 
corporation part is of no consequence 
in my approach, for the corporate is 
only one of the several forms in which 
property may be held and it is of no 
great matter whether one man or a 
number of men owns the property. I 
take it that for the purposes of this dis- 
cussion size will relate to the volume of 
business done, and that neither the 
worth of the assets nor the number of 
stockholders will be considered. As- 
sets do not mean much anyway, except 
in relation to the volume of the busi- 
ness, for in the end they are worth only 
what they will earn. And, although 
the stockholders in a corporation are 
its legal owners, the rights of owner- 
ship which amount to anything are 
exercised by the management and in a 
very large corporation a capable man- 
agement perpetuates itself just so long 
as it remains capable—and sometimes 
beyond that point. The principal 
difference between the small and the 
large corporation, in so far as the stock- 
holders are concerned, has to do with 
the facility with which the stock may 
be disposed of. It is usually easier to 
get out of the stock of a big corporation 
than it is to get out of the stock of a 
corporation which is really only a kind 
of partnership. However, that may 
sometimes be a distinction without a 
difference. Many of our fellow citi- 
zens have some rather authoritative in- 
formation on that point. 


Sızs A Re.atrve FACTOR 


Let us, therefore, hasten to consider 
business units with respect to the 
volume of sales. At once we find that 
size is purely relative. The largest 
shoe manufacturing concern would be 
a very small motor car company. 
Where sales of a million a year would 
be very large in one industry, they 
would be very small in another. In 
the cheap motor car industry, size is 
important because the product must be 
made by repetitive methods, and it 
needs a great deal of money to change 
these methods of manufacturing. It 
costs, for instance, around eight hun- 
dred thousand dollars to make the dies 
necessary to produce a steel automobile 
body—which means that only a com- 
pany with a very large production can 
afford to use steel bodies, because they 
must be changed from time to time and 
even a very slight change involves an 
extremely heavy expenditure. Yet a 
high priced car with a custom made 
body can be turned out most economi- 
cally in a rather small factory, for the 
volume is not large enough to warrant 
even semi-automatic machinery. 

It would seem, then, that in a general 
way the manufacturing of low priced 
commodities must necessarily fall into 
the hands of very large corporations 
rand that the manufacturing of high 
priced specialties, where the volume 
must be somewhat limited, would be 
the field of the smaller corporation. 
Somewhat the same rule probably runs 
through distribution. In a very gen- 
eral way this is the rule, but it does not 
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apply to manufacturing with the force 
which it was once supposed to have, 
because a number of significant changes 
have lately been taking place in manu- 
facturing and these promise some very 
important modifications in its set-up 
for the future. 

We Rave lately been passing through 
a season of mergers, a season which 
somewhat abruptly closed. We have 
convinced ourselves—and quite rightly 
—that our old fears that a corporation 
could become so large as to be a public 
menace were groundless. A corpora- 
tion cannot for long. prey upon the 
public. It has been amply demon- 
strated that the preying does not re- 
main good for a long enough time to 
make it worth while. Some of the 
great corporations have so persuaded 
us of their benevolence that we have 
come to regard them as our truest 
friends, rather forgetting that it is the 
duty of a corporation first of all to 
provide us with service in its field, and 
that its second duty is to provide us 
with more service, and that benevo- 
lence really should have no part in its 
program. The bigger is not always the 
better, and fine intentions will not of 
themselves produce goods or dividends. 
Just because the great corporation 
cannot trample on us, it by no means 
follows that it cannot fall on us. Be- 
cause some large corporations have 
been very successful does not mean 
that all large corporations must be suc- 
cessful. 


Mercer Manta 


Lately that very elementary truth 
seems to have been forgotten during 
the open season for mergers. Strong 
corporations bought up weaker ones, 
partly because the new companies 
seemed to fill gaps in cycles of near per- 
fection and partly because there was 
money in these purchases for everyone 
concerned. When easy money is to be 


had, anyone can discover a good eco- 
nomic reason for taking it. Little 
chain store systems were gathered 
together to form big chains. Other 
chain store systems bought heavily of 
independent stores. The investment 
trusts formed in countless numbers and 
became in the nature of busy bees 
flitting from flower to flower. The in- 
vestment trust is a merger of securities 
without any of the responsibilities of 
actual property management. Some- 
times it -s only a collection of supermen 
who promise to outguess the stock 
market >r anything else. And finally. 
came th= big bank mergers to the end 
of creating financial department stores 
—at a time when the department store 
showed signs of giving way to other 
forms of merchandising. 

The lately planted crop of mergers 
will yield its harvest of failures and 
successes and out of it we may learn 
something of real importance, and this 
something will probably have to do 
with that subject concerning which 
we know least—management. It is a 
commonplace now to say that we are 
no longer afraid of size. The monster 
corporations that started as bogy-men 
during zhe trust-busting period and 
which were going to swallow us up un- 
less halted, have not appeared. We 
now know that if they had appeared 
and started the big swallow they would 
long sinee have been dead of acute in- 
digestion. We have many corpora- 
tions much greater than any then 
imagined but they are not swallowers. 
We are beginning to learn that we need 
have no fear at all of size as such, but 
many observing men are beginning to 
look at big corporations with a keen 
eye to distinguish size that is the result 
of strong, sturdy growth from size that 
is just fat. They want to know not 
only who are the good managers, but 
also some rough rule by which it can 
be determined in advance whether or 
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not the thing is capable of being man- 
aged by anyone. And that discovery 
will be of high importance to all of us. 


DanarRs oF CONBOLIDATIONS 


A study of thirty-five mergers made 
before 1908 uncovered the fact that in 
only thirteen cases did the average 
earnings for ten years exceed the com- 
bined earnings of the separate units for 
the same period before merging. That 
record is even worse than appears on 
the face, for a business merely to hold 
its own must increase at least four per 
cent a year and usually, to.maintain its 
relative position in its trade, it must 
increase more than that. If only one 
out of three great consolidations suc- 
ceeds—and this list was made up from 
those launched in the most reputable 
manner and by presumably the most 
careful bankers—then the joining of a 
number of business units does not of 
itself mean success. 

Mere size actually means nothing at 
all. The size which comes from a 
steady growth is strength and power. 
It arises out of service to the public, 
and, just as soon as that service ceases, 
the strength and the power begin to 
diminish. The size which comes about 
through the joining of a number of al- 
ready developed units may also have 
strength and power—two men may be 
pushing instead of one. But again it 
may happen that the men may decide 
that, since there are two of them in- 
stead of only one on the job, neither 
need push hard, and so the two may 
exert less force than one could exert. 
In the mathematics of corporate con- 
solidation, two plus two always add up 
to at least five on account of the in- 
escapable efficiencies due to centralized 
management, and so forth and so forth. 
In practice it has been demonstrated 
that the chances are three to one that 
two plus two will add up to about 
three. The public dangers of great 


consolidations are not what they are 
commonly supposed to be. There 
is no danger at all that they will gobble 
the public—for, if they did that, they 
would thereafter have nothing to eat. 
The real danger is that they will be so 
weak and unsteady on their feet that 
they will fall and hurt someone. 


MANAGEMENT Att IMPORTANT 


The assets of a corporation are only 
a burden unless they are in the hands 
of capable management. It is now be- 
ginning to be recognized that good 
managers are very rare indeed and 
thet even the best management has its 
limits. It is the belief of more than a 
few experienced men that lately some 
corporations have been put together 
which are beyond the present power of 
any living man to manage. 

The problem is not one of size. 
None of the new corporations is as 
large as some of the older ones which 
are notably well managed and are 
most of them the result of mergers. 
The United States Steel Corporation, 
the American Telephone and Tele- 
graph, the General Motors Corpora- 
tion, and the General Electric Com- 
pany are all mergers. Each of them, 
it may be noted, was formed by a man 
around himself and the real growth 
came after the merger. The Steel 
Corporation centered around the Car- 
negie Steel Company, which was 
already a very large concern with an 
excellent working organization, and it 
took Judge Gary many years to achieve 
a really unified company. Theodore 
N. Vail was already managing, in 
effect, many of the telephone compa- 
nies which he eventually brought un- 
der centralized control. The principal 
reason for Charles A. Coffin’s forming 
the General Electric Company was to 
end a patent war, and in E. W. Rice, 
Jr., he had an industrial manager. 
General Motors almost fell by.the way-. 
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side before it achieved a higher finan- 
cial control. Other great corporations, 
such as the Ford Motor Company and 
the Great Atlantic and Pacific Tea 
Company, were formed by a man and 
grew as he grew. 

Each of these corporations and every 
other successful business enterprise 
have one common characteristic, a 
predominant directing head who as- 


sumes the entire responsibility for suc- , 


cess or for failure. A successful busi- 
ness never simply drifts. It has to be 
steered and it has to have power enough 
within itself to maintain a steerage way 
and be answerable to the helm. This 
is only another way of saying that the 
thing must be capable of guidance. It 
will be found that great corporations 
begin to fail the very moment that the 
directing mind fails to grasp what is 
actually going on. And, the best 
managers know their strength as well 
as their limitations. One seldom finds 
a man with a record of large success 
taking on so many additional units 
that he cannot manage them; if he 
takes them on, it is only for a short 
time. He soon discovers his mistake. 


DECENTRALIZED PRODUCTION 


We are learning a great deal about 
management, although mostly in a 
backhanded way. Years ago we 
learned that a man could be taught 
repetitive movements in such fashion 
as greatly to increase his output with- 
out increasing his effort. Then it oc- 
curred to someone that if the man’s 
motions could be made mechanical it 
would be more to the point to have a 
machine instead of a man perform them 
and hence we today have the semi- 
automatic machine. 

As we passed from the essential in- 
accuracy of the hand of man to the es- 
sential accuracy of the machine, it 
became possible to make parts that 
were really interchangeable without 


any fitting at all. The moment that 
we attained a practical interchange- 
ability the reason for the large factory 
vanished in all of those industries 
where the finished product was only an 
assembly of parts, for then those parts 
could more cheaply be assembled at the 
point where the product was to be used 
than at the factory, for the parts 
did not take up as much shipping 
space a3 the finished product. This 
was merely a refinement of the old 
practice of sending machinery knocked 
down and leaving to the consignee the 
job of putting the parts together. The 
automobile trade was the first to grasp 
the possibilities of this sort of shipment 
and today the low priced automobiles 
are not entirely made in any one 
factory. 


Tus Verticat Trust 


At first it was not grasped that this 
theory of assembling at the point of use 
was other than a way of saving freight. 
There was no comprehension that this 
was a method of doing business quite 
incompatible with a highly cherished 
theory of organization. It had been 
taken for granted that the great cor- 
porations of the future would all have 
to be vertical trusts because on a black- 
board the vertical trust worked out 
beautifully. If one could control one’s 
product from the mine and the forest 
to the consumer, then of course no less 
well-financed competitor could pos- 
sibly have a chance. The competitor 
would have to buy from dozens of pro- 
ducers and pay each of them a profit, 
and naturally the sum of their profits 
would give him a cost price far above 
the price at which the vertical trust 
could sell at a neat profit. 

It was all very pretty. But soon it 
appeared that the vertical trust was 
for one reason or another not quite 
what it had been cracked up to be. If 
the finished product were at all com- 
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plex, one had to be in a great many 
lines of business, and no single vertical 
trust had a large enough output of its 
own finished product to sustain a siz- 
able production in each of the hundreds 
or perhaps thousands of divisions nec- 
essary if the company were to make 
everything that it used. Therefore, 
no one ever achieved the vertical trst 
in a complex product. 

The economy of assembling at the 
‘point of use made it a matter of com- 

mon sense to have the manufacturer of 
a part send the necessary quota di- 
rectly to the point of assembly instead 
of shipping to the central factory and 
letting the central factory reship. 
Then the central factory itself, figuring 
out freights and costs, found that, in 
the case of many parts, the theoretical 
savings through controlling the source 
of raw materials were being wasted in 
freight charges and that it paid to es- 
tablish smaller factories with relation 
to other sources of raw material and 
nearer to other points of assembly. 
And since none of these divisional fac- 
tories was large enough to make eco- 
nomical the control of the raw material, 
one of the chief reasons for the vertical 
- trust ceased to be valid. 

Lately it is becoming apparent that 
the theory of the vertical trust, while 
perfectly sound, does not comprehend 
the limits of human management. We 
do not fully envisage that in any com- 
plex assembly the making of each part 
is a business of itself. It has been dis- 
covered that a factory making exactly 
one part will, under independent man- 
agement, in nine cases out of ten, 
produce that part at a profit to itself 
better and more cheaply than will a 
division of a great corporation. If the 
big corporation changes the design of 
that part, then the part-making corpo- 
ration can more quickly adjust itself 
to the new design than can the larger 
corporation. 


SPECIALIZATION 


All of this promises, in the not very 
distant future, something of a change 
in the set-up of industry. Specializa- 
tion is producing a result that no one 
had looked for. We learned some 
years ago that a manufacturer who 
made exactly one thing speedily gained 
a considerable advantage over the 
manufacturer who spread himself out 
among a number of things. Now we 
seem to be on our way to discovering 
that if the single product which we 
called one thing was made up of a 
number of parts, then the making of 
each part may be a business of itself 
and may be more efficient if owned and 
operated independently than if owned 
and operated as a division of a great 
corporation. The smaller company of 
yesterday made a complete product 
and tried to sell it in competition with 
the larger company which had greater 
advantages than the small one. But 
now the large corporation that is 
closely managed realizes that there is a 
decided limit to the number of things 
that it can enter into and it seems to be 
tending toward giving its highest at- 
tention to design, research, finance, and 
distribution and having an increasingly 
large number of the component parts 
of its finished product made outside by 
independent producers who work ac- 
cording to designs furnished to them. 

It has been taken as a fact that it al- 
ways paid the big company in time to 
take over these specialty companies 
and turn their profits into a central 
treasury, but now there is a consider- 
able division of opinion on this point. 
We have already gone quite far in the 
decentralizing of industry under a com- 
mon ownership. The question now is 
whether it may not be economical to 
decentralize some of the ownership. 
For there are wastes in size as well as 
economies. 
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This does not mean to my mind that 
we are on our way to village industry 
in the old sense, for the small independ- 
ent factory will not—unless it be in a 
specialty of some sort resting largely on 
craftsmanship—have the money to 
command research, designs, or markets. 

We ate not going back to any or- 
ganization such as existed in the Mid- 
dle Ages. But we may easily be going 
forward to the small factory which is 


simply a fabricating plant making to 
the order of some great assembling unit. 

Of course there is no general rule. I 
do not expect to see steel rails made in 
basement kitchens, but it is quite pos- 


sible that some tiny screws may be. 


At any rate, while the banking trend 
has been toward combination, at least 
a part of the manufacturing trend is 
heading in another direction. And 
that impresses me as interesting. 


The Future of Production 


By Erwin H. ScHELL 
‘Professor of Business Management, Massachusetts Institute of Technology, Cambridge, Massachusetts 


F it is true that we produce in order 
that our wants may be satisfied, 
then the future of our production will 
turn upon the trend of these wants. 
Some say that we are living in a 
period of overproduction. Others say 
that it is a time of under-consumption. 
In any event there is no doubt that the 
consumer is in the saddle and that he is 
having more to say about the nature 
and the quality of the articles that he 
accepts, than ever before. He is be- 
coming much harder to please. For 
example, it was not so very long ago 
that the qualities of a “good shoe” 
could all be summed up in the virtue of 
wearing ability. Today, a shoe is not 
“good” unless it offers, in addition, 
comfort, flexibility, distinctiveness, 
style, and other advantages. 


Finally, the buyer is getting to be a . 


change-loving individual. He wants 
this today and that tomorrow. He 
looks forward to the new and he ex- 
pects improvement. 

There is the writing on the wall. If 
production is to satisfy, it must become 
increasingly sensitive to consumer de- 
sires, either present or potential, and 
increasingly flexible in adjusting itself 
to changes in consumer predilections. 


Consumer RESEARCH 


One of the first responsibilities of 
production is to determine the exact 
need or desire for the new product to be 
manufactured. This requires a close 
relationship betaveen the producer and 
the user. While there is a trend in this 
direction, it has been diverted and 
delayed. New devices, such as serial- 
ized processes and simplification, have 
in the past so reduced costs that price 


advantages temporarily have over- 
balanced other desires on the ‘part of 
the consumer, and low manufacturing 
cost became a dictator of design. This 
condition was exemplified when Mr. 
Ford’s Model T was attaining maxi- 
mum production. 

A second factor which has delayed 
close relationships between production 
and consumption has been the assump- 
tion that an investigation into con- 
sumer desires was a sales or distri- 
bution function. , First attempted 
through the medium of salesmen, it was 
found that data so collected was too 
greatly distorted by selling astigma- 
tism. Recourse was had to the sales 
engineer. The difficulty with this ar- 
rangement has been that production 
has seen the facts of demand after they 
have passed through the screen of sell- 
ing expediency. Products have been 
designed that offer talking points rather 
than fundamental satisfactions. 

The future will unquestionably see 
improvement. Already in those in- 
dustries which supply products which 
are used by other manufacturers, we 
find that engineers have left their 
drawing boards and are spending a 
large part of their time in customers’ 
plants, where new ideas for improve- 
ment are born out of the obviousness of 
a specific situation rather than out of 
thin air. 


Propucrion RESEARCH 


Next comes a function of production 
research, frequently spoken of as in- 
dustrial research, which concerns itself 
with the discovery of products which 
will satisfy these desires. The future 
of this activity is not, at this time, 
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particularly bright. We have entered 
a period which, I believe, will ulti- 
mately be viewed as one of considerable 
waste. This is not because we lack 
* suitable research personnel. It is due 
to a somewhat general misunderstand- 
ing as to the proper activities of such 
researeh workers and to the present 
rudimentary state in the art of re- 
search management. 

Many competent research workers 
are floundering about without well- 
defined objectives. Consumer desires 
have not been precisely specified. 
Instead, the research worker has been 
told to “see if you can think up some- 
thing that will sell.” 

More serious than this is the lack of 
a generally accepted technique for the 
management of group investigations, or 
organized research. Proper methods 
of segregating and assigning the sepa- 
rate portions of a research problem are 
generally lacking. The control of 
research output is little understood and 
few concerns have methods whereby 
they can be assured of satisfactory 
concentration and penetration into 
a given problem. Incentives which 
really appeal to research workers have 
not been developed. Methods of mak- 
ing research appropriations are in a 
state of uncertainty, while over the 
entire function hangs a quality of 
mystery which has stifled a good 
deal of constructive thinking. Unfor- 
tunately, it seems probable that this 
new function will experience all of the 
usual growing pains which are charac- 
teristic of new developments in Ameri- 
can industry. 


TRANSLATION OF RESEARCH 
INTO PRODUCTION 


The next step, which is the induction 
of the results of research into produc- 
tion, has a somewhat more hopeful 
future. Designing and engineering de- 
partments have long been an important 


part of our productive organizations. 
For many years, science has found a 
stronghold in these activities. The 
future will see changes, however. 
The most important difference will 
appear in the speed with which the 
function is performed. In many of 
our American plants, a change to a 
new product is accompanied by con- 
siderable confusion and waste. Only 
a few of our plants have developed well 
organized procedures. 

It should be obvious that a precise 
progression from consumer analysis to 
finished product needs will yield as im- 
portant economies as does the serializa- 
tion of machines. I prophesy that the 
time interval between the acceptance 
of laboratory findings and the com- 
pletion of the first product of full-scale 
output will be scheduled in the 
future as carefully as is now the time- 
flow of materials from vendor to 
finished stock. 


PURCHASING 


Methods of procurement of raw 
materials for production will likewise 
experience change. The need for 
greater productive flexibility and sensi- 
tiveness to the consumer market as 
well as the rapid strides which are being 
taken in the development of new and 
improved materials will make it essen- 
tial that the purchasing agent be 
equally sensitive to his buying market. 
Procurement research will become as 
clearly defined a function as consumer 
research, for the future will require in- 
creasing foreknowledge of resources as 
well as demands. 

Likewise, we are to expect a closer 
relationship between procurement and 
distribution than we have had hereto- 
fore. One of the definite trends which 
is appearing in purchasing policies is 
the growing acceptance of future un- 
certainties. Some of our great organ- 
izations have determined the-extent to 
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which sales can be forecast and on this 
basis have limited purchase commit- 
ments to a point within that area. 
There is a definite trend away from 
the hope of profits through the taking 


of market positions in the purchase of: 


raw materials. While the nature of 
some industries requires that consider- 
able risk be taken in raw material in- 
ventories, it is being viewed as a neces- 
sary evil rather than as a desirable 
characteristic. 

The future of procurement from the 
standpoint of the relationships between 
purchaser and vendor is also bright. 
One of the hopeful signs on the horizon 
is the lessening adoration of the com- 
petitive bid as a purchasing device. 
Price is therefore being less glorified, 
allowing quality to introduce many 
economies in processing as well as 
through the maintenance of consumer 
satisfaction, while the element of serv- 
ice is given opportunity to produce 
improved benefits from the standpoint 
of low inventories. 

The growth of the good will contract, 
whereby the purchaser agrees to buy a 
certain proportion of his needs from a 
given vendor, if, as, and when these 
needs develop, is also introducing new 
flexibility into the purchasing se- 
quences. 

The vertical merger allows a closer 
correlation of productive activities 
extending from the natural resources to 
the consumer. Here again we see an 
attempt to extend the general theory of 
serialization. We know that impor- 
tant gains have resulted to some con- 
cerns along these lines. On the other 
hand, these linked processes demand 
the careful balancing which frequently 
has been found difficult. Further- 
more, the management of widely dis- 
similar industries in the chain of pro- 
duction is difficult. While this form 


of merger will undoubtedly continue, it’ 


is too early to predict the result. 


FABRICATION 


Processes of fabrication, which are 
after all the essence of production, 
must unquestionably respond to the ` 
new trends in demand. Mass produc- 
tion with its economies resplting from 
the use of giant power, the serialfzation 
of machines, and the opportunities for 
specialization, will of course continue 
as one of the major reasons for our 
present-day industrial advance; but 
here, likewise, we must expect a change 
of front. The increasing demands for 
variety and novelty are calling a halt, 
in many industries, to the mass dupli- 
cation of products. Already we are 
beginning to see ingenuity shown in the 
introduction of variety with minimum 
disturbance of mass production econo- 
mies. Color is one of our most inter- 
esting examples, for this element yields 
a very high variety value with very 
slight effect upon processing. 

This integration between that which 
is unusual and that which is economical 
to manufacture, is one of the most fas- 
cinating of the modern trends. There 
is little doubt that the future will see 
surprising alliances between the grow- 
ing demands for distinctiveness and 
the pressures for economy. 


SERIALIZATION 


Serialized production, previously re- 
ferred to, will spread in most interesting 
ways into intermittent processes. This 
tendency has already shown itself 
sporadically and is definitely on the 
increase. In several plants, the cost of 
idle equipment has been weighed 
against the economies of progressive 
process sequence and found to be a 
minor disadvantage. In other or- 
ganizations, equipment has been made 
mobile and areas assigned in which 
machines can be serially arranged for a 
temporary period during the manufac- 
ture of given lots of product. It seems 
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probable that this form of manufacture 
will be accepted as orthodox within a 
few years, and other arrangements will 
have to bear the burden of self- 
justification. 


Sizz or PropucriveE Unirs 


The size of productive process units 
will be affected in the future by two 
conflicting influences. On the one 
hand, our gratifying advance in the art 
of personnel relations has made large 
aggregations of labor no longer an in- 
dustrial hazard. On the other hand, 
the increasing demand of the market 
for service in the form of expeditious 
deliveries, as well as the high cost of 
transportation of finished products, has 
made a decentralization of production 
desirable in many instances. Although 
the future is not clear, it seems probable 
that the latter influence will be the 
greater and that we shall see a tendency 
towards smaller manufacturing units 
although the establishments may in- 
crease in total size. 


HORIZONTAL MERGER AND 
PRODUCTION 


The horizontal merger has been held 
to offer marked advantages to produc- 
tion. The theory advanced has been 
that similar types of products hitherto 
manufactured by competitors will be 
concentrated in given plants, allowing 
greater capitalization of the economies 
of increased volume. Results, how- 
ever, have been somewhat disappoint- 
ing. Consumer predilections for indi- 
vidual brands, as well as the preference 
for products of particular characteris- 
tics, have delayed many such readjust- 
ments. More than this, the paralyzing 
effect upon organized personnel of the 
changes and uncertainties in executive 
relationships has so dominated many 
organizations which have been recently 
merged that it is not yet possible to 


foresee what production economies . 


may result after this far more difficult 
situation has been overcome. 

In general, it appears that those 
mergers which allow a dominating 
nucleus to extend its policies are weath- 
ering this period of readjustment more 
effectively than those consolidations in 
which new policies and objectives must 
be integrated by organizations of 
approximate parity. 


EQUIPMENT 


Productive equipment will in the 
future have much greater administra- 
tive attention. It has become ap- 
parent that companies who have not, 
in the past, laid aside sufficient funds 


“for the purchase of new equipment find 


themselves in serious dilemmas. Ad- 
ministrators are further discovering 
that new equipment need not show con- 
siderable profits over old in order to 
justify purchase. New equipment fre- 
quently offers additional economies 
which appear after it is installed and 
nicely adjusted to the particular needs 
of the plant while such opportunities 
have long since been capitalized in the 
older mechanisms. 

On the other hand, new equipment 
will have to be as obsolescence-proof as 
possible. One means of attaining this 
condition is to so combine standard 
equipment with special tools and fix- 
tures that improvements may be made 
without the necessity of complete re- 
placement. In machine design, there 
appears to be a definite trend in this 
direction. There is also a well-defined 
tendency to design machines so that 
their precise rate of output is less and 
less dependent upon the operator. 
Continuous production devices which 
“gear production to the dine shaft” are 
increasing and the future will doubt- 
less see greater applications of this 
principle. 

We shall, however, witness during 
the coming years a very considerable 
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number of concerns which will drift 
into bankruptcy as a result of the 
insidious growth of obsolescence in their 
plants. Of all hidden losses, this is 
perhaps the most dangerous and it will 
take a great toll among American in- 
dustries. 


PROCESSING 


Processing, as well as equipment, 
is receiving increasing attention. A 
growing number of our manufacturing 
plants has established corps of process 
engineers who are giving their entire 
time to problems of process analysis 
and readjustment. On the one hand, 
these specialists, with their careful 
determination of process requirements, 
are acting as defences against modern 
high-pressure sales methods. On the 
other, they are maintaining close con- 
tact with equipment manufacturers in 
order that they may adjust their plans 
to trends in the development of new 
machinery. 

Undoubtedly, this tendency con- 
stantly to re-survey the processing 
situation will grow in the future. The 
change-over of process will be con- 
sidered less and less a matter for 
administrative conference and more 
and more a problem of technical 
routine. 


Bumpines 


This same note of flexibility, versa- 
tility, and improvement will be sounded 
with respect to future manufacturing 
buildings. Such structures increas- 
ingly are being built about processes. 
Because of the growing factor of ob- 
solescence as new processes are re- 
quired, manufacturers are showing & 
tendency to keep new building costs at 
a minimum, even at the sacrifice of 
durability. In general, the next few 
years will see a growth in production 
considerably out of proportion to in- 
crease in floor space, due to the unusual 


economies which are resulting from 
serialized production. 


InTRAFACTORY TRANSPORTATION 


The function of intrafactory trans- 
portation as it relates to production has 
assumed new significance during recent 
years, when it has been realized that 
the movement of materials to the tool is 
as much a manufacturing operation as 
the movement of the tool upon the 
materials. 

With the breaking of manufacturing 
operations into smaller units and with 
the growth in serialized processing, we 
have seen a great increase in the use 
of mechanical transport equipment. 
Large savings have resulted, but in 
many inslances they have been due toa 
great extent to the elimination of pre- 
vious wasteful handlings rather than to 
the introduction of mechanical econ- 
omies. 

Much of our equipment has lacked 
the necessary flexibility which is now 
being demanded in our manufacturing 
operations, while special design has 
resulted in high installation cost. In 
the future we shall see a continued ad- 
vance in the use of mechanized trans- 
port, but such equipment will be of 
standard variety, whose inherent de- 
sign permits of considerable flexibility 
in use. 

One of the costly mistakes which has 
been very general during the past has 
been the lack of any completely or- 
ganized and integrated plan of trans- 
port for the entire manufacturing 
process. This unquestionably has been 
due to the failure of manufacturers to 
see their transportation problem as a 
whole, and to the concentrated sales 
effort of equipment manufacturers 
whose products have been suitable for 
use in only a portion of the process. 

As long as our intrafactory trans- 
portation systems are the reflection of 
equipment salesmen rather than of 
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process engineers, we may anticipate 
a continued lack of proper codrdination 
and balance. As these mechanical 
devices are affected not only by the 
obsolescence of productive machinery 
but by the more rapid obsolescence of 
processes, it» follows that the hazards 
of investment will increase during the 
coming years. 


QUALITY 


The outlook for quality in its relation- 
ship to production is not particularly 
promising. Here the manufacturer is 
confronted with the old delusion that 
the consumer’s demand for quality is 
unchanging. 

A study of consumer demand shows 
that quality is taking on many new 
forms. A product may have quality 
in appearance, quality in usefulness, 
quality in durability, quality in dis- 
tinctiveness, quality in style, quality 
in novelty. In the mind of the con- 
sumer, emphasis upon each of these 
qualities is in a constant state of flux. 
Where style is of growing value, dura- 
bility may well be of lesser. Likewise, 
where obsolescence is a mounting 
hazard, productive equipment of un- 
usual wearing qualities may suffer in 
price competition with lower priced 
equipment of lesser endurance. 

Manufacturers are not as a class 
showing themselves sensitive to these 
fluctuations. In a few instances, how- 
ever, quality engineers have been 
employed whose sole purpose is to de- 
termine the proper quality status of 
products in relationship to demand, 
competition, and price. This develop- 
ment will doubtless grow, although at 
much too slow a pace. 

In the control of established stand- 
ards of quality, the outlook is much 
more hopeful. Not only is there now 
under way a great advance in the 
transfer of skill in inspection from 
personal judgment and handwork to 


precise mechanical devices, but there is 
a more significant change of viewpoint 
with respect to the causes of defective 
work. Although most manufacturing 
plants still charge unusual losses of this 
nature to poor supervision, improper 
training, or insufficient morale, the 
newer approach is to so recondition the 
materials, the equipment, or the proc- 
ess that the hazard of error is reduced. 
When the reduction of spoiled work 
becomes the chief responsibility of the 
purchasing agent, the product or tool 
designing department, and the plant 
maintenance division, improvements 
are introduced which tend to be of a 
lasting nature. 


PRODUCTION AND DISTRIBUTION 


The final relationship in the course 
of manufacture is that between pro- 
duction and distribution. A great deal 
of discussion has been directed upon 
the question of the coördination of 
sales and production. This has re- 
sulted in a rather widespread fallacy 
that an ideal condition will result when 
the tenor of production closely har- 
monizes with the fluctuations in sales. 
This is quickly exposed when we ex- 
amine employment conditions in the 
automobile industry, where such a re- 
lationship has existed for some years. 

As long as the axis of the earth 
continues to slope in its orbit, we shall 
have seasonal demand fluctuations. 
The problem of production is not to 
parallel these fluctuations but to 
neutralize them. Stabilization in pro- 
duction should be the dominant factor 
in any policy of codrdination with sales, 
Fortunately, the outlook in this direc- 
tion is promising. A growing number 
of concerns has found tltat the produc- 
tive economies involved in regularized 
output more than offset the costs of 
adjustment to sales fluctuations. 

Of equal importance in this program 
is a growing appreciation that sales 
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variations may of themselves be mini- 
mized when properly approached. The 
development of complementary mar- 
kets, the offering of price concessions 
for out-of-season purchases, the sale of 
coproducts, are some of the ways in 


which the marketing functions may 


assist in this program of stabilization. 

The effecting of proper relationships 
between these two important functions 
has lead to the development of the 
so-called merchandising function in 
some of our more progressive organiza- 
tions. Positioned midway between 
and on a parity with production and 
sales, the merchandising manager ac- 
cepts as his responsibility the main- 
tenance of profits through proper 
codrdination. 

It should be clear however that rela- 
tionships between these functions may 
vary from those of technical detail to 
, those of broad administrative aspect. 
Whether the merchandising manager is 
fulfilling a definite executive function 
or whether he is encroaching upon 
responsibilities which are really those 
of the general manager or factory man- 
ager is still a matter of uncertainty. 

The spotlight of public evaluation is 
playing upon the higher officials in 
charge of our industries as never before. 
The next few years will tell us whether 
they are living up to the increased 
responsibility of their high offices or 
whether they are attempting to dele- 
gate responsibilities which are properly 
only theirs to perform. Be this as it 
may, it is certain that the quality of 
cotrdination will be increasingly pre- 
cious in our industrial future. 


SCIENCE IN PRODUCTION 


What is the future of science as it 
plays upon production? It should be 
clear from our past discussion that a 
period of increasing change is a period 
which must intensify forces of organiza- 
tion and reorganization. This trend 


has been most apparent. To an in- 
creasing extent we have seen the im- 
print of scientific minds upon the many 
elements which go to make up our man- 
ufacturing processes. By the stream 
of raw materials we see the metallur- 
gist, the chemist, the physicist, analyz- 
ing, measuring, contriving, developing 
new synthetic mediums which better 
relate themselves to the needs of 
fabrication and the demands of the 
consumer. By the stream of equip- 
ment we see the chemist, the physicist, 
the engineer, applying the power of 
science to the transfer of energy and 
skill to the machine. 

By the stream of human stuff that 
flows into our industries we find the 
psychologist, the psychiatrist, the stat- 
istician, attempting to weigh and to 
measure the human molecule. Before 
the process, we again find science at 
work in the persons of engineers, math- 
ematicians, accountants, organizing 
equipment, men, and processes in deli- 
cate balance. 

We see that science thus stands at 
the gateways of production, relating 
and adjusting elements and activities 
in order that the processing itself may 
be simple and free from difficulty. 
Under these circumstances, routines 
have become less exacting and the 
demands upon science for the mainte- 
nance of complex control systems have 
lessened. The use of science in control 
is giving way to the use of science in 
organizing for self-control. 

The future of science in production 
seems indeed auspicious. It is in the 
area of human relations that it is 
beginning to make one of its major 
contributions. Within the last few 
years there has developed in American 
manufacturing plants a new technique 
of integrating employer and employee 
differences. This technique is some- 
thing more than a matter of organiza- 
tion. The essence of it lies in the 
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scientific search for the underlying law 
of the situation, to which both interests 
must conform. Later years will, I 
believe, look back at our oncoming 
era as one of the most significant in 
American industrial history because of 
this highly ‘significant development in 
the science of coöperation. 


PRODUCTION AND PROGRESS 


One would wish to end with an op- 
timistic note but the final topic does 
not permit. In many plants these 
necessary readjustments have been 
delayed by a spirit of provincialism. 
While it may be true that the American 
industrialist more quickly accepts the 
discoveries of the pioneer than does the 
foreign manager, yet it is equally true 
that certain of our great industries are 
notably backward in their willingness 
to look about them and to benefit by 
the experience of others. 

This orchid-like point of view ap- 
pears to flourish on two forms of decay: 
one is the supposition that wealth is a 
privilege rather than a responsibility; 
the second is the belief that profits are 
born out of strategic advantage rather 
than service. In every industry we 
find a proportion of establishments 
whose policies are thus controlled and 
in such plants we find senescence and 
ossification. 

We have not discovered the antidote 
to this flagrant waste. The future 
holds stark misery for thousands of our 
industrial employees and under-execu- 
tives because of this condition. Noth- 
ing is more disheartening than to wit- 
ness the inevitable destruction of long 


established industrial organizations be- 
cause of the death clutch of personal- 
ities which have lost the art of growth. 

Finally, I would mention the terrible 
casualty rate which continues among 
the newer productive establishments. 
Why must our industrial field be so 
strewn? Isn’t there some better way 
whereby these newcomers in industry 
can be forearmed, or at least fore- 
warned, against the common errors of 
organizalion and management? It is 
easy to say that this is the function of 
education but it is far less easy to point 
out how this education can practically 
be applied. 

Other great professions safeguard the 
practice of their art in order that the 
public may not suffer, but nothing of 
this sort is extended to the amateur 
industrialist whose failures may affect 
the lives of many individuals. It is a 
great blot upon the escutcheon of in- 
dustry that with all her wealth, her 
power, her science, she seems unable to 
free her evolution from this terrific 
infant mortality. 


CONCLUSION 


No ringing response can be made to 
the question: “What of the future of 
production?” The answer is a dusty 
one. We are moving forward labori- 
ously, somewhat blindly feeling our 
way toward a better day. Bitter ex- 
perience still continues to be our chief 
source of wisdom. But with increasing 
skill in bending natural forces to our 
will, with increasing facility in the arts 
of human adjustment, there should be 
acceleration in our advance. 


Distribution 


By Howarp THompson Lewis 
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NY study of trends in marketing 
should start from two. funda- 
mental principles, well understood but 
occasionally overlooked. The first of 
these fundamentals is that marketing 
organization and practice exist in order 
to supply the needs of a people, that 
people do not exist simply to provide 
customers for business. 

What the customer wants, and the 
service which he demands in connection 
with the satisfaction of his wants, are 
the factors which determine not only 
the type of merchandise produced, but 
also the channels through which it shall 
move and the kind of organization that 
shall render the service to him. If 
therefore our marketing problems to- 
day are different from those of yester- 
day, that fact is but a reflection of 
changed social conditions. 

The second fundamental is that the 
buyer is not one whit interested in the 
individual who supplies his needs, but 
he does insist that his requirements be 
met and that the attendant marketing 
functions be performed. He will pat- 
ronize those that he believes will do 
this most efficiently. All real analysis 
of marketing problems must be based 
upon a consideration of these market- 
ing functions. 


A CHANGING ORDER 


It is this attempt to perform these 
functions properly in a swiftly changing 
social world that is the cause of the 
present confusion and uncertainty in 
the field of distribution. The automo- 
bile and the good road, the extensive 
development of the woman’s magazine, 
the radio, the new electrical devices, 


the motion picture film—these and 
similar factors have changed people’s 
philosophy of life. The world is not 


-what it was a few years ago and it 


would be folly to suppose that the mar- 
keting organization of the older period 
would function unaltered in a new and 
vastly different period. 

Moreover, our marketing organiza- 
tion must not only be different; it must 
of necessity be extremely flexible. 
Every type of distributor has felt the 
effect of the changes which have come. 
The general service wholesaler, the mail 
order house, the department store, the 
chain store, and the independent re- 
tailer alike developed in response to a 
definite need. Because the character 
of these needs is changing, every type 
of distributor must fight to retain his 
place in our distributive organization 
if he is to survive. 

The very prevalence of these factors 
of unrest, uncertainty, and dissatisfac- 
tion suggests at once that the causes are 
deep-rooted and far-reaching. Con- 
sequently, the problems can be met 
only by facing fundamental issues 
frankly. Only by a continual study of 
the buying habits and motives of peo- 
ple, by analysis of the control of the 
stocks carried, by dissecting costs of 
doing business can profits be made. 

The problem of meeting the new 
conditions, and particularly of reducing 
the differential between the cost of 
production and the cost to the con- 
sumer, is being vigorously attacked in a 
variety of ways by both the old and the 
new types of distributors. No attempt 
will here be made to predict the out- 
come of these efforts. There is good 
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ground for the general belief that there 
is a definite trend toward larger dis- 
tributive units with increased central- 
ization of control, and for the faith 
held by many people in the economies 
of mass distribution, economies which 
might sperhkps parallel those of mass 
production. 


Tu CHAIN STORE 

In judging this development, certain 
issues demand consideration. Let us 
turn first to the chain store. That 
chain store organization has a defin- 
ite and permanent place of major im- 
portance is beyond dispute. Chain or- 
ganization can perform a necessary 
function very efficiently. The growth 
has been very rapid and has extended 
to a considerable number of fields. 
These facts are commonly recognized 
and no attempt need be made here to 
establish them. 

However, there is a dearth of data 
upon which to form definite conclusions 
on a number of important issues. We 
need more data concerning profit trends 
and failures; concerning the volume of 
business done, not only in bulk, but by 
lines of commodities; concerning the 
adaptation of the chain store unit to 
local conditions and environment; and 
concerning the factors which should 
properly determine a policy for the 
rapidity of expansion and the most 
efficient size. There is reason to be- 
lieve that some chain groups have been 
expanding too rapidly, particularly in 
later years. They have perhaps failed 
to consolidate their position as they 
advanced and have not devoted enough 
attention to certain external factors 
which may substantially retard their 
progress in the future. Even the ac- 
tual causal factors of the development 
of the chain are in dispute. 

An analysis of such data as we 
have seems to indicate that the growth 
of chains has been extremely uneven 


and that they are definitely limited in 
scope. In some lines they have at- 
tained very little foothold, as in bakery 
shops, automobile accessories, women’s 
clothing, and hardware. Also, the 
growth has been much more rapid in 
certain territories than in others. 
Partly because of the scattered charac- 
ter of the population, partly because of 
the type of economic development, and 
in some cases because of racial pecu- 
liarities, the chain store has not ex- 
tended its influence in a uniform man- 
ner throughout the country. 

Up to the present, the chain store 
has been most successful with mer- 
chandise requiring little or no personal 
service, sufficiently standardized to re- 
quire little selling effort, and purchased 
frequently enough to permit large 
turnover at low margins. Another fac- 
tor of success has been the location of 
stores close enough together to permit 
advantageous supervision and supply. 

It must be remembered that merely 
large volume of business does not in- 
sure success. Furthermore, with items 
in which style is a predominant factor, 
with perishable commodities, and with 
arlicles which necessarily move but 
slowly, particularly if there be few re- 
peat purchases, the margin cannot be 
kept low with safety. In addition to 
these problems, one of the most per- 
plexing issues in chain store manage- 
ment is that of the amount of freedom 
to allow unit managers and to what 
extent modifications in policy may be 
possible and desirable to conform to 
varying local conditions. 


EFFECT ON Prices AND PROFITS 


A study of the effect of chain store 
distribution upon the tosts of market- 
ing and upon the prices paid by con- 
sumers would lead one to believe that 
generally prices have been lower, par- 
ticularly in the lines where the chain 
store has its greatest strength. This 
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may not always be true. On Man- 
hattan Island the chain store prices 
apparently are not materially lower 
than those charged by the independent 
dealers. Interchain competition has 
in some cases resulted in the offering of 
additional service, such as delivery and 
even. credit services which obviously 
cost money, with a consequent lowering 
of the net margin or a raising of the 
price to the consumer. Some chains 
have lost money. 

There is no conclusive evidence that 
the chain store can always be operated 
more economically than the well- 
conducted unit store. Perhaps well- 
conducted unit stores are in a minority 
and probably many of the unit store 
managers are not only grossly ineffi- 
cient but are incapable. In so far as 
this is true, the chains have an oppor- 
tunity for profit and for service not to 
be minimized. It offers an added 
reason for chain success. 

The success to be expected from the 
general adoption of the chain idea by 
all types of distributors is problemati- 
cal. Innovations in such organizations 
as Montgomery Ward, Sears Roe- 
buck and Company, and Butler Broth- 
ers have not been effective long enough 
to establish the fact of their success. 

Department store consolidations 
may prove successful, though the evi- 
dence to that effect is extremely scanty. 
Figures compiled by the Harvard Bu- 
reau of Business Research, while ad- 
mittedly incomplete and inadequate, 
emphasize the difficulties to be en- 
countered. Figures covering operat- 
ing results for 1928 indicate that the 
net profit of independently operated 
stores was 1.6 per cent, while members 
of the chains realized but 0.9 per cent. 

On the other hand, this difference 
may represent a wholly temporary 
situation likely to develop in the transi- 
tion stage during which the individual 
stores are being transformed into effec- 


tive chain organizations. It is also 
significant that the unit department 
stores with sales of less than one million 
dollars annually reached a point in 
1928 where net profit for the group as a 
whole disappeared and was replaced 
by a loss of 0.2 per cent After charges 
had been made for interest on owned 
capital and for renewal of owned real 
estate used in the business. The re- 
sults for 1927 were less satisfactory 
than for 1926. 

Apparently total expense has shown 
a general trend to increase with such 
stores for several years. The total 
expense ratio for department stores 
having sales of over one million dollars 
annually has shown a general tendency 
to increase since 1925, and in 1928 was 
0.8 per cent higher than in 1927. It 
also appears that for department stores 
in 1928, the total expense ratio of 162 
department stores having net sales of 
over one million dollars increased 
steadily as sales increased until a vol- 
ume of ten million dollars or over was 
reached. Even at this point the total 
operating expense was higher than for 
stores doing a business of between one 
and two million dollars. 

On the contrary the net profit in- 
creased from 0.9 per cent for stores 
having a sales volume of between one 
and two million dollars, to 2.8 per cent 
for stores having a sales volume of 
ten million dollars and over. In the 
latter case total merchandise costs 
were 2.6 per cent less, and the gross 
margin 2.6 per cent higher. Net gain 
was also substantially higher. The 
larger volume stores were clearly in the 
more satisfactory position. It is safe 
to assume, however, that most of them 
were not in chain organizations. The 
evidence, therefore, is somewhat con- 
fusing. 

The thought has been expressed that 
department stores may develop into a 
chain of specialty stores conducted 
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under a single roof. If this develop- 
ment occurs, the basic appeal of the 
department store to the buying public 
will have undergone substantial modifi- 
cation in that it will have ceased to be 
a department store in the traditional 
sense and will have become for better 
or for worse a chain of departmental- 
ized specialty stores. 

Serious problems also confront such 
organizations as Sears Roebuck & Com- 
pany and Montgomery Ward, relative 
to location, personnel, selection of 
stock, supervision, and pricing. It is 
clearly impossible, however, to discuss 
these problems in detail. 


Opposttion TO CHAINS 


Naturally, the tremendously rapid 
growth of chains has led to various 
measures designed to combat them. 
Unit stores in many instances have 
stressed the services not now offered 
by chains, such as credit and delivery, 
have transformed themselves into 
“specialty” stores, have endeavored 
to carry merchandise appealing to a 
different type of customer, and have 
inaugurated new and progressive pro- 
grams as to layout, advertising, stock 
control, and accounting. 

Retail codperative buying groups 
have been organized for the purpose of 
giving to the retailer the advantages 
particularly of large scale buying. 
Such groups have been most notable in 
the drug and the grocery fields. Dr. 
Wilford L. White says that on January 1, 
1927, there were sixteen strictly coöp- 
erative drug associations in the United 
States, having a sales volume of ap- 
proximately thirty million dollars. He 
estimates a membership amounting to 
roughly thirteen per cent of the total 
number of retail druggists and that 
such associations did 4.5 per cent of the 
total wholesale drug business reaching 
independent stores. In the grocery 
trade, there appeared to be eighty-five 


such associations doing approximately 
five per cent of the total wholesale drug 
business reaching independent dealers. 

Certain tentative conclusions may 
be drawn regarding these groups. (1) 
It would appear that typical savings in 
the grocery trade to such retailer mem- 
bers amount to 4.5 per cent, of which 
2.5 per cent is a net saving to the re- 
tailer members and perhaps to the 
consumer. The remaining two per 
cent represents a mere shift of expense 
to other wholesalers or to individual 
retailer members. 

(2) The service wholesaler is nat- 
urally injured by such groups and fre- 
quently protests against manufacturers 
selling to them. The wholesaler loses 
a part of his trade. He is compelled to 
carry slow-moving stocks for the benefit 
of cotperative members who purchase 
only rapidly moving lines through the 
association. His costs of selling are in- 
creased and his credit problems are 
rendered more difficult. 

(3) This form of coöperation has at 
least two definite weaknesses. One 
relates to certain inherent problems of 
managerial interest. The interests of 
the members of such a pool are clearly 
directed primarily toward the success 
of the retail store and only secondarily 
toward the success of the wholesaler. 
Conflicts between these two interests 
may and dodevelop. They are usually 
answered in the interests of the retailer. 
A second weakness is the definite temp- 
tation of members to buy outside 
whenever it is more economical to do 
so. 
(4) Mere ability to buy as cheaply 
as the chain store does not meet the 
basic problem of the retailer, which is 
one of store management, and which 
extends into questions of merchandis- 
ing and selling. In the light of these 
facts many people believe that the 
codperative buying group does not 
afford an adequate answer to the prob- 
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lem of the retailer. It may place him 
in a stronger strategic position so far as 
his purchasing is concerned but that 
is about as far as one may go, save in 
very exceptional instances. 

The service wholesaler, caught be- 
tween the chain store on the one hand, 
and direct pressure from manufacturers 
selling branded packaged goods direct 
to the retailer, on the other, has sought 
relief in two general directions. One is 
that of a general revamping of his 
methods of doing business. This may 
include such reorganization as con- 
version from general service to specialty 
wholesaler. It includes, also, stress of 
private brands and attempts to reduce 
costs through such means as a restric- 
tion of operation to more limited areas, 
the elimination of unprofitable ac- 
counts, and a closer scanning of inven- 
tory requirements. . 


VOLUNTARY CHAINS 


A second movement of particular 
interest to the service wholesaler has 
been the development of so-called 
“voluntary” chains, such as the Inde- 
pendent Grocers Alliance, Nation- 
Wide Stores, Red and White System, 
and Clover Farm Stores. These or- 
ganizations take various forms, at 
times being created through the initia- 
tive of one wholesaler, at other times 
being the outgrowth of codperative 
buying groups. Such voluntary chains 
may bring together a group of whole- 
salers as well as a group of retailers. 

Some of these groups have been very 
notably successful. The Frankford 
Grocery Company, Inc. was organized 
in 1888, incorporated in 1906, and to- 
day is said to represent 1632 members, 
with a combined volume of sales 
amounting to seven million dollars. 
The Independent Grocers Alliance is 
reported to represent fifty wholesalers 
and ten thousand retailers, having a 
total sales volume of $520,000,000 last 


year. This organization, according to 
Frank Grimes, its president, has re- 
duced the average operating cost of its 
retail members from between seventeen 
and twenty per cent to eleven per cent 
and hopes to attain eight per cent. 

Equally well known in the drug trade 
is the McKesson and Robbins organiza- 
tion, with its sixty affiliated drug dis- 
tributors, lying midway, it is claimed, 
between one hundred manufacturers 
on the one hand and fifteen thousand 
retailers on the other. The Red and 
White System has twenty-four affil- 
iated wholesalers in the United States 
and twelve in Canada, doing business 
with four thousand retailers. Clover 
Farm Stores was organized in 1926 and 
hed last year two thousand members. 
The Nation-Wide Stores has approxi- 
mately fifteen wholesalers and twenty- 
four thousand retailers. 

There are many, however, who be- 
lieve that this type of organization, like 
some of the others to which reference 
has been made, is in the formative 
stage. When consideration is given to 
a comparison of grades of merchandise 
and of service rendered, it has not been 
clearly demonstrated that either whole- 
saler or retailer served by such com- 
panies has a total marketing expense 
materially lower than that of the effi- 
ciently managed unit store or chain 
store. Nor does it appear that the 
savings believed to exist are passed on 
materially to the consumer. 

Granting that, other things being 
equal, voluntary chains are often of 
value to the retailer, certain outstand- 
ing weaknesses of such groups present 
themselves. One of the most notable 
weaknesses lies in their inability to 
exercise full control over member-units, 
so as to insure efficiency at any other 
point than that of securing a low price 
on merchandise bought. In the ab- 
sence of control, reliance must be had 
upon a continuing spirit of coöperation. 
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Unfortunately, this has not always 
existed. 

The importance of good management 
applied to other points than the ob- 
taining of rebates and the securing of 
price concessions from manufacturers, 
is recognized by the more capable sup- 
porters of the voluntary chain idea. 
Time alone will prove whether the re- 
tail members may be induced or com- 
pelled to recognize this point. Some 
voluntary groups have found it neces- 
sary to abandon a mere plea for coöp- 
eration and to insist upon compliance 
with the merchandising and selling 
ideas recommended. If this proves to 
be the general experience, the volun- 
tary chain will become a true chain in 
every sense of the word. There is a 
certain inconsistency between the de- 
sire to gain the advantages of con- 
certed action and the desire to retain a 
high spirit of individuality in store 
operation. 

In addition to these more funda- 
mental problems, other difficulties 
clearly present themselves, such as the 
proper attitude toward private brands, 
the extent to which the wholesale unit 
shall carry all lines of merchandise, 
price cutting, and so on. 


MERGERS 


The merger of manufactures of non- 
competing and supplementary mer- 
chandise, illustrated especially in the 
grocery field by General Foods, Stand- 
ard Brands, and Grocery Products, 
Incorporated, illustrates an extension 
of the idea of mass distribution upon the 
part of manufacturers offering branded 
packaged goods. National Dairy Prod- 
uctsis reported to have a substantial in- 
terest in grocery chains, and the Purity 
Baking Company to own or to control 
a chain of retail outlets. 

Here again there is a dearth of avail- 
able data upon which to judge the 
probable success of such ventures. 


There are more avallable data concern- 
ing the operating costs of individual 
specialty food manufacturers, having 
indirect bearing upon the possible suc- 
cess of mergers. This application is 
particularly valid for those merged 
groups which permit the individual 
units to maintain their individual 
identity and in some measure their in- 
dividual management. 

However, there is some evidence that 
the specialty food manufacturer’s mar- 
keting expense had tended to increase. 
Thus, an analysis of the costs for a 
group of ten identical firms by the 
Harvard Bureau of Business Research 
showed an increase in such expense of 
one per cent in 1927 over 1926. On 
the other hand, data covering specialty 
food manufacturers for 1928 indicate 
that important differences existed 
among the expense percentages for 
firms handling different products. 

For manufacturers and packers of 
grocery products, the rate of total 
marketing expense and the rates of ex- 
pense for all marketing functions ex- 
cept sales promotion and advertising 
appeared to be lower for firms with 
larger sales. Promotional expense 
tended to be higher the larger the sales 
area covered and large sales volume was 
accompanied by high rates of sales 
promotion and advertising expense. 

In view of the stress upon packaged 
merchandise, it appeared that selling 
in packages involved higher merchan- 
dising costs than selling in bulk, per- 
haps because of the fact that the use of 
packages often was accompanied by 
relatively large use of advertising and 
missionary selling. 

It is also significant that on the 
whole, firms distributing nationally 
were more inclined to use brokers than 
firms selling over smaller area, and that 
there was a tendency for marketing ex- 
penses to be lower for firms using 
brokers extensively. Such use of brok- 
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ers apparently increased percentage 
costs for shipping, transportation, 
warehousing, and delivery. Relatively 
high expenses for this function were 
more than offset by economies else- 
where. 


CONCLUSIONS OF HARVARD BUREAU 
or Business RESEARCH 


The conclusions of the Harvard Bu- 
reau of Business Research may be 
noted in this connection: 

l. Manufacturers and packers of 
grocery products, even the manufac- 
turers dealing in related articles, are 
meeting present rapidly-changing con- 
ditions in a variety of ways. 

2. The policies and practices used by 
different companies in attempting to 
solve similar problems are quite diverse. 
There is some reason for thinking that 
the marketing policies of grocery manu- 
facturers in many cases are based upon 
expediency or are really experimental, 
and that there is a distinct lack of well- 
thought-out programs based on sound 
principles. It may well be that many 
firms have not as yet gathered adequate 
information on which to base market- 
ing policies. 

8. Manufacturers or packers of sim- 
ilar grocery products apparently have 
much less in common than do whole- 
salers or retailers handling the same 
products. - 

The condition last mentioned, to the 
extent that it exists, possibly results 
from the action of some of the following 
factors: 

1. In deciding upon the methods and 
the policies to be followed in conducting 
their marketing operations, manufac- 
turers and packers have a larger num- 
ber of alternatives from which to 
choose than do wholesalers or retailers. 
Hence, manufacturers or packers of 
similar products may show wide differ- 
ences in the channels of distribution 
used, in the methods of employing per- 


sonal selling, in the type and the 
amount of advertising used, in packag- 
ing policy, and in the many other mar- 
keting practices regarding which de- 
cisions are required. The choices open 
to wholesalers and retailers are much 
more restricted, and henee there is a 
much stronger tendency to similarity 
between firms. 

2. Wholesale and retail firms tend to 
perform a smaller number of the dis- 
tributive functions than do manufac- 
turers or packers. Hence, there is less 
possibility for difference between the 
functions performed by different firms. 
Stated in other words, wholesalers and 
retailers tend to cover a smaller sector 
of the distribution field than do manu- 
facturers. 

8. Manufacturers are farther from 
the ultimate consumer than are re- 
tailers or wholesalers. For that rea- 
son manufacturers probably experience 
greater difficulty in adjusting supply 
and demand, and thus both the sales 
and the marketing expenses of manu- 
facturers may well fluctuate more 
widely than the sales or operating ex- 
penses of wholesalers or retailers. 

4. Some manufacturers, through ad- 
vertising and other sales promotional 
work, are able to approach a dominant 
position in their respective fields much 
more nearly than are wholesalers or 
retailers, 

5. The typical wholesale or retail 
firm probably carries a larger variety 
of products than the typical manufac- 
turer. This variety possibly contrib- 
utes to wholesale and retail operations 
a degree of balance and stability which 
places the individual firms more nearly 
on a comparable basis than are the in- 
dividual manufacturing firms. 

Thus, the absence of typical mar- 
keting expense performances for the 
grocery manufacturers studied may 
have been due to fundamental fac- 
tors which caused dissimilarities be- 
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iween firms engaged in manufacture. 
Whether or not this was true, however, 
the absence of normal expense rates 
does suggest that the grocery industry 
is in a state of uncertainty which may 
be due both to rapidly-changing condi- 
tions,and to lack of knowledge of basic 
marketing principles. There is at 
present, however, no evidence showing 
that typical or normal expense rates 
would not be disclosed if there were 
available a sufficient number of reports 
to warrant a more refined classification 
reflecting differences not only in prod- 
ucts but also in marketing policies and 
methods. 


ECONOMIES THROUGH COMBINATION 


Returning more specifically to the 
question of mergers, there is reason to 
believe that some economies in dis- 
tribution costs may result from such 
combinations. There may be some 
improvement in the managerial direc- 
tion. Some data seem to indicate 
that to some extent, grocery manufac- 
turers selling a wider variety of lines 
can operate at a lower cost than those 
whose activities are more limited. 
There can be little doubt that certain 
economies may reasonably be expected. 

However, history indicates that an- 
ticipated economies frequently do not 
develop. This fact may be due to vari- 
ous causes, such as added difficulties 
of supervision, direction, and control, 
and the fact that costs of management 
appear to increase more than propor- 
tionately as the organization increases 
in size. 

The problems thus presented may 
prove ultimately to be the deciding fac- 
tor in determining the extent to which 
such fields of operation may be ex- 
tended and of the particular forms 
of organization evolved. Doubtless, 
they will have a very important bearing 
upon the possibility of such merging 
groups extending their interests to in- 


clude the operation of a chain of retail 
outlets of its own. 

It may be noted, furthermore, that 
it is possible that some of the mergers 
now extant were evolved as stock pro- 
motion schemes or in response to an 
exaggerated conception of the general 
desirability of a large volume of sales. 

At the outset of this paper, I indi- 
cated that these issues can be met only 
by frankly facing the situation. Pur- 
thermore, they must be dealt with in 
a constructive fashion. The excessive 
stress on mere volume, the succumbing 
to the temptations of a varying price 
policy, are after all merely defensive 
measures. So, too, are most retail 
cotperative buying associations as now 
operating. I am tempted to believe 
that some of the recently organized 
grocery chains, where primarily stimu- 
lated by wholesalers, may fall in the 
same class, though I appreciate that 
this may be debatable ground. In any 
event, purely defensive measures are 
not to be relied upon as a solution for 
the many perplexing problems in the 
marketing field. 

The wholesaler, for example, has 
been and still is performing a most 
valuable service, and I have no sym- 
pathy with those who predict his dis- 
appearance. He is not an interloper 
nor yet a mere cog in the wheels of our 
marketing machinery. He is indis- 
pensable for most manufacturers in any 
attempt to reach the forty-five per cent 
or more of our population who live in 
small towns or in the country. He is 
not infrequently the most economical 
distributor even in the larger cities. I 
do not underrate his importance, nor 
the importance of the functions which 
he performs. : 

The wholesaler, however, cannot 
continue to occupy his rightful place by 
singing a dirge of lament, nor by resort- 
ing to purely defensive measures. He 
must rely upon progressive merchan- 
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dising, which means, among other 
things, the elimination of dead stock, 
the concentration on profitable ac- 
counts, and the striving for as high a 
rate of stock turn as is possible with 
such merchandise as he must neces- 
sarily carry. The difficulties confront- 
ing the wholesaler are largely due to 
forces beyond his control. However, 
new conditions demand new solutions, 
and many wholesalers are not meeting 
the situation frankly and soundly. 
The same is true of the unit store— 
the regular retailer, so-called. He has 
been particularly affected by the new 
types of competition, and improve- 
ments in management and adaptation 
to new conditions have frequently been 
slow in appearing. Yet, by “playing 
up” lines which the chain store, for 
example, does not offer, and featuring 
services which the chain store does not 
render, —in short, by adapting itself to 
new competitive conditions in a pro- 
gressive manner—the unit store man- 
ager need have few qualms as to the 
future. There are likewise many man- 
ufacturers who find themselves in 
straightened circumstances because 
they have clung to a defensive attitude 
throughout and, instead of keeping 
abreast of the times, have tried to 


maintain their position by pursuing 
methods and policies long since an- 
tiquated. 


A WORD IN CONCLUSION 


All of the above forms of organiza- 
tion are clearly in line with ùn attempt 
to create a marketing organization 
which shall efficiently cater to the 
wishes of consumers in a highly com- 
petitive and rapidly changing market. 
Because of the rapidity with which 
these changes have occurred and the 
newness of the developments, it has not 
been possible to do more than to indi- 
cate some of the more obvious factors. 
It would appear that possibilities for 
reduction of cost of distribution and for 
a corresponding reduction in the cost 
to the consumer of goods and services 
inherent in the mass distribution prin- 
ciple are very real and that many and 
varied attempts are being made to 
capitalize the advantages offered. It 
would also appear that there are very 
distinct limitations to the applicability 
of the principle, and with no type of 
organization is there anything ap- 
proaching a final indication either of 
how extensive these developments may 
ultimately become, nor of how far the 
consumer may profit by them. 


The a ae Trend of Recent Economic Changes 
in Agriculture 


By E. G. Nourss, Px.D. 
The Brookings Institution, Washington, District of Columbia 


° 

EFORE attempting any statement 

as to the direction in which recent 
changes in our agricultural industry 
are leading us, we must cast an eye 
about us and behind us to see what 
these changes are. To make such a 
list, even though simplified and ab- 
breviated to the utmost possible de- 
gree, we must enter the fields of nat- 
ural science, of politics, and of military 
history, even though the topic assigned 
is stated specifically in terms of 
“economie changes.” The economic 
changes which in such rapid succession 
and with such tremendous cumulative 
force have been beating upon our ag- 
ricultural industry within the last 
decade or so are inextricably inter- 
woven, on the one hand with tech- 
nological changes in the agricultural 
process, and on the other with com- 
mercial developments resulting from, 
or largely conditioned by, the events of 
the world war. 

The events revolutionary or evolu- 
tionary and the forces new or modified 
which have jolted America’s agricul- 
ture out of its previous course and set 
it upon a fresh line of economic develop- 
ment can conveniently be grouped 
under three headings of major signifi- 
cance: (1) foreign demand and com- 
petition; (2) science and engineering; 
and (3) group action and rationalization. 


Fortran MARKETS AND COMPETITION 


The first of these topics I shall dis- 
miss with a very few words, feeling 
sure that the principal facts in the sit- 
uation are already known to you all. 
The destruction of capital and the im- 


the world war visited upon Europe 
have been followed by a slower recov- 
ery than was generally anticipated; and 
its repercussions upon Asia, Africa, 
and South America, in terms of both 
political and military, upheavals—of 
which the Chinese furnish the most 
conspicuous example—and in terms of 
arrested economic development—call 
it imperialism or what you will—have 
made the world a poorer place in which 
to sell farmers’ wares. 

To this disappointing demand situa- 
tion has been added a sharpened com- 
petition from sources of supply, not 
only from the stimulated agricultural 
production of Europe, but also from 
expanding farming enterprise in non- 
industrialized countries overseas. The 
still unexploited resources of Siberia, 
Canada, Australia, South Africa, and 
South America show us that the end of 
this influence lies indefinitely far ahead. 

It was not so long ago that we were 
looking forward quite confidently to 
the day when some millions of Orientals 
would each add six inches to the tail of 
his shirt, smoke American cigarettes, 
and add white flour and oranges to his 
diet. This and similar development 
in backward areas of South America 
and Africa would no doubt have kept 
the forward march of demand com- 
fortably in step with the world’s ex- 
panding ability to supply, but today 
the hope has gone glimmering; at least 
the prospect of its fulfillment must be 
long deferred. 


SCIENCE AND ENGINEERING 
Upon this rather gloomy commercial 


pairment of purchasing power which background there is drawn a striking 
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and vivid picture of technological 
change. What was called “scientific 
farming” in the latter part of the 
nineteenth century and the early years 
of this was in the main an esoteric sys- 
tem of the laboratory and the college 
classroom, whence comparatively little 
leaked into the understanding and the 
practice of the rank and file of farmers. 

In the last two decades or so, how- 
ever, the growth of the extension, 
county agent, Farm Bureau, and voca- 
tional high school system of intensive 
but practical education has markedly 
changed the situation. With these 
facilities available and under pressure 
of war and postwar emergency, farmers 
have incorporated the scientific princi- 
ples of plant and animal breeding, of 
animal and soil feeding, of plant pa- 
thology, and of insect control into their 
everyday farming methods with a 
speed and an effectiveness which are 
truly remarkable. ` 

I fancy that we have in American 
farming today a higher level of techni- 
cal proficiency than has ever been at- 
tained in the past by any important 
industry on a strictly handicraft basis. 
We have made such strides in increas- 
ing the efficiency of the individual 
farmer that his productivity on the old 
lands which he continues to cultivate 
and on the fresh new lands which, as 
we have just seen, have been crowding 
into agricultural utilization has threat- 
ened to outrun the profitable demand 
of the world’s current markets. 

The entrance of mechanical power, 
chiefly the gasoline engine, into agricul- 
ture has likewise tended to expand the 
volume of production. Besides its 
direct influence in enlarging output, it 
has relieved agriculture of the necessity 
—or opportunity—of producing power 
units and the fuel which they consume 
and has shifted this labor to the factory, 
the coal mine, the oil well and the refin- 
ery, the hydroelectric plant, and so forth. 


Not less important in its economic 
significance to agriculture is the fact 
that the machine process in agriculture 
itself introduces a new selective process 
which tends to bring into use lands 
which were formerly inferior or com- 
pletely unavailable, and tô demote or 
discard other lands whose usefulness 
had been well established in terms of 
the older technique. Its effect upon 
labor, capital, and management factors 
is hardly less important than that upon 
land.: Taken together, the several 
effects of the mechanization of agricul- 
ture within those parts of the industry 
to which it is adapted give clear promise 
of reducing, in some cases a little and in 
others very drastically, the unit cost of 
producing agricultural supplies. 

In this we get a hint of the real 
meaning of the engineer’s entrance into 
our agricultural problem. It was by 
forethought and not by accident that I 
used the word “engineering” rather 
than “mechanization” in the heading 
of this section of my paper, for the 
engineering attack comprehends more 
than the mere devising or adoption of 
a particular piece of mechanical equip- 
ment. 

The engineer is not concerned in 
helping the farmer merely to carry on 
his traditional process of husbandry 
with less physical labor. Taking a 
broader and fresher view of the prob- 
lem, he goes immediately to the ques- 
tion of the final goal at which we desire 
to arrive. Then, on the basis of 
scientific analysis and experiment, he 
attempts to construct the straightest 
and easiest road to reach that objec- 
tive. If some parts of the new high- 
way coincide with the old trail, well and 
good. If, however, the best results 
are accomplished by an entirely new 
route, he is equally ready to take that 

1See Nourse, E. G., “Some Accompaniments 
of the Mechanization of Agriculture,” American 
Economic Review, March, 1980. 
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course. ‘The engineer’s concern is es- 
sentially with two problems: (1) to 
produce a commodity of the character 
most satisfactory for the use for which 
it is desired; and (2) to produce this 
article with the minimum outlay of 
materjals and labor. 

The field of effort for the agricultural 
engineer embraces not merely ques- 
tions of machine equipment, of drain- 
age, and of irrigation works, but like- 
wise of the planning of transportation 
facilities and plant layout. It may 
eventually include a good deal of the 
management of labor. I am fully 
aware that farming is not a factory 
occupation and that the very best farm 
management of the future will not bear 
much resemblance to the “scientific 
management” which has been devel- 
oped by the followers of Frederick 
Taylor. At the same time, I am dis- 
posed to feel that we shall make better 
progress by attempting to see just how 
far the scientific management point of 
view will go in agriculture, and by 
utilizing the analytical attack of the 
engineer toward working out such 
scientific planning and such standards 
of organization and operation as fit in 
with the character of a biological in- 
dustry. After all is said and done, 
emphasis on the difference between the 
biological and other industries can be 
carried too far, and the development of 
farm management too exclusively as 
the perfection, by comparative meth- 
ods, of an essentially empirical art has 
serious shortcomings. 

Finally, in considering the signifi- 
cance of both engineering and science 
in the future development of our ag- 
ricultural industry, we are confronted 
by the question whether the economic 
and social organization of agriculture 
as we know it today are such as really 
to bring the services of these great 
branches of learning adequately to 
bear in the improvement of the in- 


dustry. To this question we shall re- 
turn at a later point. 


Group ORGANIZATION 


The third great change now taking 
place in agriculture is the passing from 
an indivicual to a group basis of or- 
ganization. The individualistic type 
of organization was well suited to the 
days of self-sufficing agriculture and 
even to pioneer stages of commercial 
farming. But it has more and more 
become apparent to farmers that if 
they are to hold their own in selling 
their products in organized markets, in 
buying their supplies from centralized 
distributor systems, in securing credit 
and transportation service, and in 
various other activities of vital con- 
cern, they must have concerted action, 
massed resources, group discipline, col- 
lective bargaining power, or other of 
the attributes which characterize the 
economic world which has been grow- 
ing up around them. 

For more than seventy-five years, 
farmers have been slowly evolving 
codperative business organizations to 
meet some of these needs. For more 
than fifty years they have had so- 
called “general farmers’ organizations” 
of the Grange, the Farmers’ Union, and 
the Farm Bureau type. Since the 
passage of the first granger laws to 
regulate railroads, they have been in- 
voking the strong arm of government 
to supplement their own private or- 
ganizations, and this principle has been 
carried far in the establishment of the 
Federal Farm Loan and Intermediate 
Credit system, the passage of such 
regulatory measures as the Grain Fu- 
tures and the Packer and Stockyard 
Administration Acts,.and, finally, in 
the setting up of a Federal Farm Board. 

As a matter of fact, all of these forms 
of group organization on the part of 
farmers hed but comparatively feeble 
development prior to the world war. 


48 Tan ANNALS OF THE ÅMERICAN ACADEMY 


Tn the last dozen years or so, however, 
| the philosophy of group or class or- 
ganization on the part of farmers has 
made quite notable progress. The 
“commodity marketing” movement, 
which dates back almost exactly ten 
years, for the first time clearly devel- 
oped the idea that the farmer’s eco- 
nomic salvation is to be accomplished 
through the stalwart self-help of in- 
dividuals closely bound together in 
common interest groups commensurate 
in size with the extent of the branch of 
agriculture which is involved in the 
given case. 

That movement was based on a sel- 
lers’ market psychology—a belief that, 
given comprehensive organization, the 
group could exact a satisfactory price 
and need not worry about problems of 
the adjustment of the production de- 
partment. Unfortunately, the scheme 
was tried out in a buyers’ market. 
Even so, its rather conspicuous failures 
were ascribed to the unwillingness of 
the “independent” farmers to merge 
their interests to a sufficient degree in a 
purely voluntary type of organization, 
rather than to the weaknesses in the 
scheme itself. 

Upon the collapse of the voluntary 
pools, attention turned toward some 
device by which universal adherence 
could be secured under the constraining 
hand of governments. The McNary- 
Haugen idea was in its major proposal a 
plan for gompulsory pooling of specified 
commodities for the purpose of getting 
one hundred per cent collective bar- 
gaining. In this, as in the “commod- 
ity marketing” philosophy which had 
preceded, attention was directed to- 
ward the pushing up of prices through 
the strength of monopolistic control. 
It was concerned even less than “com- 
modity marketing” with the elimina- 
tion of market wastes or the reduction 
of marketing costs. ‘To the person who 
was able and willing to trace out its 


economic philosophy to the bitter end, 
it did have definite logical implications 
as to the adjustment of production to 
the consumption situation. As to how 
promptly and effectively this would act 
as a control device in practice, time 
alone could have revealed.* - , 

In any event, this measure was de- 
clared in “the Supreme Court of Pol- 
itics” to be “economically unsound,” 
and the actual line of development of 
our agricultural policy moved through 


the icultural keting Act to the 
creation of a e Farm Board. 
This, to give it as favorable an m- 


terpretation as seems justified, turns 
the focus of attention and effort away 
from the single objective of price boost- 
ing and toward a composite goal in 
which three features stand out clearly, 
though their relative emphasis is in- 
determinate, except as the actual prac- 
tice of the Board shall determine their 
rating. 

These three purposes of the Agricul- 
tural Marketing Act are as follows: 
(1) to promote the greatest possible 
economy and efficiency in the system 
by which the products of agriculture 
are distributed in domestic and foreign 
markets; (2) to assure that the benefits 
of such market reform shall go to the 
farmer-producer and that each such 
producer shall receive his equitable 
share? of the net price (the distributive 
margin being, as we have just said, re- 
duced to a minimum); (3) to provide 
a central board of strategy consisting 
of nine representatives of the nation’s 
agriculture, who, with an elaborate in- 
vestigational and advisory staff, shall 
contribute their leadership to the un- 
derlying agricultural organizations in a 
comprehensive plan of economic ra- 
tionalization. 

As the Agricultural Marketing Act 
states, the central purpose of this novel 

2 To this end employing the codperative form 
of business organization. 

A 
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departure within the structure of our 
government is to work out a plan of 
orderly production for the agricultural 
industry and of orderly marketing of 
the commodities thus produced. While 
any thoughtful student of the history 
of 
fail to be staggered by the magnitude 
of the task which confronts the Farm 
Board, it must be viewed as a very in- 
teresting experiment in applying gen- 
eral concepts of colrdinated planning 
and centralized control, whi ave 
attdined great vogue and considerable 
success in other, though it must be 
confessed less complicated, parts of the 
business field. 


READJUSTING AGRICULTURE 


If one looks at this picture of what 
has been happening in agricultural 
thought while these extraordinary eco- 
nomic changes have been piled one 
after another upon the industry, 


general lines o may be in- 
ed. The first and most popular 


J has been the effort to push prices up 


—_— 


irrespective of conditions of supply or 
production costs. While this approach 
to the problem still has numerous loyal 
adherents, its barrenness in terms of 
results has made it somewhat difficult 
to retain adherents to old proposals or 
gain adherents to new proposals based 
upon this general line of attack. 

A second type of proposal has rested 
on the major premise that effort should 
be chiefly directed toward adjusting the 
scale of productive operations to the 
ability of the existing market to pay 
prevailing production and distribution 
costs. Whereas the first proposal at- 
tempted to allow agricultural acreage, 
population, and methods to remain in 
status quo and force prices into line, the 
second would start from the existing 
price basis and force farms and farmers 
into line. The latter was unsatisfac- 
tory to farmers, but the former was no 


American agriculture can hardly . 


less unsatisfactory to buyers of farm- 
ers’ products. Such results as have 
thus far been accomplished toward a 
postwar azricultural adjustment have 
been along the second rather than the 
first of these two paths. 

Meanwhile, however, the struggle 
has been p-essed on a third front, and it 
is here that developments of greatest 
interest are, in my judgment, to be 
found. The strategy in this -area, 
while it pushes upward as hard as pos- 
sible on the price level and is by no 
means unmindful of the importance of 
scaling productive operations in con- 
formity with market demand, lays its 


primary emphasis upon so reorganizing J 


the _agricustural industry and so re- 
vamping its operating methods as to 
lower unit costs and wring interest and 
wages from the business even if no ex- 
cess profits can be secured. 

I suppose that I myself have as early 
and as often as anybody advocated the 
adjusting of the several branches of 
American agriculture to the changed 
character oz both domestic and foreign 
demand. Much more work in terms 
of both quality and quantity still 
needs to be given to this problem. No 
mistake could be greater than to at- 
tempt to work out these adjustments 
finally on the basis of the existing 
technique snd economic organization 
of agriculture, when both are in so 
rapid a state of change and with such 
bright promise of jncreased efficiency 
in prospect. 

The challenge of the agricultural 
problem today is for the agricultural 
engineer (with his colleagues in the 
natural sciences) to join hands with the 
agricultural economist to work out a 
revamped industry which shall produce 
the right quantity of product from the 
right acres with the proper equipment 
and personnel at a minimum cost. 
How low that minimum can be made 
under such conditions will, I think, be 
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a surprise to us all, even when ac- 
companied, as it must be, by a level of 
wages and a standard of living fully 
equal to those secured in other callings. 

Aside from the naturally dispersed 
and small-scale character of the agricul- 
tural industry, two general difficulties 
stand in the way of rapid accomplish- 
ment of this reorganization toward 
higher efficiency and lower unit costs. 
The first is our incurable belief that 
every acre that can yield any agricul- 
tural product should be put to agricul- 
tural use and, second, a widely cher- 
ished superstition that any reduction in 
the quantum of agriculture to be found 
within the country spells national decay. 

Goldsmith doubtless said something 
pertinent as well as poignant in his own 
time and in the place where he wrote. 
Doubtless too, the Roman farmer, as 
well as the urbanite, underwent a 
process of decay in the years which pre- 
ceded the fall of Rome. But, to chant 
“IN fares the land,” or to weep over 
the ruins of the Colosseum, on the as- 
sumption that either bears any real 
relation to a process by which American 


farmers were given the comforts of 
town or city residence, or American 
acres allowed to go back to the timber 
from which many of them should never 
have been taken, is simply—like Mark 
Twain’s cat—to get more out of an ex- 
perience than there is in itt 

The results of the economic changes 
which have recently befallen agricul- 
ture have been distressing to a large 
fraction of the rural population, though 
in general advantageous to other classes 
of the community. The adjustment 
still remaining to be effected promises 
some additional years of agricultural 
distress. One distinctly promising fea- 
ture, however, is that there seems to be 
a definite turning from old ideas of 
pioneer and exploitative pressure of 
land into agricultural use toward the 
highly efficient and economical use of a 
certain fraction of our resources under 
a scheme of economic organization 


-which assures adequate equipment and 


highly skilled personnel. In a word, 
the pressure of recent economic changes 
promises to force agriculture to catch up 
with the modern industrial procession. 


The Future of Business Cycles 


By CARL SNYDER 
Federal Reserve Bank, New York City 


E meet in a time of rather rude 

disillusionment—at least for some 
millions of untutored and emotional 
minds. We have just passed through 
what appears to have been, in the 
violence and range of the debacle, the 
worst panic in the history of the New 
York Stock Exchange; and we find our- 
selves now in the midst of a somewhat 
severe business recession. With this 
has come the specter of widespread 
unemployment and the consequent 
losses in wages, income, and wealth 
which are the usual sequels of the 
typical boom and crash. In a word, 
it is clear that the business cycle, in 
all its force, unaltered and undimin- 
ished, is still with us. 

It is the fashion of the superficial 
to ascribe this decline in business to 
the tremendous crash in the stock 
market. As a matter of fact, a tend- 
ency to decline had shown itself some 
time before the panic, just as it did 
before the long stock market decline 
which began at the end of 1919. 
There are reasons for believing that the 
declining course of trade would have 
been much the same, in both instances, 
had there been no stock market panic. 
It is, indeed, difficult to believe that 
stock market gambling, even on such 
a colossal scale as last year, could so 
dominate the vast business of a nation 
of 120 millions, whose production and 
trade is now equal to nearly half the 
total for the commercial world. The 
forces that determine the ups and the 
downs of this incredible volume of 
trade lie deeper. The question of 
paramount interest is whether, in the 
last decade, or since the war, these 
forces have essentially changed, either 


51 


in their nature or their influence. We 
may find much to suggest that they 
have not. 


Tas OLD DELUSION 


A year ago we were in the flood tide 
of “the new era.” Volumes were writ- 
ten to prove—by questionable sta- 
tistics—that a wonderous change had 
taken place in the morale of business 
and of labor; that their product was 
increasing at an unprecedented rate; 
that the period could not possibly 
mean only the reappearance of the 
familiar and ancient “boom”; that 
we had developed a “new industrial 
order”; and that therefore, no reason 
existed for believing that this unusual 
prosperity would be followed by the 
usual sequence of decline and depres- 
sion. Such a suggestion had become 
almost a heresy, or at least plain evi- 
dence of defective and strabismic vision. 

Unfortunately, all this is rather 
familiar history. We have always 
been an emotional people, given to 
exuberance, undue optimism, and then 
depression. Viewing our economic his- 
tory and its accompanying literary 
products, a detached student—let us 
say, like the psychiatrist—might read- 
ily see in these emotional moods a 
mild form of hysteria or manic-depres- 
siveaberration. Advancingpsychology 
has taught us to realize how slight a 
part of our ideas and our actions are 
controlled by what, with a character- 
istic euphemism, we call “intellect” 
or reason, and how large a part by un- 
conscious and very primitive emotions. 

The neurotic, indeed, has been 
described as a type which learns little 
or nothing by experience. Some years 
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ago Mr. Frank Vanderlip spoke of us 
as “a nation of economic illiterates.” 
But illiterate we clearly are not. 
Especially in our regularly recurrent 
“new eras” we have a flood of litera- 
ture, which is eagerly devoured and has 
ofttimes an enormous circulation, as 
witness our passion as a people for 
almost every variety of phantasy and 
an ’—“free silver,” “‘greenback- 
” “populism,” and, more recently, 
the “cult of “new values” and, indeed, 
the revaluation of all values. If the 
hysteric and the moron are to be re- 
garded as mental children, I fear that 
the atrabilious and the condescending 
might be inclined to think of us rather 
as a nation of neurotics; unfortunately 
not illiterate. 

But if belief in a radically changed 
economic order be a delusion, it is no 
illusion that in our knowledge of busi- 
ness cycles we have, in the last decade 
or g0, made a remarkable advance. If 
the test of any kind of knowledge be 
the degree of numerical measurement 
to which it has attained, I think we 
may say that the theory of the busi- 
ness cycle now approaches that of a 
science. It has attained this by the 
only means by which science is ever 
developed, and that is by careful 
measurement and patient comparison 
and sifting of the numerical results. 

So, for example, I believe we may 
now lift the business cycle from its 
equivocal position as a rather indefinite 
phrase and define it with scientific 
certitude. Thanks to the long pioneer- 
ing labors of Mitchell, Moore, Persons, 
and their successors, and due especially 


to the wealth of new material which . 


has become available in and since the 
war, we may now not merely describe 
its characteristics, but measure and 
compare the economic forces involved. 

What, then, is this new knowledge? 
What is a business cycle? Viewed in 
the long stretch of our industrial de- 


velopment, it appears as a disturbance 
in an otherwise singularly even, con- 
tinuous growth in the production and 
the distribution of goods. 

As we look back at it now, it is 
singular how little attention has been 
paid to thiselement of persistent growth. 
No other characteristic of trdde is 
more striking. For many industries 
and many lines of economic endeavor 
we have accurate records extending 
back more than a century. All of these 
series, with one or two striking excep- 
tions like, for example, traffic on the 
Erie Canal, reveal this continuous, 
fairly even and, we may add, usually 
decreasing rate of growth. In the 
case of the Erie Canal and others, we 
have a Jong rise and fall, describing, as 
the mathematicians would say, a 
beautiful parabola. Otherwise, this 
unending growth. 


THE MESSAGE OF STATISTICS 


Let me instance one serjes, peculiarly 
striking and instructive. This is pos- 
tal receipts. For more than a cen- 
tury, and almost without a break, the 
amount of these receipts has been 
steadily rising, year by year. These 
receipts are from many lines of in- 
dustry, and it might be thought that 
they would be singularly sensitive to 
such wide variations in production 
and trade as are evidenced, say, by 
the iron trade and similar types of 
industry. 

Also, these receipts are measured in 
dollars; and the value of the dollar 
has varied enormously in the last cen- 
tury, just as in recent years. In war 
time, for example, it may quickly sink 
to a half or even a third of its previous 


, purchasing power; and, correspond- 


ingly, we must pay twice or three 
times as many dollars for exactly the 
same goods and enjoyments. The 
same effect you might think would be 
registered in the huge volume of the ' 
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MEASURES or PRODUCTION AND TOTAL TRADE—UNTITED STATES 
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The fluctuating lower hne traces the growth and the fluctuations of trade, as reflected in bank 
clearings (and debits) from 1875. Through this is drawn the long-term trend of growth; and this is 
compared with the index of a physical measure of trade, and with the growth of manufacture and 
production of basic materials. The fluctuations of trade, above and below this long-term growth, 
are traced in the two succeeding graphs. 
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This graph depicts the fluctuations of trade, above and below the normal rate of growth, each point 
of which, from year to year, is taken as 100. From 1875 to 1905 it is based upon bank clearings out- 
side New York City, adjusted for changes in the price level, and for seasonal changes With this is 
shown, for comparison, the index of the A. T. & T. Co. 
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This graph continues Chart II from 1905 to date. From 1919 onward the Clearings Index is 
continued with a broad index of total trade, likewise taken in terms of normal growth, as 100. The 
A. T. & T. index, also shown, is more distinctly an mdex of basic production. 
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mails. Of this we find little. Year 
after year, decade after decade, genera- 
tion after generation, this line of postal 
receipts, in dollars, rises at an almost 
uniform rate. In the periods of in- 
flation or of “booms,” the rate in- 
creases little, and in panics and deep 
depressions it does not greatly fall. 
Even wide changes in the scale of 
postal rates do not greatly affect it. 
The postal business is very closely 
related to every other form of business, 
and has itself become a considerable 
industry, and part of a still larger one, 
our colossal product of printed matter, 
billions upon billions of newspapers, 
circulars, letters, and the like. Clearly, 
if we had no other statistical record of 
trade or production than postal re- 
ceipts, the idea and the phrase, of 
business “cycles” would never have 
been invented. The disturbances in 
this steady and persistent growth, are 
of the slightest. Whence has come, 
then, the widely prevalent belief in 
violent ups and downs of trade? 
Largely, I believe, because we really 
do have wide and at times violent 
fluctuations in certain types of in- 
dustry, like the iron trade especially, 
and in the absence of broader and more 
representative series, these fluctuations 
have come to be accepted as barometric 
of the whole of trade and economic 
activity. There is yet another reason, 
which reaches far back. It lies in the 
severe financial disturbances to which 
this country became subject with the 
advent of the canal and the railway as 
means of transportation, making pos- 
sible more general distribution of goods 
to distant parts of the country; and 
the still more striking development of 
banking and credit exchanges which 
came with this extension of trade. 
These serious disturbances began to 
make their appearance a little more 
than a century ago and from the be- 
ginning they have been most strikingly 


related to banking and currency trou- 
bles. Banking, currency and, more 
recently, credit disturbances have per- 
haps always been their most funda- 
mental characteristics. This was es- 
pecially obvious in the earlier panics, 
such as those of 1837 and 1857. 
These apparently did not, so far as the 
available evidence extends, deeply 
affect the general industry and the 
trade of the country. But after the 
Civil War there was undoubtedly a 
marked change. Following the pest- 
Civil War boom, which so markedly 
and strangely resembled our recent 
postwar boom, came the most wide- 
spread, devastating crisis and depres- 
sion which this or perhaps any other 
country had ever known. 

Then came another great boom, 
with another “new era” just like that 
after the Civil War, and then another 
violent collapse, in the crisis of 1893, 
which likewise carried with it a pro- 
longed industrial depression. This 
striking recurrence of intervals gave 
rise to the theory or belief in a “twenty- 
year cycle,” of seemingly growing in- 
tensity. 

There was no question about their 
severity. But, here again the evi- 
dence suggests that this was largely 
confined to the constructional types 
of activity. Broadly we may say that 
our beliefs and ideas about these 
“cycles” were deeply influenced by 
the chance or accident of what business 
series were readily available. One 
of the oldest and most accessible is our 
old friend, pig iron, and with this, 
several of its accessories, like coal and 
the concurrent variations of railway 
traffic. The fluctuations of these in- 
dexes have always been wide and strik- 
ing; they have served well for head- 
lines and sensational writers, and with 
our incorrigible thirst for exaggeration, 
they have been avidly seized upon, 
while evidence of the type of postal 
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receipts was ignored. On the basis of 
the pig iron type of index it has been 
possible for the reckless and the dis- 
honest to speak at times of “business” 
as twenty, thirty, or even forty per cent 
“below normal.” On the basis of 
postal receipts this would be grotesque. 
Which is the more representative? 

We have had a census of manufac- 
tures since 1849; first decennial, then 
quinquennial, now biennial. This rec- 
ord is both in dollars and in quantities, 
and back to 1899 it has been the sub- 
ject of careful investigations by Per- 
sons, Day, and Thomas. The evi- 
dence is that, as for example in 1921, 
the volume of manufacture may vary 
widely; but it is in the great basic in- 
dustries, like the products of iron, steel, 
and coffee, whose oscillations so largely 
determine the index of the whole, 
that the widest variation occurs. In 
the immense production of what are 
conveniently classed as “consumer 
goods,” the variations are small. 

Then, lately, thanks to the Federal 
Reserve Board, we have actual records 
of the volume of retail transactions in 
large and highly representative de- 
partment stores; also a wide sampling 
of wholesale trade. These and similar 
records show even less variation, even 
under most extreme conditions, as, 
for example, during such a catastrophic 
and unexampled fall of prices as in 
1921. As nearly as the average of 
these retail prices could be measured, 
it seems possible that the actual physi- 
cal volume of retail sales in the de- 
pression year of 1921 was nearly equal 
to that of the boom period of 1919- 
1920. 

What, then, is the inference? 
Roughly speaking, from eighty to 
ninety per cent of our vast economic 
effort or, if you please, our national 
income, is expended for these directly 
consumable goods, services, and en- 
joyments. Not more than fifteen per 


cent, at the very most, according to 
the investigations of King, Friday, and 
others, goes into savings or is available 
for new construction or improvements; 
possibly much less than this. Our 
hundred millions and more of bodies 
must be fed, clothed, housed, warmed, 
amused, instructed, doctoréd, lagvyered, 
and preached to. 

So far as we can measure it, this 
vast tide of consumable goods and the 
services involved, flows on with little 
change from year to year and decade 
to decade, save for an unending in- 
crease, due to the increase of popula- 
tion and the steady advance of tech- 
nology and science. Clearly, in all 
this there is little discoverable of a 
business “cycle.” 

But the steel industry may abruptly 
shut down, the coal trade languish, 
building fall off sharply, railway traf- 
fic greatly diminish, and a wide variety 
of similar industries be affected. These 
industries employ several millions of 
men and women, five or six millions, 
at least; we have unemployment on a 
large scale, and headlines appear in 
the newspapers, often in a high-minded 
endeavor to embarrass the Administra- 
tion in power. This is the business 
cycle of popular parlance. 

Now I should not like to decry the 
importance of the business cycle as so 
portrayed. It is constructional ac- 
tivity in all its forms—new plants, new 
machinery, new methods, new roads, 
new modes of transport; in brief, the 
canal boat, the locomotive, the motor 
car, the steel skyscraper—which largely 
sums up and measures the nation’s 
physical and material progress. It is 
the variation in this activity which 
determines the prevailing tone of busi- 
ness, and especially of what we call 
business enterprise, the planning and 
beginning of new works and new projects. 
If the extent, and perhaps the im- 
portance, of these variations has often 
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been grossly exaggerated, it still re- 
mains that the maintenance of this 
activity is of deep importance for the 
livelihood and the comfort of millions 
of people and, to a lesser degree, for 
the nation as a whole Even if the 
extreme varjation in the total of our 
economic and industrial activity 
amounts to less, perhaps, than five 
per cent from that normal, steady 
growth which we may now medsure so 
accurately, this is still considerable. 


PROGRESSIVE AMELIORATION? 


Must these perturbations or periodic 
disturbances continue indefinitely in 
the future? Are they growing or 
diminishing in intensity? The evi- 
dence as to the latter is, I believe, clear. 
The crises and depressions of the last 
century were at least more prolonged if 
not more severe than anything we have 
known in this century. These crises 
seemed to rise steadily in intensity with 
the rapid growth of the new Republic, 
the extension of railway traffic, and the 
spread of a huge population over the 
entire continent. They appeared to 
reach their maximum in the drastic 
and prolonged depressions of the Seven- 
ties and the Nineties. 

Nothing like these has been known 
since. The crisis of 1921 was, while 
it lasted, the most acute of anything of 
which we have any definite record, in 
more than acentury. The percentage 
fall in the steel trade, in railway traffic, 
and the like, was the heaviest ever 
known. It was soon over, however, 
and the country was back to normal 
production within a twelvemonth. 
And so with the sharp and equally 
brief crisis of 1907-1908. 

Is this progressive amelioration likely 
to continue? Will the business cycle 
gradually fade from view? Wherein 
lies the difference in the course of 
events in the last generation and the 
preceding? We touch here perhaps the 


deepest and most important of eco- 
nomic problems. The distribution of 
wealth seems less an economic than a 
biological or psychological problem. 
Its inequities are automatically amelio- 
rated with the steady and progressive 
increase of the per capita output in 
production. It is the maintenance of 
maximum production, employment, 
and prosperity that is the vital ques- 
tion, and also the more practical one. 

The difficulty in most economic re- 
search is the brevity or inadequacy of 
the statistical material, in this case 
the small number of instances. We 
do not yet know why the deep de- 
pressions of the Nineties and the Seven- 
ties should be of tragic severity, and 
those of the latter period much milder. 
I believe we already have a clue and 
perhaps—I reiterate the “perhaps”-— 
the answer. 

The thirty years following the Civil 
War and the postwar boom were years 
of deep disturbance in the supply of 
credit and currency, due to our defec- 
tive banking and currency systems. 
They were years of declining gold 
production and generally declining 
prices; broadly, they were periods of 
widely alternating boom and depres- 
sion. Then came an abrupt change. 

By a singular chance, what Mr. 
Bryan sought and prayed for in “free 
silver” was literally realized through 
“free gold.” Our definite accession 
to the gold standard coincided with an 
enormous increase in gold production. 
It was simply dumbfounding. It is 
little realized that between two thirds 
and three quarters of all the gold ever 
found in the world has been produced 
within these last thirty-five or forty 
years. With this came naturally a 
corresponding and world-wide expan- 
sion of bank credit, and without ques- 
tion an unusual increase in easily 
availablecapital. Likewise, it brought, 
as always, a world-wide rise in prices. 
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The connection of these events seems 
unmistakable. 

We may now be entering another 
era. In the last ten years or more, we 
appear to have reached at least a tem- 
porary maximum of gold production. 
But the business of the world expands 
steadily, creating a continually growing 
need of bank credit and of gold re- 
serves. If we rigidly adhere to present 
standards, and the failing supply of 
gold involves a period of falling prices, 
as in the Seventies and the Nineties, 
will the economic characteristics of 
these latter periods likewise return, 
that is to say, periods of prolonged 
depression, unemployment, and dis- 
tress? 

Who is there to say? We may 
speculate, we may spin phantasies that 
we dignify with the grave name of 
theories. We may say that we have 
now perfected our banking system 
until, from one of the worst, we prob- 
ably have now one of the best; though 
the astonishing number of small bank 
failures in recent years would suggest 
that it is still far from perfect. 

Again, we may imagine that business 
and corporate management have under- 
gone a great improvement’ and that 
the steady integration of business into 
larger units has brought a marked in- 
crease in stability. Even here the 
heavy inventories accumulated at phan- 
tastic prices in the postwar boom of 
1919-1920, and the demoralization of 
business and production which fol- 
lowed, would obviously raise a large 
question. There is even much to 
suggest that in business cycles the large 
units undergo wider variations of pro- 
duction or volume, and of employment, 
than of the smaller units. Mere size 
does not seem fo insure stability, but 
rather the reverse. 

Nor have we attained any high 
stability in prices. If we take the in- 
dex numbers of commodity prices as a 


test, the last eight years since 1921 
have shown rather wider variations 


-than, say, the eight years just preced- 


ing the war. 

In brief, it does not seem that the 
evidence is at all conclusive that the 
crises and long depressions of the last 
century will never return.” The facts 
are clear that these long depressions 
ran parallel with declining gold produc- : 
tion and falling prices, while the large 
prosperity and the short and sharp 
crises of the present generation have 
run parallel with an enormous increase 
in gold production and the credit sup- 
ply, and a corresponding rise in prices. 


Tua Eccnomist’s ANSWER 


This is important because many com- 
petent writers and theorists, Fisher 
and others, have held that the business 
cycle is essentially a phenomenon of 
prices or price changes. Continental 
students of these periods of alternating 
prosperity and depression use the 
happily descriptive term of a “con- 
juncture,” if you please, the joining 
or the flowing together of economic 
forces, to produce the one phase or 
the other. At the present time, for 
example, we may speak vividly of a 
conjuncture of apparent overproduc- 
tion in a wide number of important 
basic commodities, with an attendant 
severe decline in prices. 

This condition seems world-wide. 
It has been acute in rubber from 
Malaysia; in wool from Australia, 
South America, and South Africa; in 
coffee from Brazil and Colombia; in 
sugar from Cuba and the Philippines; 
in tin from Bolivia and the Straits; in 
wheat from Australia, Canada, Ar- 
gentine, and so on. These severe 
declines must deeply affect the pur- 
chasing power of the countries in which 
these commodities are produced, though 
in turn they occasion, to a certain 
extent, a corresponding increase in the 
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buying power of countries in which they 
are largely consumed. 

Nevertheless, these dislocations in 
industry may temporarily have a 
serious and far-reaching effect. Clas- 
sical doctrine, indeed, assures us that 
we cannot hgve an overproduction of 
everything, for in the long run goods 
are exchanged for goods and not for 
money. Any considerable accumula- 
tion of goods or inventories seems rare, 
and to come only after an abrupt 
check to business. A prolonged and 
universal fall in prices of everything 
could only arise from some widely 
prevalent, precedent cause; and this 
could not, obviously, be overproduc- 
tion. 

Neither could such a universal fall 
in prices be due to declining costs of 
production, as is so often held, for 
the equally obvious reason that the 
broad level of prices nowadays is 
closely related to the volume of the 
medium of exchange, and if this be in 
balance with the volume of goods and 
products, the fall in prices of one set 
of things purchased will release a 
corresponding amount of purchasing 
power for the buying of other things, 
and a consequent rise in the prices of 
theseotherthings. Nevertheless, there 
is no doubt that a severe disturbance 
in commodity prices does profoundly 
disturb production and trade. 

It would be difficult, however, to 
demonstrate that the rise or the fall 
in such prices is the primal cause of 
the “business cycle,” though falling 
prices seem strongly to contribute to 
a depression and especially to its 
duration. The most abrupt and vio- 
lent world-wide fall in the price level 
of which we have any clear statistical 
record was that of 1920-1921; and 
the record goes back more than a cen- 
tury. Here the clear evidence seems 
to be that the fall in prices was pre- 
ceded by a definite decline in general 


trade, and likewise by what I believe 
we shall find to be the invariable pre- 
cursor of such a decline both in trade 
and in prices, that is to say, a rise in 
interest rates. 

It seems probable that this is the 
almost invariable sequence: rising in- 
terest rates, declining trade, declining 
prices, crisis, and depression. For 
example, this is precisely the sequence 
or “cycle” through which we, have 
passed in the last year or more. 

Do I appear to suggest from this 
that interest rates are to be considered 
as a “cause” of business cycles? In 
my own view nothing could be farther 
from the fact. Interest rates are, for 
the most part, but a symptom, an 
epiphenomenon. Needless to say, very 
high interest rates can exercise a 
repressive effect, as was evident in the 
case of commercial paper rates of 
between eight and nine per cent in 
1920. But this is unusual. 

The banker is accustomed to dis- 
tinguish between “tight” and “easy” 
money, and “dear” or “cheap” money. 
By this he means simply that funds 
may be plentiful or scarce, whether the 
rate be high or low. A very clear ex- 
ample was to be seen last year when 
call money, and brokers’ time money 
especially, grew very dear, prohibi- 
tively dear for any sane person. 
But funds were abundant at these 
prices. 


Tas CREDIT SUPPLY 


These distinctions, I believe, strike 
at the very core of the problem. It is 
not the interest rate, not the “price 
of money” that is vital, save under ex- 
ceptional conditions. The vital thing 
is the credit supply whiçh is the actual 
force behind interest rates. Here, I 
have come slowly to believe, lies the 
real clue to these variations in na- 
tional welfare. The new measure- 
ments of production and trade, in 
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their different forms, on which I have 
been engaged in the last ten years, have 
led to conclusions which as yet have 
found little acceptance. These and 
other measurements of the velocity 
of bank deposits, and the long-term 
growth of credit and its fluctuations, 
have permitted a quantitative analysis 
of the factors involved, and this has 
yielded some results and relations 
of surprising simplicity, incredible 
to the more customary modes of 
thinking. 

If the work is sound, and the con- 
clusions valid, we no longer need to 
exercise our ingenuity and imagination 
in inventing fanciful “causes” for the 
explanation of particular events, when 
the evidence as to the fundamental 
nature of these events seems adequate. 
I have dealt elsewhere with this evi- 
dence in considerable detail; there is 
no need to repeat it here. 

What before the war could be but a 
more or less well-grounded belief is, 
I think, now susceptible of definite 
proof. This is the extraordinary and 
almost unbelievable fixity of the vol- 
ume of production and trade, on the 
one hand, and the volume of credit 
on the other, the variations in this 
trade-credit ratio being expressible in 
the broad level of prices (not merely of 
commodity prices alone). The evi- 
dence seems clear that for the main- 

“tenance of business stability and the 
maximum of production, employment 
` and general well-being, credit must 
expand at close to the same rate as 
the normal or long-term rate of growth 
of trade itself; that is, in this country, 


in recent years, at about four per cert 
per annum. 

An excess of credit above this 
normal rate of growth appears to 
mean excessive speculation, inflation, 
and their attendant evils. A deficit 
seems to spell an arrest of growth, un- 
employment, strikes, and deépressior.. 
And these are essential, perhaps the 
essential features of what we call 
business cycles. 

If this be true, the only rational 
answer we can give to the question as 
to the future of the business cycle is 
that it is largely a problem of the 
effective or rational management of the 
credit supply. As I see it, it is es- 
sentially an engineering problem, or, 
to repeat a simile which I have used 
elsewhere, an irrigation problem. 

In irrigation there is an optimum as 
to the effect of the water supply. An 
excess above this means a deteriora- 
tion of the crop. An inadequate 
supply means the same thing. An 
excess is as harmful as a deficit. This, 
I believe, is precisely what the mone- 
tary history of the last half century, 
and more, clearly discloses as to the 
nature and the origin of the business 
cycle. 

Many of our great corporations have 
learned to utilize the new knowledge of 
the steady, long-term growth of in- 
dustry to budget their expenditures 
and their expansion for years ahead. 
The telephone companies furnish an 
admirable example. Perhaps in time 
we shall likewise learn to devise the 
same kind of budgetary or statistical 
control over the credit supply. 


The Meaning of Rationalization in Europe 


By Georgss F. Dorior 


Assistant Dean, Graduate School of Business Administration, 
Harvard University, Cambridge, Massachusetts 


T woûld seem logical in any discus- 
sion of rationalization to begin by 
defining the term itself. This, how- 
ever, is an exceptionally difficult and, 
I believe, futile thing to do. In mak- 
ing a careful study of the European 
literature on the subject, one finds 
little unanimity of opinion. Inherent 
peculiarities of European countries are 
clearly and amusingly reflected in their 
understanding of rationalization. 

German works on the subject, dis- 
playing the expected German thor- 
oughness, include reference to every 
single subject or topic which may be 
found in business life of any kind. 

The British, following their national 
policy, have refrained from giving any 
definition of the word and have merely 
stated what, from*their point of view, 
rationalization did not include. 

The French have naturally spent 
most of their time drawing subtle dis- 
tinctions, theorizing, and proving more 
or less conclusively that rationalization 
was nothing more or less than what 
Descartes set forth in his Discours de la 
Méthode. 

Other European countries have at- 
tempted to do as well, and Poland, 
Czechoslovakia, and Italy have at- 
tempted to define the meaning of this 
significant word. 

Each one of these nations has un- 
doubtedly felt that the present eco- 
nomic order was susceptible of im- 
provement, but none of them has been 
able to determine exactly the goal for 
which they are striving, or the methods 
to be adopted for arriving at that goal. 
Indeed, they have not even been able 
to determine whether rationalization 
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represented a goal to be achieved or 
the methods to be adopted for attain- 
ing a goal. 

During the last twenty years, too 
much time has been wasted in different 
countries by people whose main inter- 
est in life was in setting up schemes, 
systems, and slogans, and in arguing 
with verbosity the merits of one man’s 
ideas versus those of another. I shall 
therefore not only avoid defining the 
word “rationalization,” but I shall 
conscientiously attempt to avoid the 
use of a word, the meaning of which is 
so befogged et the present time. 


Europa Learns A Lesson 


It is plain that certain developments 
have had a profound influence upon the 
industrial life of European nations dur- 
ing recent years. In Germany, the 
widespread economic disorder occa- 
sioned by the depreciation of the mark 
led to a careful study and a deliberate 
integration of industry into larger 
units, with a view to increasing indus- 
trial efficiency. This development was 
somewhat surprising in view of the 
German prejudice attaching to trusts 
and combines of all types. 

The principles of Mr. Taylor, 
summed up in the expression “‘scien- 
tife management,” received wide- 
spread publicity in many European 
countries, and resulted in a conscien- 
tious effort on the part of industrialists 
to adapt labor to machines, thereby 
increasing the efficiency of industry. 

Psychotechnology, which was the 
term used to designate studies of safety 
in industry, fatigue, conditions of work, 
and the proper selection of workers, 
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was carried on in Great Britain and 
Germany and exemplified an attempt 
to increase the efficiency of industry 
through the adaptation of machines to 
labor. 

Finally, it is clear that the work 
done by the United States Department 
of Commerce, under President Hoover, 
in the attainment of simplification, 
standardization, and the elimination of 
waste in industry, and in the collection 
and the dissemination of useful informa- 
tion, brought home to European coun- 
tries the vast possibilities inherent in 
coöperation between government and 
industry. 

The effect of industrial development 
in the United States upon European 
thought can hardly be overestimated. 
European countries, hampered by tra- 
ditions, tariffs, lack of adequate trans- 
portation facilities and business lead- 
ers, weakened by war and the economic 
disasters which followed it, have all 
been attracted by the prosperity of this 
country and have been wondering what 
could be done to increase their own 
prosperity. Committees of investi- 
gators have been sent over here to 
study the American secret. Some 
went back with the idea that America 
was not so well off as they had ex- 
pected; others went back stating that 
the reasons that made America pros- 
perous were not to be found in Europe, 
and therefore it was useless to emulate; 
and still others returned home having 
discovered a system or scheme which 
they supposed to be an answer to 
American prosperity. 

Most of these committees returned 
home after having seen a little of 
America and after having met a few 
men who had little time to give them. 
They would see one plant or one or- 
ganization and decide that everything 
in America was like that. When one 
thinks of the impossibility for a man 
who lives here, and who is in constant 


contact with American life, to get a 
thorough idea of industry and the fac- 
tors making for success or failure, it is 
not surprising that the conclusions of 
visiting committees have been not only 
contradictory but, for the most part, 
absolutely false. The effect of these 
conclusions upon European intlustrial 
life has been profound but not par- 
ticularly salutary, inasmuch as the 
European has been confused and mis- 
led rather than informed or aided. 


COÖRDINATING Economic 
ACTIVITY 


So much for the forces which have 
been at work in formulating European ` 
thought along economic lines during 
recent years. Constructive plans for 
improving European economic condi- 
tions which might be considered the 
resultants of these forces have been 
few in number and their individual im- 
portance and worthiness is hypotheti- 
cal. Germany’s Reichskuratorium fiir 
Wirtschaftlichkeit, an organization sub- 
sidized but not controlled by the 
state, is attempting to cotrdinate eco- 
nomic activities throughout Germany. 
France has recently taken a step which 
is undoubtedly a constructive one, in 
trying to concentrate in the hands of a 
central committee the work attempted 
by several independent organizations 
along lines of standardization and sim- 
plification. England as far as one can 
see has no plan and no organization of 
importance has submitted a plan, al- 
though the work done under the leader- 
ship of individuals, such as Lord Mel- 
chett, cannot be entirely disregarded. 

European countries should take stock 
of their situation, and should attempt 
to apply straight thinking and common 
sense to business, an art which badly 
needs both. Weaknesses in the eco- 
nomic structure should be recognized, 
aims should be determined, and meth- 
ods for accomplishing those aims should 
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be applied, not discussed. Despite the 
dangers involved in forecasting what 
should be done or what others will do, 
an attempt will be made to set forth 
some of the lines along which Europe 
might seek a solution of its economic 
difficu]ties.° 

European businesses have been built 
on individualism — fear of a competitor. 
They have been conducted on the 
theory that it was better to do nothing 
than to give away to a competitor some 
of one’s so-called secrets. 

Too many business men in Europe 
are not only unwilling to study their 
costs, but are very much afraid of 
knowing them. If there is more cash 
in the bank at the end of the year than 
at the beginning, then money has been 
made; if there is not, then money has 
been lost. 

Businesses which became unprofit- 
able years ago, still exist in Europe. 
These concerns are proud of the fact 
- that the same product is still being 
made, in the same buildings with the 
same equipment, and that the business 
is still being run by the same individ- 
uals, even though deficits are mounting 
yearly. 


TRADITIONS VERSUS SCIENCE 


All of these factors go to make up 
an attitude, a frame of mind, which 
must be altered. Traditions must be 
scrapped, and manufacturers must be 
brought to a full realization of the fact 
that the world they live in is constantly 
changing and that there is no excuse 
for them to remain in business unless 
they are constantly turning out a 
product which is less costly or better 
in quality. Reduction of costs and 
improvement of product are the funda- 
mental aims, inasmuch as continued 
profitability is dependent upon those 
factors. All of those things about 
which we hear so much, such as size of 
business unit, layout, selection of 


equipment, methods of wage payment, 
simplification, standardization, and the 
elimination of waste are but means to 
an end, and should be recognized as 
such, not as ends in and of themselves. 

Bearing in mind the fact that capital, 
to be effective, must move quickly and 
that the banker should be the useful 
friend of the manufacturer, not an in- 
dividual to be shunned and to be ap- 
pealed to only in distress, there is much 
to be done in the alteration of banking 
methods and practices in Europe. 
Banks will have to show a greater 
willingness to speed up credit and 
monetary transactions, to exchange in- 
formation, to standardize methods of 
analysis, and to codperate with the 
manufacturer. 

As has already been stated, lack of 
business leaders trained to handle 
business problems has greatly ham- 
pered the economic progress of Euro- 
pean nations during past years. 
Europe is just awakening to the realiza- 
tion that men have to be educated for 
business life just as men have to be 
educated for the medical or the legal 
professions, that business is a subject 
in itself, decisions in which should be 
based on something more than intui- 
tion or individual experience. France 
has already established a Business 
School at Paris, similar to that which 
we have today at Harvard, and other 
nations are taking a keen interest in the 
attempt to develop men well ac- 
quainted with present-day industrial 
problems, developments and tendencies. 
It appears that this is a movement 
which will deserve and will receive the 
support of business men throughout 
Europe. 

Despite the fact that European na- 
tions generally have been much im- 


- pressed by the existence of the large 


domestic market in the United States, 
they have consistently insisted upon 
the erection of tariff barriers between 
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themselves. There can be little doubt 
that these tariff barriers have tended 
to prevent the development of manu- 
facturing industries along logical lines, 
and have frequently resulted in the 
enormous waste which is the inevitable 
concomitant of misplaced industries. 
The establishment ‘of a European Cus- 
toms Union, such as has been advo- 
cated in recent years by some of the 
outstanding men in Europe, has much 
to recommend it. 


TRANSPORTATION HANDICAPS 


European industries have for years 
been severely handicapped by the lack 
of adequate transportation facilities. 
Millions were spent in waterway de- 
velopment, which yielded little or no 
return, and railroads were stifled by 
bureaucracy and were grossly mis- 
managed. Under such conditions, the 
European manufacturer was absolutely 
deprived of that prompt, efficient, and 
inexpensive transportation of his raw 
materials and finished products to 
which we have become accustomed in 
the United States. Extensive railroad 
consolidations and management by 
companies rather than by governments 
appear to be pressing needs at the pres- 
ent time throughout Europe. 

Unification of European railroads 
under an international company would 
result in greatly increased transporta- 
tion efficiency. The resultant diff- 
culties in the construction of so-called 
strategic lines and the secret massing of 
troops, munitions, and supplies, might 
insure Europe, to a certain extent, 
against future war. Recognition of 
the great potentialities of the Rhine- 
Danube waterway as a logical trade 
route might also result in a rearrange- 
ment of industries with a view to ob- 
taining lowest possible costs of trans- 
portation. 

America long ago became conscious 
of the importance of the relations exist- 
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ing between business and government, 
awakened to the fact that a govern- 
ment should be something more than a 
body of men involved in political games. 
While we frequently hear it said in this 
country that there should be more 
business in government arfd legs gov- 
ernment in business, there can be little 
doubt that coöperation with, and 
partial regulation of, business is be- 
coming and will remain one of the most 
important functions of a government. 
In labor legislation, taxation, tariff, 
anti-trust activities, transportation and 
power rates, and in many other fields, 
the influence of government upon busi- 
ness is of great importance. 

Without in the least attempting to 
defend government in instances of 
overregulation and bureaucratic med- 
dling, it must be-admitted that there 
is much which government may do at 
the present time to further the interests 
of industry and commerce in the United 
States. What is true in this respect in 
the United States applies with far 
greater force in European countries. 
The European manufacturer is accus- 
tomed to look to government for leader- 
ship and finds it extremely difficult to 
dissociate political and economic issues. 

Little can be done to strengthen in- 
dustry in Europe unless a country like 
France, for example, will begin by 
putting some order in that part of her 
internal government which has to do 
with business. France now has several 
ministries, all of them independent and 
working along different lines, without 
the slightest amount of codperation. 
Reorganization of these departments 
probably cannot be accomplished by 
committees or politicians. The pri- 
mary requisite is not a perfect organiza- 
tion chart, but a leader, such as our 
Department of Commerce had in Mr. 
Hoover. 

There would also be need for greater 
codrdination between trade associa- 
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tions or chambers of commerce, which, 
in Europe, are bodies of great impor- 
tance and strength, closely related to 
government. Under the leadership of 
the Chamber of Commerce of Paris, 
for example, it would undoubtedly be 
possible to’ develop far greater codp- 
eration and openmindedness between 
industries and trades in different re- 
gions. Chambers of commerce, gener- 
ally, would be well fitted to undertake 
the type of study of business problems 
which is carried on by bureaus of busi- 
ness research in leading American 
universities. 

New devices for the improvement of 
business methods and business trans- 
actions will have to be evolved by 
governmental bodies with the help and 
the advice of private firms. At the 
present time, governmental machinery 
is cumbersome and inadequate and the 
European business man is forced to 
struggle along under an excessive bur- 
den of red tape in the legislative and 
judicial branches of government. 

Assuming that European nations 
will become interested in developments 
along the general lines which have been 
indicated, one can reasonably foresee a 
new state of affairs which would trans- 
form Europe into a continent of much 
greater industrial power than it has 
had up to the present time. The waste 
now present in transportation, bank- 
ing, manufacturing, and distribution 
might be largely eliminated, and 
through better allocation of markets 
greater specialization and concentra- 
tion of industrial activity would be 
made possible. 


European WORKERS SUPERIOR 


There is little doubt that the Euro- 
pean worker is superior to any other 
worker in the world, and will produce 
more articles of better quality and with 
less supervision than will any other, 
provided he is well led and properly 


directed. Developments such as kave 
been mentioned should in no small 
measure capitalize the valuable asset 
which Europe now possesses in her 
manpower. The purchasing power and 
the standard of living of a great popu- 
lation could thus be increased tremen- 
dously without the wage scale neces- 
sarily coming up to that at present 
existing in the United States. 

It would not be surprising to see the 
disappearance of nationalistic points of 
view which have so strongly dominated 
the economic policies of European na- 
tions of late years. Industry, after all, 
should be regarded as a social, not a 
political asset. Close working agree- 
ments between companies in different 
countries, and actual mergers and 
consolidations on an international scale 
will undoubtedly reflect a changed atti- 
tude along these lines on the part of 
European nations. The answer to all 
of Europe’s economic difficulties, how- 
ever, is not to be found in increasing 
the size of business units. A great 
many mistakes along these lines Lave 
already been made in this country, 
which European nations may avoid 
provided they are willing to study our 
mistakes as well as our achievements. 

It would seem reasonable to assume 
that coming years should witnes: an 
increased development of European 
colonies, particularly those close to 
continental Europe. These colonies 
are by no means weak in natural re- 
sources, the exploitation of which 
would not only supply European in- 
dustry with necessary raw materials 
at low cost, but would also result in 
materially increasing the importence 
of the colonies themselves as markets 
for goods of European manufacture. 
It might be maintained that the colo- 
nial experience of Great Britain has 
quite definitely proven that colonies 
are hardly content to remain agricul- 
tural in character, supplying the mother 
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country with raw materials and food- 
stuffs, and receiving in return manu- 
factured goods. While there can be 
no doubt that colonies, such as Canada 
and Australia, have already progressed 
considerably on the road to indus- 
trialization and economic independence, 
it is obvious that the situation with 
respect to the majority of European 
colonies is hardly analogous. Indus- 
trialization in their case is still a thing 
of the far distant future in view of the 
character of the population, and the 
relative backwardness of the colonies 
themselves. 

The possible effect of all of these de- 
velopments upon industry in this coun- 
try are things which the American 
business man can hardly afford to over- 
look. Our great natural resources, 


our present industrial leadership, our 
position in international trade and 
finance, the aggressive character of our 
large population, our genius for organi- 
zation and for discovery in the various 
fields of science are all things which 
tend to render our position secure. On 
the other hand, present and possible 
future economic developments on the 
other side of the Atlantic may one day 
permit the United States to find her- 
self confronted by a powerful, efficient 
and well-organized competitor in the 
markets of the world. Europe need 
not be feared, but she certainly should 
not be patronized. Her potentialities, 
while perhaps fewerthan ours originally, 
have been realized to a far less extent 
than have ours and are entitled to 
recognition. 


Business and World Peace 


By Samus. CoLtcorp 
New York City 


HE penetration of great business 

far beyond national boundaries, 
with mass production and mass distri- 
bution breaking down barriers between 
nations, has made the subject of world 
peace, as intimately related to business 
interests, a large and vital question to 
all men of vision. 

It cannot be successfully disputed 
that war, as exhibited in the late world 
conflagration and as modern appliances 
show that it must be in the future, is so 
great a menace alike to large and small 
business interests that common sense 
demands the most serious thought and 
the most energetic action to create the 
best possible insurance of the perma- 
nence of peace. 

The fact vouched for by our Secre- 
tary of the Treasury, who is certainly 
not an alarmist, that eighty per cent of 
the taxes we pay are to meet obliga- 
tions imposed by wars of the past and 
preparedness for defense against possi- 
ble wars of the future, is most arresting. 
When to that we add the immeasurable 
material losses that follow the trail of 
war, to say nothing of the spiritual 
loss, and realize that business must pay 
an enormous percentage of the total, we 
cannot fail to agree that there is noth- 
ing more important to business than 
insurance against the return of the ca- 
tastrophe. We will therefore waste no 
time over that part of the question. 

It is pertinent to ask, Is it possible to 
obtain reliable insurance against war? 
By what means may it be obtained? I 
take the practical answer to these ques- 
tions to be the true scientific treatment 
of the subject. Worth while science is 
not to be found in learned and vague 
abstractions, but, in this case at least, 


in the practical answer to the question, 
Can it be done?—and then to the other 
question, What are the ways to do it? 

To say that civilization is powerless 
to defend itself against its worst enemy 
is to confess a weakness and a coward- 
ice that is foreign to this age of 


, achievement in which nothing is too 


great to attempt. 


How Can CrviuizaTion Eno Wars? 


Pacifism as now commonly under- 
stood will not end wars. When one 
nation is pacifist in the sense that it will 
not defend its own life and other nations 
are not, pacifism is but an invitation 
to war. 

A large measure of disarmament 
would be a very great blessing in that it 
would lift from the backs of men an 
intolerable load and be a deterrent to 
war, but, separate and alone, disarma- 
ment will not end wars or stop the com- 
ing of another world conflagation. 
There were wars, great and destructive 
world wars, when navies were built of 
little sailing ships and galley-oar boats. 
We might scrap every warship on the 
seas and every gun on land and water, 
and a nation determined on running 
amuck could go into war the next 
morning with new engines and agencies 
of destruction more appalling than all 
that were used in the late world war. 
New discoveries in chemistry alone 
prove this to be true. 

There,can be no large measure of 
disarmament until there is security. 
Give to the nations the sense of secu- 
rity against attack, and disarmament 
to a large extent will follow as a natural 
and inevitable sequence. But, it is not 
in itself a cure for war. 
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Education, religion, spiritual uplift, 
may, we hope, ultimately end wars. 
But, unless they lead to the putting 
forth of practical measures, their proc- 
esses will take centuries if not thou- 
sands of years. Our problem is not to 
end wars centuries in the future. It is 
to stop the next world war at the 
threshold. 

Wars will end only when the nations 
unite to forbid and prevent them. Are 
effectual measures of prevention possi- 
ble? If they are possible, what are 
they? There is encouragement for 
hope and even for cheerful anticipation 
in the reflection voiced by Dr. Edwin 
A. Alderman, President of the Univer- 
sity of Virginia, when he spoke of four 
great adventures in peace of this genera- 
tion which, he said, “mark greater 
genuine progress than in any millenni- 
um of former effort.” In that thought 
is a great urge to take advantage of the 
spirit of the time in which we live and 
the movement now under way, to push 
on to even greater progress. 
` Dr. Alderman named the four monu- 
mental achievements of the decade: 
the formation of the League of Nations, 
the Permanent Court of International 
Justice, the Pacts of Locarno, and the 
General Treaty for the Renunciation of 
War. He then went on to say, “But 
there is still a further thing to do.” I 
will not at this time name the “further 
thing to do” to which he gave his sanc- 
tion. It was intended to supply an 
indispensable support or reénforce- 
ment to the four great agencies for 
world peace that he cited—a better 
insurance of the permanence of the 
peace that the other four agencies 
sponsored. 


Economic Resistance to WAR 
It is my purpose to direct this address 
to a different and equally essential sup- 
port of the permanence of peace which 
I feel sure he would endorse. It is a 


good companion to the other and is 
peculiarly appropriate to this occasion. 

What better support could. be de- 
vised, what contribution is more vitally 
essential to the effectiveness of the 
Treaty for the Renunciation of War 
and the other engagements named, 
than the adoption of economic pressure 
in restraint of war? 

The Briand-Kellogg Multilateral 
Treaty is recognized by statesmen 
generally as one of the greatest forces 
for peace. But the common complaint 
against it is that it provides no means 
for its enforcement. Here an effective 
means is offered, a means easily and 
readily applied and one that avoids all 
the sacrifices of war. 

Provision was made for this means 
for enforcement of peace in the Cove- 
nant of the League of Nations, but it 
has been inoperative during all the ten 
years of the League’s history. There 
have been occasions when its use, or 
the threat of its use, would have pre- 
served peace with justice but peace has 
been accomplished at the expense of 
justice because of inability to use it. 
The world leaders who have at times 
been compelled to impose peace with- 
out justice have done it with reluctance 
and much regret because there was an 
effectual bar to the operation of this 
wise provision. 

Why has this provision been inopera- 
tive? It is because the United States 
was not bound by the provision and 
whenever its use was suggested the 
United States would not agree to co- 
operate. Any application of economic 
resistance to war must always be doom- 
ed to failure without the codperation of 
the United States. Thus the most 
powerful instrument in the Covenant - 
for the preservation of world peace and 
the assurance of international justice, 
the one most readily applied and that 
would not call for the shedding of one 
drop of blood, has-been inoperative. 
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It is thus seen that the one thing to 
do to establish the use of economic 
restraint as a bar against war is to win 
the United States to its support. 
There are other nations not yet ready to 
adopt it as a governmental policy, but 
in times ofegreat crisis when the peril of 
another world war shall arouse the 
great world leaders to action, they will 
be found, as they have been in the past, 
ready to put it into operation and lose 
no time in doing it, if they may know 
that this great Republic will stand with 
them in the act. 

To induce the United States to com- 
mit itself to such a policy by treaty in 
advance of an emergency that calls for 
its exercise, is no easy task. It may be 
done by education and much compro- 
mise and by putting behind the insist- 
ence therefor the influential constitu- 
ents of the legislators who must enact 
it. 

Great business interests as repre- 
sented in Chambers of Commerce and 
other influential organizations, may 
considerably further this result, but the 
idea sometimes put forth that they 
could successfully undertake the en- 
forcement of the Treaty would not 
work out in practice. It would be 
found impossible for them to organize 
and direct an economic barrage against 
a warring nation. The greater leaders 
among them, and many others awake 
to the need, might be willing and anx- 
ious to support such a policy, but if 
the attempt were made there would be 
so many who would refuse codperation 
for the sake of personal profits that the 
effort would be rendered abortive. 
Only by governments can the policy be 
established and enforced. 


CHAMBERS OF COMMERCE AND 
Busness [INTERESTS 
Here is where the power of great 
business, of Chambers of Commerce 
and other representative organizations, 


may help to accomplish the task. By 
the influence they may exert upon their 
governments and legislators and upon 
the expression of focusing of public 
sentiment, they, more than any other, 
may bring it to pass. There is there- 
fore great value in the proposal that 
business support economic pressure 
against war. But, this will occur only 
when. business men, our financiers, our 
merchants, our manufacturers, awake 
to the realization that such action is of 
supreme importance to every legiti- 
mate business interest and to their own 
personal interests as well. 

Mr. Edward A. Filene, in a remark- 
able address at Dartmouth College on 
“Business: a Career,” containing the 
clearest exposition I have heard of the 
significance of the second industrial 
revolution, which every intelligent 
American ought to read, said: “Mass 
production means, in its essence, noth- 
ing more than carrying on an enterprise 
for the benefit of everybody, rather 
than for the benefit of a special class.” 
Then he quoted, as the best philo- 
sophical expression of mass production 
he had ever heard, one that came from a 
teacher of two thousand years ago, who 
said: “Let him who would be great 
among you, be the servant of all.” 

Let economic pressure against war 
be the mass production of enlightened 
twentieth-century sentiment and it will 
mean the bestowal of the greatest possi- 
ble human benefaction and blessing not 
upon a favored few, but upon all 
mankind. 

Lf this is to be made a business prop- 
osition it should be pursued in a busi- 
nesslike way. Subject to change when 
change seems advisable, a program to 
achieve it should be adopted and 
followed. 

I have in mind no fewer than eight 
points in a program to secure the adop- 
tion of eflectual economic resistance 
against war, but I hasten to assure you 
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that I will speak of only one of them, the 
first and most important of all. It is 
that a small group of eminently com- 
petent men and women, distinguished 
not so much for the brilliance of their 
ideas as for the marked success of their 
undertakings, agree upon the definite 
form in which the proposal is to be 
made and advocated. Experience has 
taught me that a definite proposal, fo- 
cusing attention and effort upon the 
exact thing to be gained, stands a far 
better chance to succeed than varying 
forms of proposals put forth by various 
persons or groups aiming to reach the 
same end. With success in view, I 
would rather have an agreement by five 
men than by a conference of twenty or 
a hundred, however able and influential 
the other fifteen or ninety-five may be. 


Tae CAPPER RESOLUTION 


The definite proposal in this case 
might be the resolution filed in the 
Senate by Senator Arthur Capper, with 
some changes that would eliminate the 
objections of the Senate to it and make 
it even more effective. One needed 
change would relieve the President of 
_ the responsibility of deciding when a 

violation of the Briand-Kellogg Treaty 
has taken place and leave this decision 
to the Ministers of Foreign Affairs of 
a certain number of the governments 
joined in the treaty, made in response 
to inquiries from our Secretary of State. 

This change would make the first 
section of Senator Capper’s Resolution 
read as follows: 

Resolved, that whenever our Depart- 
ment of State has ascertained upon due 
inquiry, that there is agreement between 
the Minister of Foreign Affairs, or other 
authorized representative, of five of the ten 
powers first named in the General Pact for 
the Renunciation of War, together with the 
authorized representatives of five nations 
not so mentioned, that any country has 
violated the terms of that treaty by engag- 
ing in war, and the President has so de- 


clared by proclamation, it shall be unlawful, 
unless otherwise provided by act of Con- 
gress or by proclamation of the President, 
to export to such country arms, munitions, 
implements of war or other articles for use 
in war until the President shall by procla- 
mation declare that such violation no longer 
continues. . 

Representative Hamilton Fish has 
introduced in the House a different 
proposal looking to the same end. 

The first task before the friends of 
economic resistance to war would thus 
seem to be, by wisely diplomatic en- 
deavor, to bring Senator Capper and 
Mr. Fish to agreement by some com- 
promise that would allow the offer of 
the same measure in both houses with 
undivided support. 

The objection is raised by Mr. Fish 
to Senator Capper’s resolution, that it 
will require decision as to which nation 
is the aggressor—a difficult problem 
since no nation goes to war without 
the claim that it isin self-defense. This 
decision can be made in a very simple 
and effective way by the insertion 
of a provision that in case of con- 
flict both the warring nations shall be 
invited to submit the question of enter- 
ing upon or continuing the war to a 
conference of the nations associated in 
the Treaty. The nation that declines 
such invitation will thus automatically 
confess that its purpose is aggression. 
No definition of aggressor and no trial 
is needed. The nation has confessed 
its guilt. 

Let Mr. Fish propose this provision 
to Senator Capper and let Senator Cap- 
per accept it, and it is done. Thus Mr. 
Fish would get all he seeks while Sena- 
tor Capper would get more than he asks 
in the equivalent of an unfailing defini- 
tion of aggression with the aggressor 
pointed out by himself. So, all should 
be happy. 

The governments of Europe will be 
keen and quick to respond to the Presi- 
dent’s inquiry, in their anxious desire 
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to avert a world war. This does not 
require the actual settlement of the 
dispute, which might be impossible. 
It may remain unsettled if necessary, 
but the nations will not be permitted to 
go to war over it. 

There is*much merit in the third 
section of the Capper Resolution which 
requests that the President invite all 
nations to join in a treaty to make this 
policy binding upon all; that should 
certainly remain. When the President 
is ready to make this proposal openly 
to the Great Powers through the Secre- 
tary of State, I have no doubt that it 
will be adopted by all civilized nations 
as promptly as was the Briand-Kellogg 
Pact, because it is equally reasonable 
and equally desirable. 

In trying to escape the necessity of 
indicating the nation that has violated 
the treaty, has not the able and devoted 
friend of world peace, Mr. Fish, offered 
a proposal that would involve the eco- 
nomic embargo in a greater difficulty 
and the cause of peace in a greater peril? 
His resolution would enforce the em- 
bargo equally against both nations 
engaged in a conflict. Let us look 
ahead to the inevitable result. The 
nation that has decided to resort to 
arms, probably the stronger, knowing 
long in advance what it intends to do, 
will have so supplied itself with the 
implements and the munitions of war 
that it will not be affected by the em- 
bargo, which will leave the unoffending 
nation a helpless victim, to be crushed 
and ruined by the ruthless aggressor. 

With a single aim and a single for- 
mula to accomplish it, the friends of the 
embargo that should insure the perma- 
nence of peace may go forward to cer- 
tain victory. 

Have. I mapped the road to that 
reconciliation and achievement? Or is 
there a better one? 

If American sentiment is to be put 
behind this proposal; if that sentiment 


is to make the subject take hold of the 
common sense of our statesmen and 
win the initiative of our Government , 
and the support of our Senate, the busi- 
ness leaders and Chambers of Com- 
merce must mobilize and direct it. 
The great power of the people, ardently 
desiring peace, is only waiting for 
leadership to make itself overwhelm- 
ingly felt. Aroused business and the 
common sense of business men can 
supply that leadership. 


SECURITY 


If the London Naval Reduction 
Conference fails of any large achieve- 
ment, it will be due primarily to the 
lack of a sense of security. The uniting 
of the nations in this single act—an 
agreement to protect by an economic 
embargo against the attacking power 
any nation attacked would at one 
stroke give the security that alone 
would justify and lead to large naval 
and army reductions. When put into 
effective use in a single case it would be 
so convincing that it would establish 
gradual reductions of navies and armies 
as the universal policy of nations. 
Thus the business world would escepe 
the oft repeated disarrangements that 
are immeasureably costly. 

Hf the United States is to succeed in 
real arms reduction she must take some 
positive share in the organization of 
peace machinery that will largely con- 
tribute to security against war. If our 
country alone would adopt the policy 
of economic pressure against a violator 
of its own Treaty, it would be enough to 
give security to France, the lack of 
which is now the greatest obstacle to 
the success of the Conference. And 
who can blame Francé, a nation that 
has sixteen times been the victim of 
destructive wars, for the very natural 
timidity that demands sectrity above 
every other inducement for the reduc- 
tion of her navy and army? 
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If a war should break out anywhere 
in the world today, the business men of 
the United States would be among the 
first to be affected by it. Would it not 
be a good business investment to suffer 
the inconvenience and the loss involved 
in one economic boycott if by it we be 
freed forever from the losses that wars 
inevitably impose, by making the 
course of war so hard and so impossible 
of success that no nation will be so fool- 
hardy as to engage in it? 

It is a plain business proposition that 
involves no high idealism. It should 
be done for our own protection. Ideal- 
ism, however, is not lacking. The 
move should be made not for ourselves 
alone, but to confer that greatest of 
blessings, enduring peace, upon all 
mankind. That is the spirit of the 
second industrial revolution. 

If it is true, as Colonel Harvey said, 
that we went into the war solely for the 
United States, the need is as great that 
we go into peace for the United States. 
But, this is not true. We may have 
gone into the war primarily for defense, 
but not solely. If we go into an eco- 
nomic pact as a support for the Paris 
Treaty, America will no doubt greatly 
benefit by it but the world will share 
the benefit with us. In this age of 
close contact between all peoples one 
part of the world cannot suffer without 
the other part suffering with it. 

There is here at home a manufactory 
of popular phrases more hurtful in their 
influence than are the indiscreet ex- 
pressions of an ambassador, because 
more subtle. They are phrases that 
encourage the entire dismissal of the 
subject and the responsibility in a way 
often expressed by the man in the 
street in the Self-excusing and self- 
satisfying remark, “We have enough to 
do at home, and it is better to let our 
neighbor take care of his own yard.” 

If this means that when our neigh- 
bor’s fence is afire, and in spite of his 


strenuous endeavors to stay it, the fire 
is beginning to take hold of his house 
and not only the smoke but some of the 
burning cinders are blowing into our 
yard, “we have enough to do at home 
and it is better to let him take care of 
his own yard,” then no greater folly 
was ever spoken. 

We ought to have and to show some 
real interest in the fire in our neighbor’s 
yard though the wind should not'blow 
the smoke and the cinders our way. 
We went into the war in self-defense, but 
there is hardly an American soldier who 
went over the top who was not ennobled 
and who is not now exalted by the re- 
flection that he fought for the redemp- 
tion of the world, a war to end wars. I 
would not take that ennobling con- 
sciousness from him or rob him of the 
comforting satisfaction of handing it 
down to his children. 


AMERICAN [DEALISM 


There is such a thing as American 
idealism. We went into the war to 
save America, but at the same time the 
nation thrilled with the spirit of broth- 
erhood, and the thought that we had 
gone to the rescue of imperiled liberty 
in France and to avenge Belgium’s 
wrongs was large in the enthusiasm and 
it consecrated the sacrifice of our sons 
whose bodies lie in Flanders’ fields. 

American idealism is written not in 
words but in great historic acts. It 
introduced a new principle in world 
diplomacy when the Boxer indemnity 
was returned to China, and again when, 
under rules of peace and magnanimous 
justice, the voluntary payment of 
millions was made to a conquered na- 
tion for the Philippine Islands that 
were ours by all rules of war. 

As normal human beings we have had 
thought for our own interests, it is true. 
When we went to war with Spain there 
was in the minds of practical statesmen 
the thought to rid our country of the 
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menace of yellow fever that nested too 
close to our shores in unsanitary Ha- 
vana. But that city could have been 
purified and kept clean at much less 
expenditure than the war brought. 

It was the thought of Cuba’s wrongs, 
a near peighbor struggling to be free 
from foreign oppression that fired the 
hearts of our people, and it will be to 
the everlasting glory of McKinley and 
American statesmanship that, respond- 
ing to that sentiment of altruism, we 
went to her liberation in that supreme 
act of idealism while astonished Europe 
gaped in wonder as American blood 
and treasure were poured out not for 
American advantage but that Cuba 
might enter into freedom and oppor- 
tunity. 

Thus was written the brightest page 
in the history of world diplomacy 
through acts of an idealism that may 
yet mark the opening of a new era in 
the diplomacy of nations in which the 
~ might of golden rule and not of arms 
or circumstance shall decide the fate 
of nations and peoples. 

Our people have faith that history 
will write something like that concern- 


ing the idealism of Herbert Hoover, who 
has the greatest opportunity that has 
been given to a man since God en- 
trusted to Abraham Lincoln the gift of 
freedom to a race. To him and to Mr. 
Stimson and others of his cabinet, aided 
by other great Americans, we look for 
an idealism that will not expend itself 
in splendid visions, but will be built 
into the world’s enduring temple of 
peace and justice, or maybe into a for- 
tress upon whose banner will be in- 
scribed in words of good humor that 
does not detract from their grim deter- 
mination, “We will have peace if we 
have to fight for it.” We may fight a 
peaceful but effective battle for it by 
using the economic boycott. 

Shall the practical idealism of our 
people, looking confidently to new 
leadership to build it into a structure of 
great and lasting benefit to the race, 
find through that leadership the ex- 
pression for which it struggles? Cr 
shall America, in the hour of her su- 
preme opportunity, having by a grest 
sacrifice of blood and treasure brought 
the world out of war, now fail to assure 
the peace of the world? 


The Bank for International Settlements 


By F. Cyrnu James, Po.D. 
Assistant Professor of Finance, Wharton School of Finance and Commerce, University of 


Pennsylvania, Philadelphia, Pennsylvania 


. M. TOMLINSON, in one of his 
many delightful books, suggests 
that we disbelieve only what is foreign 
to our prejudices, and accept in un- 
questioning faith whatever facts accord 
with our philosophy. He writes: 
What are facts? What we really want is 
evidence we can understand, like that most 
discreet and wary old critic, the aunt of the 
young sailor. She quizzed him humorously 
about his flying fish, but was serious at 
once over that chariot wheel which was 
brought up on a fluke of his ship’s anchor in 
the Red Sea. She knew well enough where 
it was Pharaoh got what he asked for. 


A good deal that has been said and 
written on the subject of the Bank for 
International Settlements during the 
past few months, is reminiscent of the 
chariot wheel. There is being created 
at Basel an institution of epoch-making 
significance, but we have tended to re- 
gard it as a trust company similar to 
those with which we are familiar in our 
daily business, although, perhaps, a 
little larger in point of operations and 
financial resources. 

Broadly speaking, the Bank for 
International Settlements has been 
looked upon as a financial institution 
which is to receive from Germany each 
year an amount of approximately five 
hundred million dollars, which, in its 
capacity of trustee on reparations ac- 
count, it will distribute among the 
creditor powers in appropriate propor- 
tions. Most of the funds will be paid 
to the United States on account of 
inter-allied debts, but smaller amounts 
will be received each year by the other 
powers who are still creditors, in vary- 


ing degree, as a result of this last at- 
tempt to liquidate the financial muddle 
of the war. 


Bank STRUCTURE 


This view of the new Bank is of im- 
portance, for, although that institution 
may be regarded as a natural result of 
the financial developments of the last 
decade, it would probably not have 
assumed its present form so early had 
it not been for the necessity created by 
the attempt of Mr. Owen D. Young’s 
committee to settle the reparations 
problem on an economic basis. Like 
the League of Nations, the Bank is an 
institution created phcenix-like from 
the ashes of belligerent conflagratior, 
and its structure is therefore deter- 
mined in large measure by the postwar 
problems. 

Regarded from this angle, the Bank 
for International Settlements is an ir- 
stitution with a capital of approx- 
mately one hundred million dollars, 
divided into two hundred thousand 
shares. Of this capital stock, fifty-six 
per cent is to be held by the inhabitants 
of a small group of seven countries— 
Belgium, France, Germany, Grest 
Britain, Italy, Japan, and the United 
States—while the remaining forty-four 
per cent will be held by the inhabitants 
of other countries throughout the 


“world. The shares carry no voting 
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rights to the holder, but the central 
bank of each country has the power to 
exercise voting rights in proportion to 
the total number of shares held in thet 
country. 

The management of the Bank will ke 
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in the hands of a board of twenty-five 
directors, of whom sixteen will be repre- 
sentative of the countries already men- 
tioned and nine will represent the rest 
of the world. It must be emphasized, 
however, that the Bank for Inter- 
national Settlements is not in any way 
subject to political influence through 
direct national representation on the 
board. The directors are appointed 
not by governments, but by central 
bankers. As a nucleus, the governors 
of the central banks of the seven coun- 
tries named are ex officio directors— 
although both the Bank of Japan and 
the Federal Reserve System are to be 
represented by private bankers, the 
one on account of its distance from 
Switzerland and the other because of 
the national fear of “entangling al- 
liances.” Each of these seven men 
will appoint one other director from his 
own country (two each in the case of 
France and Germany), and these six- 
teen directors will elect the other nine. 

This arrangement needs to be em- 
phasized, first because it demonstrates 
the fact that the new international 
Bank is to be directed and controlled by 
a group of central bankers, and second, 
because there appears to be some mis- 
apprehension in the United States as 
to the nature of the Board of Directors. 
The State Department has officially 
notified the world that the United 
States will not participate, but it will 
already have become evident that po- 
litical participation is neither possible 
nor desirable. In so far as the Federal 
Reserve System, the central banking 
system of this country, is concerned, it 
will become apparent as we proceed 
that, either directly or indirectly, it 
must codperate with the Bank for 
International Settlements, both in its 
own interest and in order to make the 
policies of the new Bank more effective. 
That the Reserve Banks have co- 
operated is evident from the assistance 


rendered by American bankers in the 
creation of the Bank for International 
Settlements, of which the first presi- 
dent is to be the ex-governor of the 
New York Federal Reserve Bank. 


Bank OPERATION 


Apart from the powers necessary to 
enable it to handle the international 
payments under the Young Plan, with 
which we need not concern ourselves 
at this time, the powers conferred upon 
the Bank for International Settlements 
under its statutes! are similar to those 
of any existing central bank. The 
Bank will receive deposits on clearing 
account from existing central banks, 
an arrangement similar to the Gold 
Settlement Fund in the United States: 
it will also receive demand deposits and 
time deposits from the same customers. 
On the other side of its operations, it 
may buy and sell gold; buy and sell 
foreign exchange; discount, rediscount, _ 
purchase, or sell bills of exchange of the 
same general nature as those which the 
Reserve Banks may handle in the open 
market, as well as other short term 
credit instruments, and bonds. 

In regard to this last provision, the 
statutes of the Bank for International 
Settlements are much more liberal than 
the Federal Reserve Act, since the 
former institution may deal in any 
negotiable securities, other than shares, 
whereas the Reserve Bank operations 
must be confined to government bonds. 
Finally, the new Bank may directly 
lend to, or borrow from, existing cen- 
tral banks. It may not, however, 
accept bills of exchange; issue bank 
notes; lend to national governments; or 
acquire control of any business enter- 
prise. . 
One outstanding difference between 
the Bank for International Settlements 
and any existing central bank needs 

1Agresmenis concluded at the Hague Conference, 
Jan, 1980, (Cmd. 8484) pp. 110-128. 
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particularly to be emphasized. The 
former has no money market of its own 
in which to operate. The Federal 
Reserve Banks head the commercial 
banking system of the United States, 
and control the American money mar- 
ket; the money market which centers 
upon Lombard Street is controlled by 
the Bank of England, and so on. The 
new Bank, however, does not even con- 
trol the Swiss money market, since a 
central bank is already in operation in 
that country. Like the League of Na- 
tions, the Bank for International Set- 
tlements must operate in countries 
where an adequate system of domestic 
control already exists, and it follows 
from this fact that competition might 
easily arise between the new institution 
and the central bank already operating 
in a particular market. 

Such a possibility is distasteful to 
every central banker, and, in order to 
remove it, there has been given to the 
central bank of each country the right 
to veto any policy of the Bank for 
International Settlements which would 
necessitate financial operations in that 
country. Article 20 of the Statutes 
of the Bank specifically provides 
that: ; 


Before any financial operation is carried 
out by, or on behalf of, the Bank on a given 
market or in a given currency, the Board 
' (of directors) sball afford to the central 
bank or central banks directly concerned an 
opportunity to dissent. In the event of 
disapproval being expressed within such 
reasonable time as the Board shall specify, 
the proposed operation shall not take 
place. 


It is clear, therefore, that if the new 
Bank wishes to undertake operations in 
the Paris money market, such a policy 
must, first of all, meet with the ap- 
proval of a majority of the Board of 
Directors, and must, in the second 


place, be agreed to by the Bank of - 


France. 


UNITED STATES [INTERESTS PROTECTED 


While this liberum veto protects 
those central banks that are participat- 
ing in the Bank for International Set- 
tlements, it has been suggested, both in 
the halls of Congress and outside, that 
it does not safeguard the interests of 
the United States. Since the Federal 
Reserve System is not officially con- 
nected in any way with the new Bank, 
and since it is obvious that the Ameri- 
can banking system is vitally interested 
in the work of that institution, this 
country is to be unofficially represented 
by a private banking house. Natu- 
rally, afew timorous minds have become 
terrified at the thought that such a 
private banker might consent to opera- 
tions in the New York money market 
which would be contrary to the policies 
of the Federal Reserve System and 
would impair the safety of American 
banking as a whole. 

‘ Such a specter need cause no fear. 
In the first place, it is hardly to be ex- 
pected that any policies of the Bank for 
International Settlements, agreed upon 
as they must be by a group of experi- 
enced central bankers, would be dan- 
gerous to the banking system of the 
United States; but it is not necessary to 
resort to this argument, for the Article 
of the Statutes which we have already 
quoted provides that “if the represen- 
tative of the central bank is not di- 
rectly represented on the Board, steps 
shall be taken to afford the central 
bank or banks concerned an opportu- 
nity to express dissent.” The house of 
Morgan, which is reputed to be the un- 
official representative of the United 
States, can do many things on behalf 
of the banking system of this country, 
but it is not competent to give its con- 
sent to a policy of the Bank for Inter- 
national Settlements involving opera- 
tions in the American money market. 
That consent must be specifically given 
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by the Federal Reserve Board, or by 
some officer of the system whom it 
designates to handle such matters. 

By and large, what we have already 
said is typical of much of the contem- 
porary discussion of the new institu- 
tion. Jackson E. Reynolds, one of the 
American bankers who assisted in 
drawing up the statutes under which 
the Bank for International Settlements 
is to operate, recently pointed out that 
there are two stories that could be told 
about the Bank. One, he suggested, 
is the very interesting story of the evo- 
lution of the institution—a story which 
demands a log fire and a group of con- 
genial friends—while the second is the 
rather dry and technical statement of 
the Bank’s structure and legal powers. 

There is, however, a third story 
which cannot yet be told in all its 
detail. It is of greater importance 
than either of the others, and of more 
interest to those who are concerned. 


with the economic progress of this- 


world during the years that are to come. 


That third story would be written’ 


around the functions of the Bank for 
International Settlements: it is con- 
cerned with the part that the Bank can 
play, not in regard to reparations and 
the ultimate liquidation of the war, but 
in regard to the economic development 
of the world and the facilitation of 
international codperation in economic 
affairs. No better introduction to 
this story can be found than a para- 
graph from the pen of the unknown 
author of the Young Plan. He writes: 


The Bank is so designed as not to inter- 
fere with the functions performed by exist- 
ing institutions, but it is to create for itself 
supplementary functions in a special field 
of its own. To this end, every care should 
be exercised in the organization and ad- 
ministration of the institution. In the 
natural course of development, it is to be 
expected that the Bank will in time become 
an organization, not simply, or even pre- 


dominantly, concerned with the handling 
of reparations, but also with furnishing to 
the world of international commerce and 
finance important facilities hitherto lack- 
ing. Especially it is to be hoped that it will 
become an increasingly close and valuable 
link in the coöperation of central banking 
Institutions generally—a coöperation es- 
sential to the continuing stability of the 
world’s credit structure. 


The same vision is to be found in the 
statutes, where the objects of the Bank 
are declared to be “to promote the 
coöperation of central banks and to 
provide additional facilities for financial 
operations; and to act as trustee or 
agent in regard to international finan- 
cial settlements entrusted to it under 
agreements with the parties concerned.” 
This rather verbose statement of the 
Bank’s duties as trustee on reparations 
account may be disregarded as of less 
ultimate significance for our purpose. 


Bank SERVICES 


It is with the remaining functions of 
the Bank that our third story deals, 
and if we restate them in the light of the 
economic and financial problems that 
confront the world today, the out- 
standing services of the new institution 
will be, first, that it facilitates the 
international coöperation of central 
banks and, second, that it renders 
possible the regulation of the monetary 
value of gold. 

Central bank coöperation is an old 
story. Although it was not mentioned 
at the Brussels Financial Conference 
in 1920, and could not well have been, 
in view of the political and psychologi- 
cal situation at that time, codperation 
had come to be recognized as a matter 
of considerable importance when the 
international conference met at Genoa 
two years later. The committee of 
experts at Genoa presented a report 
on currency and financial problems 
which had as its keynote the desira- 
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bility of a universal return to the gold 
standard, but that report contained 
two recommendations which are ger- 
mane to our subject. The third 
resolution suggests that: 


Measures of currency reform will be 
facilitated if the practice of continuous co- 
operation among central banks of issue or 
banks regulating credit policy in the several 
countries can be developed. Such cotpera- 
tion of central banks, not necessarily con- 
fined to Europe, would provide opportuni- 
ties of coUrdinating their policy without 
hampering the freedom of the several banks. 
It is suggested that an early meeting of 
representatives of central banks should be 
held with a view to considering how best to 
give effect to this recommendation. 


In order to make this last suggestion 
more definite, the governor of'the Bank 
of England was empowered to call a 
conference of central bankers, at which 
the question could be discussed and a 
more perfect method of codperation 
agreed upon. 

That conference was never called. 
The Genoa Conference had recom- 
mended the creation of central banks 
in all countries where they did not 
exist—and the establishment of central 
banks proceeded rapidly in all parts of 
the world. Now it is obvious that, 
whereas a small group of central bank- 
ers might be able to formulate coördi- 
nated policies, nothing could be 
achieved by an international con- 
ference at which all of the central 
banks of the world were equally rep- 
resented. Apparently, therefore, very 
little progress was made in this 
direction. 

Beneath the surface, however, a 
strong current was flowing. From 
1922 to 1928 there existed a very large 
measure of coöperation among the 
three leading central bankers of the 
world—-Mr. Benjamin Strong, of the 
New York Reserve Bank; Mr. Mon- 
tagu Norman, of the Bank of England; 


and Mr. Hjalmar Schacht, of the 
Reichsbank. The names of these men 
have not figured prominently in the 
headlines of the press, their movements 
were not daily recorded, and yet it is 
probable that when the economic 
history of the last decades is written 
these three names will stand ouf more 
prominently than many which resound 
in our ears today. 

Working quietly together, this trium- 
virate was able to establish a nucleus 
around which there was built up that 
international codperation of central 
banks by means of which the world 
has been able to return to the gold 
standard. While the actual return to 
gold has, in every case, been a matter 
of national policy, determined by the 
government of the individual country, 
it has in no case been accomplished 
without the aid of central bank codpera- 
tion and the acquisition of large credits 
in foreign money markets. England 
obtained the assistance of the Reserve 
System and the New York money 
market in 1925: Belgium was assisted, 
a few years later, by a consortium of 
fourteen central banks. In all cases 
the story is the same. Only by a study 
of the reports of many central banks, 
in various parts of the world, is 
it possible to appreciate the import- 
ance of that central bank codper- 
ation which rested largely upon the 
shoulders of the triumvirate already 
mentioned. 

In 1928 Mr. Strong died, and there 
has not arisen in the United States 
another central banker so well able to 
represent this country in international 
affairs. Since the participation of the 
United States is essential to the success 
of any plan of central bank codpera- 
tion, some new method had, therefore, 
to be devised. Moreover, a codpera- 
tion that was based upon the personal 
relationships of three men could not 
continue indefinitely. 
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Bank FACILITATES COÖPHRATION 


We may, therefore, regard the Bank 
for International Settlements as an 
evolutionary product, designed to, fa- 
cilitate the coöperation so well begun 
during the preceding years. The con- 
trol of the Board of Directors will in all 
probability remain with the central 
bankers of seven countries, and al- 
though those countries were selected 
because of their fiscal interest in the 
problems of reparations and war debts, 
it will be noticed that they include five 
of the most important central banks 
in the world. At least ten times each 
year those men will meet together, 
and in coöperation with the other 
directors, they will have to formulate 
the policies of the Bank for Interna- 
tional Settlements. They will be com- 
pelled to coördinate their policies, and 
to understand one another’s points of 
view, so that the new institution repre- 
sents an effective piece of machinery by 
means of which the world can secure 
the benefits of an international coördi- 
nation of central banking policy. 

Among the greatest benefits to be 
obtained from such courdination is the 
regulation of the value of gold. There 
were many who hoped that a newer and 
better monetary standard would be 
created out of the monetary chaos pro- 
duced by the war, but it was clear at 
the Genoa Conference, and even earlier, 
that gold was the only monetary stand- 
ard upon which all nations could agree. 
Gold had been the standard in those 
prewar years, which appeared so per- 
fect in retrospect; and in addition 
there was something tangible about 
gold, something which could be held 
up before the people with greater 
confidence than any index number that 
ever was calculated. But the return 
to gold created a new problem of great 
importance. Even before the war, 
Professor Gustav Cassel had pointed 
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out that, if the world continued to 
develop at a rate of economic progress 
similar to that which marked the 
period from 1860 to 1910, an annual 
gold production equal to three per cent 
of the existing supply was necessary to 
maintain stable prices. 

There is nothing sacrosanct about 
the figure of three per cent, but the 
economic progress of the world during 
the next decade would require an 
output of gold approximating this 
figure if the prewar gold standard were 
to be restored. In fact, however, the 

_actual production of gold does not 
approach this requirement. The an- 
nual additions to the world’s monetary 
stock of gold during the last fifteen 
years have been less than half of the 
required three per cent, and it is ob- 
vious that unless economies are de- 
veloped in the use of gold the world 
must look forward to a commodity 
price level. Such a falling price level 
would, if we may trust the experience 
of history, exercise a deadening effect 
‘upon business activity and hamper the 
progress of the second industrial revo- 
lution. 

During the years immediately fol- 
lowing 1928, when the United States 
was the only important country on the 
gold standard, the world observed 
with much interest the successful 
effort of the Federal Reserve System 
to stabilize the monetary value of gold, 
through the medium of its credit policy. 
This is not the place in which to enter 
upon a long discussion of monetary 
theory, but, broadly speaking, the value 
of gold is determined by the value of 
money, while this, in turn, is chiefly 
determined by the credit policy of 
central banks. It became apparent 
that a suitable credit policy on the 
part of those central banks which 
operated on the gold standard could 
neutralize the influence of fluctuations 
in the supply of the yellow metal, and 
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obviate the steady fall in price levels 
which would otherwise flow from the 
continuing scarcity of gold. 

As one nation after another returned 
to the gold standard during the latter 
part of the past decade, it was clear 
that such a result could be achieved 
only through a close codrdination of 
central banking policy. Assuming, 
then, that central bank codperation 


continues to develop along the lines’ 


already suggested, what can the Bank 
for International Settlements do in 
regard to economizing the use of gold 
and regulating its monetary value? 
Mr. Van der Mandlee has recently 
suggested °? that the Bank is impotent 
because it cannot create credit; but 
there is no evidence in the Young 
Plan or in the Statutes of the Bank for 
International Settlements on which 
such a statement could be based. A 
careful study of these documents con- 
vinces us that the new institution has 
powers wide enough to enable it to deal 
with any problem which is likely to 
arise in the immediate future. 


GoLD Economy 


In regard to the economy of gold, it 
has already been stated that the new 
Bank has the power to lend to central 
banks and to rediscount bills of ex- 
change for them, as well as to purchase 
securities in the money market. Cred- 
its obtained by a central bank in any 
of these ways can be treated in the 
same manner as a loan from a com- 
mercial bank to a customer; the pro- 
ceeds would be credited to the account 
of the borrower at the Bank for In- 
ternational Settlements. While the 
statutes make no specific provision 
regarding the reserve which the new 
Bank must hold against such accounts, 
leaving the matter to the discretion of 
the Board of Directors, the thought in 
the minds of its creators is clearly 

2 Harvard Business Review, Jan., 1930. 


evidenced by the revolutionary sug- 
gestion of the Young Plan that the 
Bank for International Settlements 
should hold a reserve of forty per cent 
in gold or divisen against demand 
deposits, and of twenty-five per cent 
in gold or divisen against time deposits! 
The Bank for International *Settle- 
ments would, in the minds of its crea- 
tors, be able to extend credit without the 
necessity of holding a single ounce of 
gold in its vaults. 

Let us suppose that, with the passage 
of time, the new institution becomes so 
closely related to the central banks of 
the world that these are willing to re- 
gard a deposit with the Bank for Inter- 
national Settlements as a part of their 
reserve. Such a proposal is not revo- 
lutionary. To take but one example, 
the Bank of France has for many years 
included in its reserve, funds on deposit 
with banks in New York and London. 
When the Bank for International Set- 
tlements is so recognized and used, 
the possibilities of economy in the use 
of gold are almost infinite. When the 
Bank of England wishes to augment its 
reserve, there will be no need to de- 
crease the stock of gold in some other 
market. All that will be necessary 
will be a loan from the Bank for Inter- 
national Settlements—a net increase 
in the total volume of credit. 

In conclusion, it is necessary to 
point out that these functions will not 
be fully performed immediately. The 
evolution of central banking practice 
required nearly two centuries, for 
credit is a plant of slow growth, and 
while there is no suggestion that a 
similar period will be required for the 
maturing of the Bank for International 
Settlements, the process will undoubt- 
edly need several decades. As it 
exists today, the Bank is nothing but a 
piece of machinery. The motivating 
power which will render that machinery 
useful must be the growing coöperation 
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of central bankers. But, as we look 
into the future, it is clear that the 
powers of the new institution render 
it capable of performing any operations 
required by a codrdinated central 
banking policy. Perhaps, too, it is 
still necessary to insist that the par- 
ticipation of the United States is vital 
both to the banking system of this 
country and to the Bank for Interna- 
tional Settlements. From a purely 
selfish angle, America should be inter- 
ested in a trust of which it is the largest 
beneficiary, and in an institution which 


will influence the monetary value of 
that large stock of gold which it holds. 
But the argument can be carried to a 
higher plane. The growing economic 
interdependence of the world makes it 
impossible for the most powerful eco- 
nomic unit to stand aloof. The United 
States is already closely associated with 
the Bank for International Settlements 
in an unofäcial capacity. There is no 
reason at all why that contact be- 
tween the new Bank and the Federal 
Reserve System should not be direct 
and official. 


The Position of the United States an World Affairs 


By J. H. Rogrrs, Px.D. 
Professor of Economics, University of Missouri, Columbia, Missourj 


ORTUNATELY, or unfortunately 
as the case may be, we are moving 
toward Internationalism and, strange 
as it may seem, our trust companies 
are quite prominent among the agencies 
which are taking us in that direction. 
If we should journey into the coun- 
try of our former allies, we should dis- 
cover that we are often referred to as 
Uncle Shylock; if we should go a little 
farther east, to Austria and to Hun- 
gary, we should find that some people 
still remember us as the saviours of 
their starving children. If we should 
wander still farther east, we should 
learn that we were the none too scrupu- 
lous worshipers of the almighty dollar. 
If we should make our way so far east 
as China, or Japan, we should hear 
our country referred to as the great 
and powerful but imperialistic nation 
of the Far West. Finally if we should 
journey to the south of us, we should 
discover that we were the octopus of 
the North. 

Eight years ago, while I was on the 
faculty of Cornell University, I had 
a prominent investigator of economic 
affairs come to Ithaca with an invita- 
tion to speak on any subject which he 
might choose. The subject which he 
announced was “The Fabulous Land, 
America 1922.” Since 1922 many 
things have happened in this fabulous 
land, and among them certain ones 
which have brought us into prominence 
in international affairs. So important, 
indeed, have been these happenings 
that a committee headed by no less a 
person than the present President of 
the United States, has investigated 


the subject of the recent economic 
changes in the United States. 

There are three phases of the sub- 
ject which I should like to touch upon 
very briefly. The first of these is the 
growth of our foreign investments, the 
second is the growth of New York as an‘ 
international money and investment 
center, and the third is the migration 
of American industry to foreign coun- 
tries. 

Since these three subjects are inti- 
mately connected not only one with an- 
other but likewise with all the items 
of the balance of international pay- 
ments of the United States, I shall 
attempt to discuss the subject very 
briefly from that standpoint. 


GROWTH OF FOREIGN INVESTMENTS 


On the chart appended, two sides, a 
debit side and a credit side, will be 
noticed. The significance of this is 
quite simple. On the debit side are 
listed all items entering into our 
balance of international payments 
which lead to payments from the 
United States to outsiders. . On the 
credit side, on the other hand, are 
listed all items which lead to payments 
from outside to persons in the United 
States. For example, the item on the 
extreme right is the interest paid to 
Americans by foreigners, on account of 
investments which we have in foreign 
industry and in foreign countries in - 
general. The next item, the second 
bar from the right, represents the re- 
tum on the war debt, the item by 
the way which has given us the title of 
“Uncle Shylock.” Both of these rep- 
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resent payments from outside to people 
in the United States. Likewise, the 
other credit items—investments of 
foreigners in American securities, and 
our favorable balance of trade—lead 
to payments from the outside, and 
the funds céme to the United States. 
Now, all of those are credit items, as is 
the gold shipped abroad which has to 
be paid for and therefore leads to pay- 
ments from outside to someone in this 
country. 

The reverse is true of the items on 
the other side. Interest paid to for- 
eigners on the American securities 
which they hold, represents a payment 
from the United States to the outside. 
‘Therefore it is entered among the 
debits. Likewise the big investments 
of Americans in foreign securities, 
immigrant remittances, and tourist 
expenditures represent payments from 
people in the United States to those 
outside. 

This balance is presented for various 
reasons. First, attention is called to 
the sizes of the various items, these 
being of great significance. While I 
have not entered imports and exports 
separately, they are the largest items 
in the whole balance; I have entered 
simply the differences between the 
two resulting in our favorable balances 
of trade. Likewise, tourist expendi- 
tures is a net item and represents 
expenditures of Americans traveling 
abroad in excess of those spent by 
foreigners in this country. 

It is evident, however, that the 
whole balance is completely dominated 
by the big credit items, the largest 
being long term investments by Ameri- 
cans in foreign industries, municipali- 
ties, and so forth. The corresponding 
item on the credit side represents in- 
vestments of foreigners in the United 
States. Attention is likewise called 
to the greatness in size of this bar— 
the second—and also to its continued 


increase. It represents the interest 
payments on the cumulative and ever 
larger holdings of foreign securities 
in the United States. This item is 
becoming of great significance and I 
shall refer to it again. 

But far more important even than 
the relative magnitudes themselves 
of the various items of the balance is 
the degree of their adjustability. In 
other words, which are the magnitudes 
following independent courses domi- 
nated largely by influences unconnected 
with the equilibrium of the balance 
of payments? And which, on the 
other hand, are those readily and sensi- 
tively adapting their movements to 
variations in exchange rates and related 
phenomena directly connected with 
disturbances in that equilibrium? 

The classical theory of economics 
assumed—and, in an earlier age, ap- 
proximately rightly—that between gold 
standard countries—as between other 
countries on the same metallic stand- 
ard—the money metal supplied the one 
and only immediately adjustable ele- 
ment in the balance. Whatever other 
adjustments appeared might be traced 
directly to influences set in motion by 
the international movements of the 
previous metals. In short, the move- 
ments of gold out of a country with 
that metal as a standard led ultimately 
to a corresponding reduction in prices 
and consequently to an increase in 
sales abroad of goods and of services, 
sufficient not only to restore the bal- 
ance but in general also to recover 
much of the lost gold. Reversely, 
when gold was shipped into a country, 
prices would rise by an amount suf- 
ficient to reéstablish the balance and 
to get rid of much of the unsought gold 
so recently shipped in. Possible credit 
adjustments did not pass unmentioned 
by the more careful analysts but they 
were, even by them, usually relegated 
to a position of minor consideration. 
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In recent years, however, it has been 
learned that, at least in the United 
States, prices are not nearly so respon- 
sive to gold movements as the classi- 
cists had supposed. 

It remains to discuss the other items. 
Unfortunately, the adjustability of 
these various items is difficult to test 
statistically. Considerable variations 
are to be noted in the merchandise 
balance of trade; but, wide differences 
in the values both of imports and of 
exports frequently appear on account 
of almost purely accidental movements 
of prices of such important articles as 
cotton, silk, or rubber. By no stretch- 
ing of the imagination, however, could 
such adjustments be interpreted as 
being in any important way connected 
with restorations of international bal- 
ances of payments. Moreover, payers 
of international, as of domestic interest, 
except in the case of governments, 
fortunately continue to pay according 
to what they owe rather than according 
to the effects of their actions on various 
international balances of payments; 
and the declarations of dividends, as 
always, depend on the whims of the 
boards of directors, if not on the affairs 
of their companies. Little adjustment 
in such items can accordingly be ex- 
pected to reéstablish a disequilibrium, 
however unfortunate, in an interna- 
tional balance of payments. Further- 
more, recently arrived immigrants will 
continue to send money to their par- 
ents, their wives, and their sweet- 
hearts while American tourists in 
Montmartre cabarets will continue to 
order their champagne without undue 
regard to the effects of their orders 
on the American balance of payments. 


WORLD’S INVESTMENT CENTER 


A similar review of the numerous 
items entering into our international 
accounts yields the presumption that 
all except credit items, securities, and 


gold are either relatively fixed in 
magnitude or else move largely under 
the influence of forces temporarily al- 
most completely independent of any 
considerations of the balance of pay- 
ments. 

When the British reëstablished the 
gold standard, the Bank of England 
arranged a contingent credit in this 
country. Fearing that the gold might 
be drawn away on account of un- 
favorable balances, they arranged this 
credit which could be used to furnish 
dollar exchange, an equilibrium thus 
being maintained without the outflow 
of gold. 

The credit items are also otherwise 
connected with the gold flow. Sup- 
pose, for example, that gold flows into 
the United States—as it did in large 
quantities in the earlier years of the 
period which I have illustrated on the 
chart. Almost inevitably money rates 
are eased in the New York money 
market, thereby causing likewise a 
reduction in the investment rates—as 
they almost always follow money 
rates. When investment rates ease, 
securities are floated in larger quanti- 
ties, and when this occurs, foreign 
security flotations likewise increase. 
So, an overflow of gold into the United 
States, by easing rates, leads to an in- 
crease in this long term credit item 
and makes unnecessary a further flow 
of gold into the country. 

When the gold which came in recent 
years to the United States did not go 
into commodity prices, it went some- 
where else. It immediately eased 
rates in the New York money market 
and we know many things that resulted, 
among them the great speculative 
boom. In addition, -it eased invest- 
ment rates in New York and hence 
accounted in large measure for this tre- 
mendous long-term credit item on the 
debit side of the balance sheet. Be- 
cause for some reason we did not let 
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the inflowing gold have its normal 
effect on prices, it has spent its force 
on interest rates. The resultant easing 
of money rates has helped to build 
up New York as a great international 
money center, and that of long-term 
rates has tended to increase continually 
our large investments abroad. Fur- 
thermore, along with this increase in 
the long-term credit item, has gone 
the inevitable increase in the amount 
of interest and dividends which are 
paid to us each year on the foreign 
investments which we as Americans 
hold. The probable consequences of 
this increase seem to me to be of 
outstanding significance. 

To understand these consequences, 
let us summarize our position as it 
must appear to those outside. 

During the war and the post war 
years, much of the world became sud- 
denly and very greatly indebted to us. 
By making it difficult, through our 
high tariff walls, for all outsiders alike 
to pay us with goods, we began im- 
porting their gold. While taking much 
of their gold, we kept our prices stable. 
By keeping our prices from rising, 
we held interest rates low. By reduc- 
ing interest rates, we expanded our 
foreign investments and built up New 
York as an international monetary 
center. 

Moreover, by expanding our foreign 
investments, and by building up the 
New York money market, we threaten: 

(a) To take more gold; 

(b) To increase our investments 
abroad; 

(c) To increase further the annual 
payments due us from abroad; and, 
thus, 

(d) To take more gold. 

“How will the caterpillars ever get 
out of the circle”? Certainly such a 
situation cannot continue indefinitely. 
Fortunately, the semi-automatic opera- 
tions of the economic system into 


which, after untold ages of blundering, 
we have finally stumbled, do not re- 
quire of us, in the long run, much more 
than caterpillar intelligence. Certain 
forces destined in the end to bring 
us out of the circle are already in 
operation. . 

Large payments required from 
abroad, combined with our high tariff 
and price stabilization policies, cannot 
help but react—however slowly—on 
the levels of prices in the debtor coun- 
tries. Since gold is the only commod- 
ity which we will accept in unlimited 
quantities, at a fixed price, and without 
import or other restriction, in the 
debtor countries it will come much into 
demand relatively to other commodi- 
ties which we will accept only with 
the penalty of a tariff. Nevertheless, 
such a reaction will inevitably be slow 
and gradual. The debtors have the 
whole world in which to sell their wares 
and thereby to accumulate the gold 
or the exchange with which to make 
payment. The spread of their field 
of activities, however, but serves to 
make the condition well-nigh general 
among the commercial countries. Gold 
or dollar exchange—which are equiva- 
lents—wherever either is available, 
are bid for with their wares; and con- 
sequently in all countries in which the 
bidding takes place price levels in terms 
of gold will be correspondingly reduced. 

Such a relative reduction in prices, 
as it proceeds, is setting up a whole 
train of other influences, among which 
are those operating to adjust the inter- 
national balance of payments between 
the United States and her debtors. 
Certain commodities will become cheap 
enough at home to scale our difficult 
tariff walls—at least until someone 
in our alert Commission discovers to 
his dismay that the “differences `in 
the costs of production at home and 
abroad” have widened sufficiently to 
let some desired manufactures come 
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in. Gradually, likewise, the same in- 
fluences working surely, though usually 
unobserved, are undermining the mark- 
ets of our great export industries. 
These in turn seek means of avoiding 
the effects of the penalty thus imposed 
by their own country as well as those 
inflicted by the countries of their best 
customers. 


MIGRATION OF INDUSTRY 


The ready escape from both is to 
migrate if possible to the countries 
where production costs are cheapest 
and sales most promising. The estab- 
lishment of branch plants, already 
going on at a rapid rate, will in the 
absence of restricting legislation con- 
tinue to grow in intensity and in scope, 
setting up potent forces for the read- 
justment of our balances of payments. 
To build the new factories, American 
capital will be exported, and to dispose 
of its finished products abroad no 
commodity exports will necessarily be 
required. 

Finally, the gradually falling foreign 
price levels, as they spread to a greater 
and greater portion of the earth’s 
surface and as they grow in intensity, 
are not apt to discourage the wander- 
lustful habits which are fast becoming 
a mania with an ever increasing portion 
of our always impecunious but none 
the less ever spending American under- 
graduates. Thus, in true lordly fash- 
ion, we eat and drink at the tables of 
our none-too-gracious debtors much of 
what our systems of trade restrictions 
make impossible for us to receive in 
more modern ways. 

The readjustments, let it be em- 
phasized, will not come with a jolt. 


Only gradually and slowly will they 
take place. Meanwhile, additional 
credits will be floated when interest 
rates are favorable, and gold move- 
ments, as always, will adjust minor dis- 
equilibria in the balance of payments. 

On the other hand, a conscious and 
vigorous policy would break the circle 
speedily and completely. Already it 
has become clear to our international 
bankers that the interest on the 
foreign securities floated by them to 
their customers in this country could 
be paid with greater certainty if we 
should accept in goods a larger portion 
of the necessary payments. It is 
equally clear to many of our great in- 
dustrial leaders engaged in the pro- 
duction of machinery, of automobiles, 
of tires, of steel and of other products 
entering largely into our export trade 
that sales abroad would be easier if we 
should agree to receive without such 
heavy penalty the products of the 
countries in which their wares are sold. 
Even to the American farmer, who, 
more than any of his brothers, has 
made a religion of his polities, the con- 
viction is fast coming that the imposi- 
tion of an import duty on his largely 
exported products is little more than a 
hoax. Finally, to the American laborer, 
the migration of American indus- 
try, carrying away with it all possi- 
bility of paying wages to Americans, 
has become a matter of grave and 
increasing concern. 

With these four powerful groups 
vitally interested in less restricted 
trade relations with foreign countries, 
I raise the question: “Has not the 
death knell of our protective tariff 
already sounded?” 


Man and the Machine: The Engineer’s Point of View 


By H.S. Person, Pa.D. 
Managing Director of The Taylor Society, New York City 


ORRESPONDENCE undertaken 

to discover why an economist was 
invited to consider this subject from 
the engineering point of view, disclosed 
the fact that it was assumed by the 
makers of the program that long asso- 
ciation of the speaker with engineers 
had developed a perspective which 
. would enable him to consider the 
subject in its broadest aspects and 
leave to others detailed consideration 
of particular aspects. Accepting the 
suggestion I shall consider briefly four 
phases of the subject: the individual 
worker and the machine; labor as a 
group in mechanized industry; indus- 
trial culture and mechanized industry; 
industrial democracy and mechanized 
industry. 


Tae ĪNDIVDUAL AND THE MACHINE 


I believe we have begun seriously to 
question our first assumptions concern- 
ing the effect of machine tending on the 
individual. These assumptions were 
derived principally from the reports of 
observers who were essentially artists 
and whose judgments appear to have 
been highly colored by poetic imagina- 
tion. Their sweeping generalizations 
have not been verified by the more 
numerous and sustained observations 
of those intimately concerned with 
industry. Without question, fatigue, 
monotony, and other undesirable ele- 
ments are present in modern machine 
work, but apparently not so much for 
workers operating the machines, as for 
artists watching the machines being 
operated. And what is more to the 
point, there are probably no more, if as 
many of these undesirable elements in 

-1 E.g, Pound, Arthur, The Iron Man. 
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the tending of a typical 1980 machine 
as there were in operating the primitive 
machine which performed the same 
function. Maggie at the modern spin- 
ning frame of a great factory probably 
suffers fewer discomforts than her 
great-great-great-grandmother at the 
spinning wheel in her colonial kitchen. 

Let us therefore recognize that there 
is fatigue and monotony in modern 
machine tending, although probably 
not so much as in earlier household 
industry; that, where many machines 
are grouped together in a factory, there 
are more noise and similar irritating 
stimuli; and that heat, light, ventilation 
and similar conditions are undoubtedly 
vastly superior. If we objectively con- 
sider all of these pluses and minuses in 
perspective we realize that the modern 
factory worker, in so far as his personal 
relations to his machine are concerned, 
is at least no worse off, and is probably 
better off, than any ancestor of his who 
was compelled to earn his livelihood at 
a similar occupation. 

The problem is not one of a severity 
of labor introduced particularly by the 
second industrial revolution, but of the 
severity of labor as it has been from the 
beginning. The question is, rather, 
one of removing such undesirable 
conditions as do exist, and especially 
whether the second industrial revolu- 
tion may not have given man tools 
which are gradually freeing him from 
the drudgeries heretofore inherent in 
labor, and would free him infinitely 
more, if only we should get that point of 
view and organize the use of modern 
tools with that as the principal ob- 
jective. 

This general point of view is em- 
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phasized by the only study of the 
worker’s reaction to mechanized in- 
dustry which has been made for us by a 
worker—Dubreuil’s Robots or Men?? 
In 1927 this French mechanic, dis- 
trustful of reports current in his country 
that American workers are routin- 
ized @nd mechanized beyond endur- 
ance, came to the United States and 
worked for fifteen months in American 
factories as a participant observer of 
the effect of the machine on the man. 
His experience was a fair sampling of 
American mechanization and included 
even a considerable period on the 
famous Ford assembly line. In a 
judicious report his net conclusion is 
that American workers suffer fewer 
discomforts and irritations than Euro- 
pean workers in a less completely 
mechanized industry. “As for me,” 
he says, “while remaining an admirer 
of Ruskin and William Morris, I can- 
not condemn what are called ‘American 
methods.’ I have submitted to their 
laws and I did not find them so terri- 
ble.” He says further that such facts 
as he observed and experienced “force 
me to remark on the singular illusion 
of travelers who constantly speak of 
‘feverish activity’ in describing Ameri- 
can industry. For such an idea is 
entirely false. I believe that when it 
comes to feverish activity it should be 
sought rather in our French factories, 
where often frantic workers rush about 
in unorganized production.” He pays 
high tribute to this organization of 
production which scientific manage- 
ment has given American industry; it 
enables man to utilize extreme mechan- 
ization and yet direct it in a way which 
lightens the drudgery of his labor; it 
“has changed the plane of his activity 
and caused him to be raised by the 


2 Dubreuil, H., Robots or Men? A French 
Workman's Experience in American Industry, 
New York, 1930. 

3Ibid, p 247. 1Ibid, p. 60. 


increased share of intelligence in the 
execution of his job.” ë 


LABOR AND MECHANIZED [NDUSTRY 


However, when we leave the indi- 
vidual worker at his machine and 
consider labor as a group in its relations 
to mechanized industry as a whole, we 
recognize very serious problems— 
problems such as overtime work, night 
work, and particularly technological 
and other types of unemployment. 

These problems arise not out of the 
machine per se but out of the manner in 
which competitive industry as or- 
ganized is compelled to utilize in a 
business way its investment in equip- 
ment. It is operating, as it were, a 
ten-billion power truck in accordance 
with primitive rules of the road. 
The industrial mind perceives the 
social significance of mechanization in 
detail, as when with the advent of 
high-powered autovehicles we build 
wider and better graded highways, 
establish traffic lights, formulate rules 
of the road and require periodic in- 
spection of brakes, head lights, and 
steering gear. But the industrial mind 
has not yet perceived the social signifi- 
cance and even the business signifi- 
cance of high-speed mechanization en 
masse, and we are rushing ahead in 
competitive activity without an ade- 
quate governance through graded high- 
ways, traffic lights, guideposts and 
inspection of the mass mechanism. 

Individual enterprisers in a régime of 
competitive, highly mechanized in- 
dustry dominated by the motive of 
profits may run amuck exactly as may 
drivers of high-speed automobiles mo- 
tivated by the get-there spirit. . Labor 
is the pedestrian who gets bumped. 

There is, however, a fundamental 
difference between the principals in 
this analogy. There is no compulsion 
on the individual automobile driver 

5 Ibid. pp. $2-93. 
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to exceed the speed limit; initiative 
and responsibility are entirely with 
him. On the other hand, the present 
organization of profits-motivated in- 
dustry carries a competitive compul- 
sion which forces the individual enter- 
priser to risk top speed when the way 
ahead appears to be clear. He has 
given a hostage to fortune through 
enormous investment of capital in 
specialized fixed forms. The greater 
the mechanization the greater is his 
risk. When he sees ahead what ap- 
pears to be a clear road of profitable 
business activity he takes on workers 
to help him and speeds up to the limit 
of his engine power. He does not stop 
to consider that while a sudden stop 
caused by an unforeseen obstacle in the 
road may not do irreparable harm to his 
business, it will cause injury to his 
workers by throwing them out of the 
vehicle. 

The bond which an industrialist 
gives to the lender of capital is an 
inducement to spurts of high speed at a 
risk to labor’s security. A bond given 
to labor for continuity of employment 
would be an inducement to a more 
moderate speed without risk to capital. 
I believe that a more moderate regular 
speed would bring greater long-run 
profits than alternating spurts of high 
speed and low speed. My grand- 
father used to tell of an incident when 
he was driving some forty miles to 
market in the early Michigan days. 
He was once overtaken by a group of 
young sports driving at several times 
his speed. “Hey, old boy, you'll 
never get to Dexter at that rate.” 
“TIL be there,” he replied, “if I don’t 
drive too fast.” He passed them and 
their exhausted horses a few miles out 
of Dexter. 

There are industrialists who have 
deliberately adopted the policy of 
moderate regular speed ahead. The 
names of some of them are printed in 


the program of this meeting. In times 
of intense business activity their com- 
petitors may seem to pass them. But 
in times of lessened industrial activity 
they pass competitors who are strug- 
gling to carry a heavy overhead of 
equipment investment on a small 
chassis of current business. Thefr capi- 
tal and their workers are regularly 
employed, and their smoothed curve 
of net profits per dollar invested is more 
impressive than that of their competi- 
tors. 

I would not have it inferred that I 
am suggesting an abandonment of 
the basic characteristics of our present 
organization of industry. I would 
have it inferred that we must carefully 
examine the new elements introduced 
into competitive profits industry by 
mechanization—particularly its influ- 
ence on the security of labor—and face 
intelligently the possible necessity of 
direct and indirect social control of the 
individual enterpriser through meas- 
ures analogous to traffic lights, audi- 
ble and silent policemen, banked 
curves, and guideposts—and perhaps 
even an analogous responsibility for 
the security of passengers picked up 
along the industrial highway. 


INDUSTRIAL ČULTURÐ AND MacHant- 
ZATION 


Perhaps more serious because it 
affects all groups in industrial society 
is the influence of mechanized industry 
on our culture. It has generated, at 
least for the time being, a jazz culture 
in which the individual is losing his 
perspective, his sense of balance, and 
his sense of individual responsibility. 
This problem is not unrelated to that 
which we have just considered and 
which we may relabel the problem of 
jazz management. The regimentation 
and mechanization of industrial proc- 
essing has yielded a productivity which, 
in order to secure adequate returns 
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from investments in mechanisms, has 
induced industry to stimulate a jazz 
consumption which in turn has by 
reflex influence introduced jazz man- 
agement and jazz productivity. . The 
several problems to which we are 
calling attention are all parts of a 
vicious circle of related problems. 

Within the quarter century our 
industrial mental attitude towards life 
has been transformed in two respects. 
It was a seer of the University of 
Pennsylvania—Simon N. Patten—who 
some years ago declared that we were 
passing from a deficit economy to a 
surplus economy. 

The so-called classical economists based 
their teaching upon the assumption that 
population would always press upon the 
food supply, that there would never be a 
sufficient surplus to abolish poverty as the 
normal condition of the great masses of 
mankind. The Marxian economics are 
based upon the same fundamental assump- 
tion. The teachings of religious leaders 
have been to the same effect. The charac- 
teristic mental attitude of all groups of our 
society has hitherto been determined by 
this deficit economy. . . .° 

Within two decades, however, the 
very productivity of scientific manage- 
ment and of mechanization has trans- 
formed the assumption in economic 
conduct to that of a surplus economy. 
While it may be that this concept of a 
surplus economy cannot be permanent, 
it is now, and apparently for a long 
time will be, the dominant influence in 
our economic conduct. Its practical 
result is the stimulation of a high-speed 
consumption—an “‘eat, drink, and be 
merry” philosophy of living. 

Not only is it a high speed consump- 
tion which this productivity stimulates; 
it is also a highly varied consumption. 
Mass production has multiplied the 
number and the variety of stimuli 
with which the individual may play. 

¢ Bruére, Robert W., in Taylor Society, Sctentifie 
Management in American Industry, p. 456. 


Because environment enters into con- 
duct, this greater variety in stimuli 
creates greater variety in conduct. 
And, because natural differences be- 
tween individuals are intensified by 
variegated experience, this variety in 
conduct becomes ever more varied. 

Mechanized industry is creating a 
culture without a unifying dominant 
interest and without stabilizing pat- 
terns of conduct which have meaning 
in terms of that dominant interest. 
Tt is causing social forces to-tend to 
become centrifugal instead of centrip- 
etal, and the individual’s interests and 
standards of conduct to be conceived 
in terms of self-satisfaction without a 
stabilizing sense of group respon- 
sibility. Consequently an appalling 
number of problems of citizenship 
and of morals have arisen to confound 
us during the past decade. 

In certain respects the stability of 
mechanized industry itself is threatened 
—at least as now organized and 
directed. We are confronted by the 
spectacle of an industrial society 
flagellating itself with the scourge of 
high-powered advertising to an ever 
greater quantity and variety of eco- 
nomic consumption in order to utilize 
the productive capacity which we have 
developed. Yet, although a gradually 
increased spread of demands ‘may 
establish a more stable basis for 
industrial enterprise, the stimulation 
of excessive increase in variety of 
demands may make the adjustments 
and balances in the industrial mechan- 
ism more delicate and more subject to 
maladjustment, and may make indus- 
trial enterprise more of a risk for the 
individual enterpriser and for ‘the 
workers associated with him. It is not 
without significance: that the major 
conclusion of the Committee on Recent 
Economic Changes is that the out- 
standing problem of industry today is 
the problem of economic balance. 
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This problem of a jazz culture 
embodying a jazz consumption which 
compels a jazz conduct of industry, is 
a problem of the use of leisure, which 
in turn is a problem of education. 
We must discover, how to employ 
leisure better; how to utilize it in self- 
expression representing fundamental 
and durable satisfactions of life, and 
thereby promote the establishment of 
factors of stability in economic demand 
which will provide the basis for a 
balanced mechanized industry. 


INDUSTRIAL DEMOCRACY AND 
MEcHANIZATION 


Let us not be meticulous about a 
definition of industrial democracy, but 
conceive it in a broad way as that 
organization of enterprise which per- 
mits all individuals and functional 
groups freely to express their interests 
and desires, and which effects in 
organized codperative effort some rea- 
sonable degree of integration of these 
interests and desires. Industrial de- 
mocracy thus conceived, I venture to 
suggest, is at first retarded but is 
ultimately promoted by the mechaniza- 
tion of industry. 

It appears to have been a perfectly 
logical evolution of industrial society 
that, given the institutions of property 
and individual enterprise, when power 
machines were invented and became 
available to industry, they should 
become the property of those individ- 
uals strongly endowed by nature with 
the impulse to enterprise and the 
capacities required for planning and 
coordination; that individuals not so 
endowed should be eliminated from 
entrepreneurship by competition; and 
that the latter individuals should be- 
come a machineless class compelled to 
earn their livelihoods under the arbi- 
trary direction of a machine-owning 
class. It has likewise been logical 
that this commodity attitude toward 


labor should continue so long as in- 
dustry, applying machine energies to 
the conversion of abundant natural 
resources, produced a social income 
so large that, notwithstanding high 
wages to labor, profits were so great 
as to render enterprise only moderately 
competitive and practically assure to 
every reasonably competent enterpriser 
a profit for his efforts. There was little 
in the situation to induce the machine- 
owning director of enterprise to seek 
the interest and the good will of his 
workers. 

But apparently mechanization- itself 
is bringing about a transformation 
of attitude. Its universality is creating 
a situation in which workers’ good will 
is perceived to be an essential accom- 
paniment to the machine in order that 
the highest productivity of the latter 
may be realized—both its productivity 
of goods and its productivity of profits. 
In the first place, in modern enterprise 
the investment in equipment is so great 
that it must be kept employed, and 
productively employed; in the second 
place, universal use of machine equip- 
ment has so increased productive 
capacity relative to adjusted demands 
that profits are narrower to the point 
of making every saving in waste an 
objective. Mechanization has become 
a universal instead of a differential, 
and competing enterprisers in mechan- 
ized industry are being forced to seek 
other differentials. 

The two differentials which are now 
being sought within competitive in- 
dustry are better organization of the 
use of facilities and the good will of 
workers. In the last analysis these 
factors, apparently distinct, are iden- 
tical. 

The search for better use of facilities 
has been recorded in the history of the 
management movement, especially dur- 
ing the past twenty years, and in the 
history of the progress of scientific 
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management.’ The effort to secure 
workers’ good will and the productive 
power inherent therein, has been most 
noticeably manifest in the establish- 
ment of personnel departments and 
labor managers, in profit sharing and 
insurance, in shop committees, and in 
agreements with organized labor. 

It is now being perceived by discern- 
ing minds that the scientific manage- 
ment philosophy has from the begin- 
ning been a philosophy of workers’ 
good will as much as of properly 
conditioned and organized mechanical 
facilities, and that successful utiliza- 
tion of the technique of scientific 
management is conditioned upon an 
accompanying workers’ good will. 
That is why Taylor spoke so frequently 
of mental revolution on the part of both 
management and workers. Like the 
mathematician who sees beyond the 
formula the conditions of its logic 
and the answer to the problem, so 
Taylor saw beyond his formula the 
conditions of its logic which are also its 
result. 
have been preoccupied with the for- 
mula and are only now beginning to 
perceive the conditions and the an- 
swer. 

This quest of mechanized industry 
for better management of codperative 

TTaylor Society, Scientific Management in 
American Industry. 


Until recently, industrialists. 


effort, and for workers’ good will 
therein, is evidence of a necessity 
imposed by mechanization. Extreme 
mechanization, with its heavy invest- 
ments of capital in fixed and specialized 
form, and the long period of amortiza- 
tion of the investment, constitutes a 
hostage to labor given by capital and 
management. Workers’ good will is 
apparently more vital as industry 
becomes more mechanized, for under 
present conditions even unconscious, 
involuntary withdrawal of effort, and 
especially of response to codrdination, 
which are inevitable consequences of 
absence of good will, may be more 
serious to a mechanized enterprise 
in competitive industry than was overt 
sabotage in earlier industry. 

Any modification of procedure, struc- 
ture, and relationship which promotes 
good will in an enterprise must be a 
step in the direction of industrial 
democracy as we have broadly con- 
ceived it. And as steps are taken,in 
that direction attention will necessarily 
be given to other aspects and problems 
of mechanization: to improvement of 
conditions of labor at the individual 
machine; to overtime, the work day, 
the work week, stabilization, regulation 
of employment, and security of the 
worker; perhaps even to a jazz indus- 
trial culture dancing to tunes played 
by high-powered advertising. 


Men and Machines: A Manager’s Interpretation 


By Henry P. KENDALL 


President, The Kendall Company, Boston, Massachusetts; 
President, The Taylor Society, New York City 


HE tendency toward mechaniza- 
tion in industry is increasing and 
will continue to increase. I see no 
cause for undue alarm in this tendency, 
provided management accepts the re- 
sponsibilities created by mechaniza- 
tion. The problems of man and the 
machine in industry are not new. Ac- 
celeration of machine development in 
recent years has merely added certain 
pressures and complications. The re- 
cent report on economic changes by the 
committee of the President’s Conference 
on Unemployment made it clear that no 
essentially new elements have charac- 
terized recent economic developments. 
The increased use of machines in 
industry dates back to Watt’s steam 
engine and the first industrial revolu- 
tion in England. During those early 
years of mechanization, men, women, 
and children suffered, largely because 
of unenlightened management. 
Management has now become more 
intelligent. Today we have entirely 
different conceptions of our responsibil- 
ity as managers toward working people. 
All managers are not enlightened. 
There are backward industries. There 
are backward companies in progressive 
industries. Standards have been 
raised, however, and we measure man- 
agement today with different yard- 
sticks from those which were used in 
England when the development of a 
new machine was hailed with approba- 
tion because it made possible the utili- 
zation of the labor of children eight and 
nine years old. 


GROWTH OF MEcHANIZATION 


The trend toward greater, rather 
than less mechanization is due to a 
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number of causes, among which are the 
following: (1) the necessity of produc- 
ing commodities at the lowest possible 
cost consistent with the standards of 
quality to which the product must ad- 
here; (2) lower costs make commodi- 
ties available to greater numbers of 
people, and this enlarging of markets 
calls for increased volume of produc- 
tion; maintenance of wages consis- 
tent with output per worker. 

The machine is not the sole means of 
reducing costs, increasing volume of 
production and maintaining high 
wages of workers. In fact, a primary 
function of management is to keep 
machines in their place. Some people 
seem to believe that machines spawn 
like fish. Before a machine is intro- 
duced into a factory it is the duty of 
good management to analyze not only 
the performance of the individual 
machine, but its relation to other fac- 
tors. Management must determine 
whether or not the return from the 
investment will justify a new machine, 
and this same necessity must be faced 
when machine designs and improve- 
ments are contemplated. I have seen 
estimates that the average investment 
per employee in land, machinery 
and buildings averages approximately 
$5000. In other words, before one 
hundred workers can be put to work in 
industry, approximately $500,000 must 
be invested. 

From the manager’s point of view, a 
machine must pay its way. If it does, 
a duty of management is to regard it 
favorably. Ifthe machine will help to 
improve products, make them more 
desirable to consumers, and accomplish 
these results at a lower cost per unit, 
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the management would be derelict in 
not analyzing the possibilities thor- 
oughly and putting them into practice if 
analysis showed them to be sound. 


Criticisms LARGELY UNWARRANTED 


The alarms which dramatists, novel- 


ists, antl some others have raised have 
' often seemed to be entirely out of 
proportion to the facts. Many people 
who decry the march of the machine 
know very little about their subject. 
They see the abuses of the machine 
to the exclusion of its uses. 

Undoubtedly, there have been abuses. 
Speeding up the machinery without 
thorough preliminary study and with- 
out preparing workers to operate under 
conditions of greater speed means 
abuse. When we took over our first 
cotton textile mill in South Carolina, 
we found a weaver operating eight 
looms. Today a weaver in our mills 
operates around one hundred looms 
without undue fatigue. Weavers have 
asked to be allowed to run more looms. 
We have refused, because we have 
made a careful study of all the factors, 
and feel that at present we know the 
limits. 

The way in which this was done may 
be of interest. A careful survey 
occupying two or three weeks was 
made by experts. It included careful 
examination of every machine and a 
written prescription of what was 
needed to bring it to the highest speed 
and state of efficiency. 

The operating of textile machinery 
is modified largely by the piecing-up 
of broken ends or the mending of 
broken yarn. The number of ma- 
chines an operator can handle depends 
largely on how free the work is from 
broken yarns. We establish definite 
bogies for each class of machines, and 
until these bogies are met, no extension 
of labor is attempted. When the 
bogies are met, the new methods are 


carefully explained to operatives and 
their consent to try them secured. 
Increases in pay and frequently changes 
in methods, such as separating the 
skilled from the unskilled labor, have 
been made. The result is that our 
operatives tend more machines with 
less physical effort than before, with 
considerably increased earnings, and 
with decreased labor turnover. If we 
had told our workers flatly that they 
had to go to it and operate three times 
as many looms, without doing the other 
part of the job, we would have been 
unfair to the workers, and in the last 
analysis, we would have been unfair 
to the best interests of our business. 

Enlightened self-interest of manage- 
ment today dictates the necessity of 
assuming definite responsibilities in the 
relationship between the man and the 
machine. 


DEVELOPMENT OF MARKETS 

A primary responsibility of manage- 
ment is to find markets for the in- 
creased output. Under the old condi- 
tions of handicraft production, demand 
for goods was the reason for their 
production. When you needed a pair 
of shoes, you went to the shoemaker 
who met your need. The increased 
mechanization of industry seems to 
add to the facilities for production 
in disregard of demand. Some com- 
mentators assert that production in the 
machine age is increasing not in 
response to demand for commodities 
but under the compulsions of mechan- 
ical evolution. To a certain extent, 
it seems true that supply and demand 
in our modern industrial scheme occupy 
an inverted position. The manager 
today is confronted with the problem 
of how to supply his product with 
consumers. 

Many industrieshavecapacity greater 
than their markets. This seems to 
me to be a major aspect of this problem 
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of the machine and the worker, from 
the point of view of the manager. 
New markets must be developed. 
This may mean an improvement in 
products to make them more accept- 
able. It may mean selling certain 
products at lower prices, which in turn 
means that lower costs must be 
secured. The problem of marketing 
and merchandising is today a more 
elusive problem than production. 

Unfortunately, some managers begin 
their thinking with the machine rather 
than with the market. Demand should 
be the base of the pyramid. When it 
is, the worker benefits by more stable 
employment, by maintenance of wage 
levels, and by corollary advantages. 
If you start with a piece of machinery 
and say that you are going to let that 
piece of machinery work out its own 
evolution, regardless of whether or not 
there will be a market for what the 
machine produces, then your pyramid 
of demand and supply is upside down. 

Stabilizing of employment is a 
question of such size that it is hardly 
possible for the individual manager 
to make more than a relatively small 
contribution to the solution of the 
big problem. One way in which the 
manager can contribute to-the stabi- 
lizing of employment is through this 
development of markets—leveling sea- 
sonal peaks, perhaps by adding new 
products. 

When management allows produc- 
tion to run riot, creating a surplus of 
commodities for which markets are 
not available, the worker at the machine 
becomes a worker out of employment. 
The cause of the uncontrolled produc- 
tion, however, was not the machine, 
but the failure of management to 
secure coUrdination. 

In our own enterprise we find it 
desirable deliberately to underproduce 
in the part of our business which manu- 
factures the basic raw material used 


for fabrication in other divisions. 
If we allowed our machinery to run 
away with us and to overproduce, we 
would add to that marginal over- 
production which is certainly one of 
the basic reasons for unemployment. 
The type of scientific management 
of a company which would prove itself 
enlightened in fact as well as in desire, 
must develop coirdinations between 
machines and markets to a degree 
hitherto not generally achieved. We 
need a greater precision and the 
application of predetermined standards 
and measurements to markets and 


sales. 


UNEMPLOYMENT 


Closely associated with this coör- 
dination is a factor which at present is 
very much in the public mind, namely 
unemployment. The assertion that 
increased mechanization causes unem- 
ployment does not seem to me to be 
entirely sound. It should be remem- 
bered that, of the total number of 
people employed in industry, only 
a portion is in daily direct contact with 
machines. When a machine increases 
in automaticity, fewer machine tenders 
are required. There is displacement 
of workers who formerly stood at the 
machines and performed some of the 
work taken over by the automatic 
developments, but this increased 
mechanization creates new demands 
for workers. Men are needed who 
understand machinery and can work 
experimentally on mechanical prob- 
lems. Men are needed who can main- 
tain the machine. Men are needed to 
repair it. The demand for machine 
designers increases. The type of man 
for which these new demands are 
created is higher than that represented 
by the machine tender. Furthermore, 
there are a great many jobs in any 
factory which involve slight if any 
contact with machines. Stuart Chase 
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in his recent book on the subject 
estimates that, out of the 42,000,000 
people gainfully employed in the 
United States, only thirteen per cent 
are doing work which can be classed 
as robot work. The work of any 
factory is qdiverse in character and 
calls for carpenters, steam fitters, 
bricklayers, painters, and people to 
inspect, ship, do clerical work, and 
perform numerous other non-machine 
functions. I do not mean that the 
machine has not displaced workers, 
for it has done so and will continue 
to displace them. The machine has 
lifted burdens from the backs, shoul- 
ders, and legs of men, but it has laid an 
increasing burden on their brains. 

Modern civilization, built by the 
machine, takes care of many workers 
displaced by the machine. Unfor- 
tunately, there is a lag sometimes 
between the loss of the job by the 
worker and the gaining of a new job. 
Some of this lag can be taken up by 
better management; some, by a more 
scientific approach to the whole prob- 
lem of unemployment, and some, by 
the initiative of the worker himself in 
training himself for a higher type of 
work. 

The problem of unemployment is 
too big to be solved by the individual 
action of managers. It requires the 
collective action and the codrdination 
of the various agencies and groups 
concerned. So far as I can determine, 
we have not in this country adequate 
machinery for securing accurate and 
up-to-date facts on employment. Until 
we have such machinery, providing a 
basis for measurements instead of for 
guesses, we will have to continue to do 


a good deal of muddling. 


Inzats OF PERSONNEL MANAGEMENT 


Men have a surprising power of 
readjustment. Today, we have in 
this country a great educational equip- 


ment, libraries, night schools, trade 
schools, and many other means 
whereby a worker may improve his 
mind and equip himself for a higher 
type of service. This equipment is not 
working to full capacity. The manager 
can perform a social as well as an 
economic service by helping workers 
to secure a better personal equipment 
for useful work in the world. A well- 
organized personnel department should 
not, be just an arm of the management 
for hiring and firing. The real service 
of a personnel department is much 
broader in scope. It should begin 
with the applicant for the job, and as 
far as practicable it should help men 
and women who are not needed at the 
moment to analyze themselves and the 
field of opportunity. Perhaps a girl 
who is applying for her first factory 
job really would fit better into domestic 
work or into nursing. The helpful 
offices of a plant personnel department 
should extend to the guidance of 
workers, as far as possible, into the less 
crowded occupations. 

I think we may feel confident that 
the vision of enlightened management 
today is much broader in respect to 
this question of the worker and his job 
than it ever has been before. There is 
room for improvement. All manage- 
ment is not enlightened. All manage- 
ment is not actuated by the scientific 
spirit, but there is in American 
industry a leaven of enlightenment. 

I learned the other day of a large 
industrial organization in which dis- 
placement of men by machines and 
mechanical processes has been proceed- 
ing with great rapidity. This manage- 
ment faced the social implications of 
the problem and decided to assume 
responsibility. Its first step was to 
deal with the workers displaced. Each 
worker was given a separation bonus, 
equivalent to several months’ pay, 
and was helped to find work. The 
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management went even further. An 
analysis was made of the industrial 
plants in the community. Further 
analysis was applied to the com- 
munity’s potential industrial resources. 
An organized, systematic effort was pro- 
moted to encourage the development 
of new industries in this community, 
which would take up employment 
slack. In other words, an indi- 
vidual management voluntarily as- 
sumed responsibility for accelerating 
the adjustment between displaced 
workers and new fields of employment. 
In our own company we have at- 
tempted to go beyond the problems of 
our plants, and to make some con- 
tributions to social stabilization. 

A great deal has been written and 
said about industrial conditions in the 
South. It is not generally recognized 
that industrial conditions in the South 
are closely tied up with agricultural 
conditions, The farmer has been able 
to take only a small wage from his 
work on the soil. He has, therefore, 
been attracted to the industrial centers 
where wage levels are comparatively 
much higher than on the farm. 

What contribution can the manage- 
ment of an industry make, you say, 
to the solution of the problems created 
by such conditions? We have felt 
that the industrial manager can do 
something, and our plan has been to 
encourage the farmers to produce a 
crop of greater ‘cash value. Our 
motive has not been entirely altruistic. 
Inasmuch as we are large users of 
cotton, it is toward the growing of a 
better grade of cotton that our efforts 
have been directed. The net result 
of this particular work has been that 
by furnishing farmers with pedigreed 
seed we have hélped them to grow a 
longer staple cotton. We have paid 
a premium for staple of inch and better. 
We have secured a supply near our 
mills, lessening the cost of handling 


and transporting raw material, and 
we have been the means of raising 
the level of earnings from cotton 
growing. Thus I hope we have made 
some slight contribution toward a 
more stable balance between industry 
and agriculture. 


. 
CHANGING PHILOSOPHY OF 
MANAGEMENT 


The older conception of the man- 
ager’s responsibility in this whole 
matter was a rather narrow one. 
He felt that he was justified in introduc- 
ing a machine which allowed goods to 
be produced in greater volume at 
lower cost, and being so justified he let 
nature take its course so far as men 
were concerned. He posted a notice 
on the factory bulletin board that on 
and after such a date the force would 
be reduced, leaving it to the individuals 
to make the necessary readjustments. 
To the worker, the job is a precious 
thing and not to be treated lightly. 
Worry over the possibility of losing the 
job is a source of more nervous upsets 
than is daily contact of the worker 
with machines. The desirability and 
the economic soundness of guarantee- 
ing as far as possible a reasonable 
stability of employment should become 
a responsibility. 

Management today must not only 
secure adequate returns from increased 
investment in machines, develop mar- 
kets for increased output of machines, 
and give attention to the stabilizing 
of employment, but it should concern 
itself with the advantages which can 
be accorded the worker in the form of 
increased earnings. One of the primary 
principles of -good management is 
reward to the worker for increased 
output. The machine has been a 
contributing factor in making increased 
earnings a fact. 

These increased earnings have come 
in a large percentage of cases without 
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increasing the toil and fatigue imposed 
upon the worker. With increased 
wages has come the opportunity for 
higher standards of living and the 
enjoyment of more of the good things 
of life. 
villages we fave one hundred houses. 
There are sixty-five automobiles in the 
village. A majority of the twenty-two 
million passenger cars on the roads 
today are owned by workers. Close 
to three million employees own shares 
in three hundred and fifteen companies 
with a market value of over a billion 
dollars. In January, 1928, there were 
over fifteen million electric irons in use 
in American homes; five million wash- 
ing machines; nearly seven million 
vacuum cleaners; close to five million 
electric fans; over two and one-half 
million electric heaters and over four 
and one-half million electric toasters. 
Savings deposits have increased from 
not quite five billion dollars in 1914 
to approximately twenty-nine billion 
dollars in 1929. Fifteen years ago 
life insurance in force aggregated 
twelve and one-half billion dollars; 
in 1929, one hundred billion dollars. 

These are evidence of an increased 
standard of living which has been 
more pronounced perhaps among the 
working classes than elsewhere. The 
wider diffusion of wealth through 
increased wages is reflected in such 
figures as the foregoing. Machines 
properly codrdinated with other factors 
of an industrial enterprise have im- 
measurably contributed to increased 
standards of living. 

Homes of workers are not the dark, 
slovenly places which sheltered indus- 
trial populations in the middle of the 
last century. In Berlin, Germany, 
approximately 38 gallons of water 
are consumed daily per person; in 
London, England, 48 gallons; in Paris, 
47 gallons; in Amsterdam, 80 gallons. 
In cities in the United States, we find 


In one of our Southern mill’ 


the people in Baltimore using 129 
gallons a day; in Chicago, 292 gallons; 
in New York, 142 gallons; in Detroit, 
126; and in Philadelphia, 168. Even 
the pessimists admit that industrial 
workers in the United States are 
cleaner, better dressed, better fed, 
better housed, and better entertained 
than workers ever have been in the 
history of mankind. 

Not only on the level of physical 
well-being, but on the higher levels of 
individual culture, workers are better 
off than they ever have been. Maga- 
zines, books, music by radio and 
phonograph, entertainment by means 
of the moving picture are available 
to great portions of the population. 
The machine has made these things 
available. The machine gives a worker 
a wider outlook. An operative can 
leave one of our mill villages Saturday 
noon and’ in two hours be in a city 
which formerly could be reached only 
by two days’ traveling. Hospitals, art 
museums, and the playgrounds of 
nature are made available to the 
masses as well as to the classes. 


MACHINE as LIBERATOR 


There have been assertions that 
the machine dulled and deadened the 
moral and cultural nature of the 
worker. It seems to me that the people 
who make these claims frequently 
fall into the error of imagining how 
they would feel if thrown into con- 
tact with machines. Some machine 
contacts are unquestionably unpleas- 
ant, but a great many others are 
pleasurable, stimulating and even ex- 
citing. Workers often look with awe 
and respect upon the man who has 
contact with a powerful machine; this 
indicates the attitude of the worker 
himself. 

The work places of a factory or a 
plant operated up to the best standards 
are not the dingy, dirty places which 
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at one phase of the industrial develop- 
ment were characteristic. It is good 
management to furnish pure air, to 
keep it free from dust and noxious 
elements, and to furnish proper toilet 
facilities. The maintenance of clean, 
well-lighted, freshly painted surround- 
ings is part of the manager’s respon- 
sibility which is good business as well 
as good humanity. 

I have noticed that when the inside 
of a factory is lighted up to the best 
standards of the Edison Research 
Laboratory; when walls are painted 
to standards which often add as much 
as twenty per cent to the amount of 
light, people begin to keep the floors 
picked up. The brighter, cleaner sur- 
roundings make them ashamed of dirty 
clothes. They find satisfaction in 
keeping themselves cleaner and they 
feel brighter and happier in the im- 
proved surroundings. 

Management has come to know the 
value of safe conditions as well as 
attractive conditions. Guards for ma- 
chines, automatic devices for shutting 
off power of machines which might cut 
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off a finger or otherwise cause injury, 
are a part of the management’s respon- 
sibility toward the worker in his rela- 
tion to the machine. 

The specific things which manage- 
ment can do in line with the foregoing 
brief suggestions are not incidental and 
unrelated. They should’ fit sinto a 
definite plan. They should be an 
expression of a management philosophy. 
The machine is not through. We are 
just beginning to appreciate its poten- 
tialities and the potentialities of men 
liberated by machines. 

The object toward which the man- 
ager should strive is the attainment, 
in all the codrdinations in his business, 
of a precision which in less degree will 
approach the precision which is the 
life blood of the machine. A machine 
cannot be measured by trial and 
error. 

There are definite laws for cylinders 
and pistons. Our responsibility as 
managers is to work toward the dis- 
covery of, and adherence to, a set of 
laws for nerves, for aspirations, for 
hopes and for ambitions. 


Men and Machines: A Labor Leader’s Interpretation 


By Matrranw WoLL 


President, Union Labor Life Insurance Company; Vice-President, American Federation of Labor, 
Washington, District of Columbia 


pos the developing technique of 
mass production give promise of 
an increasing conscious control of man 
over the machine, or is the structure 
growing too fast, and becoming too 
complicated for man to dominate? 
Let us examine the situation from the 
standpoint of organized Labor. 

The first industrial revolution 
changed the “control” of the means of 
production—the hand tools of the 
mechanic—not by dispossessing him of 
his property in the tools, but by sub- 
stituting for the hand tools the power- 
driven tools. Because the power- 
driven tool needed, for its creation and 
construction, an aggregation of capital 
beyond the reach of the hand-tool 
worker, the new tool owner was called 
the capitalist, and the new régime of 
industry became known as capitalism. 

I dare say that these early owners 
of machinery were “profit-conscious,” 
and “‘property-conscious” as well. I 
doubt if any other set of relationships 
involved entered even into their sub- 
consciousness, at that time. Their 
thought of the whole matter was largely 
in terms of the individual and his own. 


“Conscious” INVENTION 


The “control of the machine” must 
appear from the beginning in the de- 
termination of the structure of the ma- 
chine, for upon this depend all the 
qualities of the machine and its opera- 
tion. 

Here we note, first of all, the change 
that has come over the processes of 
invention. That which was formerly 
the secret of the individual, hidden 
away in garrets, and slowly hatched 
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out in loneliness, at great personal 
sacrifice, is now a calculated and or- 
ganized procedure along definite lines 
and with a well-defined goal. This 
means that, with some exceptions, of 
course, ours is essentially an era of 
“conscious invention,” as distinguished 
from one of “accidental invention.” 

During the period when that terri- 
ble laboratory called the world war 
was in operation, who among us can- 
not recall that problem after problem 
was consciously set, and its solution 
consciously found by a process which, 
at least for those who supervised it, was 
a conscious process? 

Tf that could be done for the saving 
of a nation’s life—to give it the highest 
possible characterization—during time 
of war, why can it not be done con- 
sciously, to save the nation’s happiness 
in time of peace? 

Taking for granted, then, that the 
process of constructing ‘the machine is 
a conscious process, the possibility of 
determining its structure with refer- 
ence to the safety of life and limb, as 
well as the physical limitations of the 
human labor factors concerned in the 
operation of the machine, follows as a 
matter of course. 


Demanps oF MACHINE 


The control of the machine must also 
appear in the determination of the 
discipline imposed by the machine 
operation upon the human factors. 

Some of the elements of this disci- 
pline may be noted as: 

(1) Speed of operation, considered in 
its relation to safety and to physical, 
mental, and nerve strain. 
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(2) Hours of operation of themachine, 
in its control of the hours of labor. 
The classic example here is the stub- 
born insistence of a great steel pro- 
ducing corporation that efficient man- 
agement, demanded twelve-hour shifts 
of labor, even against competent en- 
gineering advice. 

(8) Continuity of operation. Con- 
veyor systems, presenting the objects 
of labor in continuous, inevitable, in- 
exorable, unescapable process, have 
their equally inevitable effect upon 
that flexible, voluntary, sensitive thing 
called the human being. Doubtless 
the six-hour day and the five-day week 
are practical and logical engineering 
reactions to the elements concerned in 
this problem. If effective in experi- 
ence in one great mass production 
plant, they will doubtless be found 
adaptable to the whole line of industry. 

I call to your notice the fact that 
long before Mr. Ford’s engineers “dis- 
covered” the five-day week it had been 
embodied in labor union agreements 
with employers, and is today the rule 
throughout entire industries in all of 
the great cities of the Pacific coast ex- 
cept Los Angeles. 

Still another element in the control 
of the machine must have reference to 
the determination of the quantity of 
product, relative to the number of 
human units concerned in the process 
of production; and the number of con- 
sumers. 

Production which is carried on with- 
out reference to the relative cost in 
human effort, or without reference to 
the effective normal demand for the 
product, could hardly be the result of 
“conscious control” if indeed it could 
be said to be controlled at all outside 
the mere momehtum of its own motion. 

The distribution of the benefits of 
production must be included in a con- 
trol of the machine which is effective 
and complete. 


Doubtless this must ; 
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inelude replacement of capital, further 
accumulation of capital, reward of 
management, wages of labor, and satis- 
faction of general public claims. 


EFFECT on MACHINS OWNERSHIP 


It may clarify our conception of the 
entire matter if at this timé we examine 
briefly another question, viz., how does 
this new method of control affect the 
ownership of the machine? 

No capitalist or corporation, nor 
anyone else, ever took the weaver’s 
loom and the spinning wheel of his 
wife out of his cottage, or claimed any 
interest in them. But, after the 
spinning jenny and the power-loom had 
been set up in the factory, the weaver 
and his wife soon decided that it did 
not matter who owned their ancient 
tools. Today the occasional speci- 
mens to be found have more value as 
“antiques” than they ever had as im- 
plements of industry. That was the 
effect the first industrial revolution 
had on certain private property rights 
of that time. 

The first machine was the private 
property of the owner and manager. 
He claimed the right to “do as he 
pleased with his own business.” And 
he “got away with it,” although in so 
doing he wiped out entire communities 
and their means of livelihood. 

The next stage was that in which the 
growing structure of the machine de- 
manded the use of aggregations of 
capital which had not as yet come into 
the hands of very many individual men, 
compelling the organization of stock 
companies and corporations for their 
financing. Again it appeared that in- 
dividual ownership of the machine 
was immaterial; frequently it was an 
obstacle to the proper construction 
and the operation of the machine. 
Stockholders might know little or noth- 
ing about management, but they exer- 
cised their right to choose the managers. 


MEN anp MACHINES: A LABOR LEADER’S INTERPRETATION 


It was claimed and generally ac- 
cepted that the right of ownership im- 
plied the right of control of the property 
owned for the benefit of the owners. 
The same right was asserted with refer- 
ence to all contracts and transactions 
affecting the use and the control of the 
machine and its product. Especially 
in England there was enforced by de- 
grees the ancient principle that the 
owner may do as he will with his own, 
so long as he does not thereby infringe 
upon the rights of others. The pro- 
gressive application of this modifica- 
tion of the rights of private property 
has molded a large part of the new 
property law that is now upon the 
books. Protection of the rights of in- 
vestors; prevention of unfair competi- 
tion; public health; protection of life 
and limb; pure food laws and laws 
against adulteration of materials—to 
say nothing of anti-monopoly laws— 
all interfered with the rights of prop- 
erty, and were loudly declaimed against. 


REGULATION BY Law 


The body of society, functioning 
through its arms of the law, turned 
with increasing degree of consciousness 
toward these new growths upon it, 
which had acted as parasites might 
act, but which had become a necessary 
part of the functions of the body. 

` In some cases the reward for sub- 
mission to regulation by the law was 
protection by the law, in the name of 
the protection of investors. In one 
progressive state, for instance, an an- 
cient electric plant, using steam power 
and furnishing current at nine cents 
per kilowatt hour, was given exclusive 
control of the business in a city, where 
another concern was offering current 
from a neighboring water power plant 
at two and one half cents per kilowatt 
hour. This was done in the name of 
“regulation of public utilities,” and 
“protection of investors—widows and 
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orphans.” Of course, this was an un- 
expected development, the appearance 
of that “unknown factor” in progress, 
against which we must constantly 
guard, lest it destroy all of our care- 
fully built plans. 

Note the change in the significance 
of “ownership of property” and 
“rights of property.” Legal title is 
now subject to ever increasing limita- 
tions. What formerly passed for busi- 
ness sagacity and initiative is liable 
to be called into court and labeled 
as “unfair competition.” The public 
utility which asks for a guaranty of pro- 
tection from the government, is sure 
to have an “outsider” walk into the 
business and make an inventory of its 
values, as a basis of its charges for serv- 
ice. Of course, we do not yet agree 
on the proper method of determining 
these values, but even the personnel 
of the Supreme Court is subject to 
changes. 

Not a decade has passed, since the 
appearance of the first machine, with- 
out a recurrence of the first experience 
of the hand-tool owner. We now use 
the word “obsolescence” to apply to 
machinery that has become out-of- 
date. For the application of some 
new process, there are even instances 
of whole factory plants constructed 
which have never been used, but have 
stood idle from the date of their com- 
pletion, because before they could be 
used they were rendered obsolete by 
some newer and more efficient method. 
They represent taxable property values 
—but even the junk-man does not want 
them. “Ownership” of certain kinds 
of industrial plants tends to become a 
risky and uncertain matter. It guar- 
antees no benefits to the owners. 
The individual and the.corporate “‘con- 
trol” of property values become more 
and more tenuous. This applies not 
only to machinery, but to everything 
else, from stocks and bonds to corner 
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lots. There is a certain Puck-like 
quality about this shifting of values. 
Only the god of commerce knows where 
the next landslide will begin, and he 
tells only a favored few. 

The anti-monopoly laws are gener- 
ally agreed to be obsolescent. I am 
aware that an action against a group of 
oil companies has just been launched by 
the United States Department of Jus- 
tice and that since the inauguration of 
President Harding some 125 anti-trust 
suits have been begun by the Depart- 
ment of Justice. Nevertheless, the 
original purpose of the anti-trust laws 
has been forgotten and they are not 
being used to stamp out monopolies. 
They are being used to harass organiza- 
tions of labor and to seek blindly some 
method of interference in certain trade 
practices which are called unfair com- 
petition, a field in which the Federal 
Trade Commission alsofunctions. The 
policy of the Government, so far as 
trusts are concerned, has come to be 
more “corrective” than punitive. This 
was almost the inevitable outcome of a 
changing condition. The next logical 
step is the absolute repeal of the whole 
structure of anti-conspiracy legislation 
as out-of-date, ineffective, deceptive, 
and hurtful. The Supreme Court of 
the United States had the candor in the 
Steel Trust case to admit that neither 
laws nor court decisions could fly in the 
face of a basic economic evolutionary 
trend. It is high time we took that 
lesson to heart and brought our legisla- 
tion into accord with conditions. 

The Court, as I have shown, is find- 
ing the same difficulty—and legislators, 
too, for that matter—in keeping pace 
with changing concepts of property 
rights and property values. ‘Titles are 
coming to have various restrictions 
placed around them because of chang- 
ing public interest and the changing 
nature of property. In this period of 
change about all that can be predicted 
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by anyone is that there will be many 
further modifications growing out of an 
enlarging consciousness of the facts and 
a consequently changing concept of 
what we, as a people, want to do about 
it. I believe that American labor will, 
in the main, stand by the general prin- 
ciple of private ownership’ andesit will, 
I feel convinced, hold that it is wiser, 
wherever possible, to modify or restrict 
the powers of private ownership by 
enactments within industry, instead of 
by enactments made in the realm of 
political action. This, at least, is the 
philosophy of American labor and the 
bedrock of its faith in the future. A 
growing consciousness of the facts, 
again, will hasten the development of a 
structure within industry for the exer- 
cise of that control, restriction, and 
guidance which is necessary in our 
modern corporate structure. 


SocraL REGULATION ESSENTIAL 


Corporations are controlled by men. 
The machinery out of which corpora- 
tions make their products and their 
profits, is controlled by men. One of 
the great issues of the future is going 
to revolve around this question: Which 
set of men shall exercise the judgment 
upon which control and regulatory 
measures shall be based? Shall it be 
the political or the industrial set that 
will govern the operation of machinery? 
Labor holds that the competence lies 
within industry and that politics and 
political methods may possess such 
competence only by chance. 

I go further and I say with as much 
confidence as one may have in the face 
of tremendous unknowable probabili- 
ties that unless we do learn a proper, 
fundamentally sound, and workable 
method of controlling the gigantic ma- 
chinery of our age and of the coming 
age, mankind is exceedingly likely to 
destroy the machinery and plunge 
backward. Man will rule or man will 
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ruin—the old precept will hold. But, 
I think we shall learn control. 
Returning to monopolies, let me 
point out the fact that our patent and 
copyright laws have given us not only a 
new kind of property—a kind new to 
our time—but a new kind of monopoly. 
Patent, rights confer exclusive rights 
and the capitalization of those rights 
produces monopolies that in some cases 
go beyond what appears to have been 
the idea behind our original patent and 
copyright legislation. We have a num- 
ber of monopolistic enterprises built 
upon patent rights. Among these is 
the United Shoe Machinery Company. 
Whether the law which was intended to 
stimulate invention through holding 
forth a prospective reward to the in- 
dividual of inventive mind should re- 
main unchanged in an age that has 
put invention on a corporate basis 
through research laboratories is a ques- 
tion worth much thought. Seldom, 
today, does the inventor reap the re- 
ward of discovery; that reward becomes 
corporation property and a corporation 
asset. The inventor, in the important 
fields, is not an individual. The in- 
ventor is a group working on salary in 
the interests of stockholders. We face, 
with growing certainty, the probability 
that a growing consciousness of the 
facts about invention—and likewise 
about copyrights—may force us to 
modify our method of control and per- 
haps even change our whole concept of 
control to deal with a new situation. 


Errect or “Conscious CONTROL” 


What effect will a “conscious con- 
trol” of the whole machine of produc- 
tion have upon the property rights in 
the machine? Is it possible that the 
private owner will come to the point 
where he will hesitate to take the risks? 
On the other hand, a centralized con- 
trol would be in possession of more 
complete information as to prospective 


105 


and possible developments in methods 
which might affect the values of 
machinery in existence or in prospect 
of construction, and would also be in 
a position to prevent developments 
which would be wasteful as respects 
property values and to carry the bur- 
den of obsolescence. 

What is involved in the “conscious 
control” of the machine? Conscious- 
ness implies “awareness.” ‘“Con- 
scious control by man” implies: 

(1) An awareness of all the facts and 
forces and relationships involved in the 
construction and the operation of the 
machine and the distribution of its 
benefits. 

(2) A centralized, but essentially 
democratic, executive or clearing-house 
function for the effectuation of the hu- 
man control, as over against any con- 
trol identified too closely with the 
machine or with any partial expression 
of the human interest. 

(3) A “rationalizing” of the machine 
in all its aspects with reference to the 
effects of the machine upon the human 
organism and its various elements. 

This brings us to the very heart of 
the main question before us, which 
may be thus stated: From the view- 
point of organized labor, is there a 
promise of increasing conscious control 
over the machine? Or, is the structure 
growing too fast and becoming too 
complicated for man to dominate? 


ANSWER oF ORGANIZED LABOR 


From the background of its own his- 
tory, covering half a century; in the 
perspective of its own experiences 
through the period of the world war; 
and in the light of its present position 
and accomplishments, organized labor 
is ready to give an affirmative answer to 
the question. 

The form of the question is optimis- 
tic. If we reverse it, and ask, “Is the 
world becoming ‘robotized?’” labor 
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will answer by saying: “Not so long as 
labor is organized.” 

Since, by the statement of the ques- 
tion, there is a recognition of the “‘hu- 
man organism,” any intelligent discus- 
sion of the question must presuppose 
the existence of “organized labor,” 
as representing the labor factor in the 
problem. This is requisite for the con- 
ception of the problem, in order that 
we may focus the intelligence and the 
efforts of the workers as such, and fur- 
nish a channel for the correlation of 
the human labor factor with the other 
human elements. 

This requisite is to be found in the 
body of organized labor, which has 
now in this country, in the American 
Federation of Labor, a history covering 
half a century, a total membership ex- 
ceeding three million men and women, 
embracing 105 trades, and with which 
the Railroad Brotherhoods, represent- 
ing another half a million, operate in 
close harmony. 

Modern organized labor is not an 
artificial excrescence upon the body of 
industry, as some men seem to want to 
believe. It is the result of the contact 
of labor with the machine—the reaction 
of the human labor factor to the stresses 
placed upon it by the operation of the 
machine. It represents, more than 
any other factor in society today, the 
conscious effort of man to control the 
machine for the benefit of the man 
operating it. 

Consider this question: Suppose 
there arose an imperative necessity for 
calling into council some representa- 
tive of the human labor factor of this 
nation. If there were no body corre- 
sponding to the American Federation of 
Labor, where would youturn? Not to 
the “shop coufcils” and “company 
unions” organized by the employers. 
For these could not send their spokes- 
man unless first instructed to do so by 
their bosses! They were called into 
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being, and they can be dismissed from 
existence on the mere word of their cre- 
ators—the employers. 

There was such an imperative neces- 
sity, thirteen years ago. And, happily 
for the civilized world, there was a 
voice of labor. It may be that we are in 
danger of forgetting some of the things 
which took place on the “second line of 
defense”’—the line of industrial produc- 
tion—during that awful time of stress. 
Woodrow Wilson and Samuel Gompers 
have both gone to their long home; so 
let me briefly call the names of John 
Donlin, president of the Building 
Trades, who sat on the Emergency 
Construction Board; of John P. White, 
president of the Mine Workers, who 
was assistant to Dr. Harry A. Garfield 
of the Fuel Administration; of Miss 
Agnes Nestor, of the Glove Workers, 
on the Women’s Board; of J. S. Sulli- 
van, of the Printers, and William N. 
Doak, of the Railway Trainmen, on the 
Food Administration Board; and of 
Hugh Frayne, representing the Ameri- 
can Federation of Labor on the War 
Industries Board. 

There was also the tremendously 
important War Labor Board, upon 
which there were such labor men as 
Thomas A. Rickert, William Hutcheson 
and Victor A. Olander, and upon which 
it was my happy privilege also to 
serve. There was the Railroad Labor 
Board which succeeded only because it 
was possible to call in the great leaders 
of our railroad unions. On all the dis- 
trict exemption boards in the draft 
machinery labor men gave essential 
service, and there were labor men in 
hundreds on the local draft boards. In 
all of these cases labor men func- 
tioned, not as individuals, but as 
representatives of organized labor. My 
list of names is necessarily sketchy and 
incomplete. The names of men who 
were called into council and who were 
joined within the machinery of a nation 
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at war, because they represented labor, 
would fill a fair-sized volume; many of 
them are unrecorded, the number was 
so vast. 

War machines have histories shot 
through with infamy. This was not a 
perfect war—but organized labor was 
back af it, ànd in it, and of it. And, 
it is fair to say here and now, that the 
industrial and the transportation prob- 
lems of the war administration were 
met and solved more quickly and more 
completely than would have been pos- 
sible without the codperation of the 
body of organized labor which was 
made possible by the presence and the 
functioning of these men and women 
who acted as the eyes and the ears, the 
hands and the voices of that conscious 
organism known as the American Fed- 
eration of Labor. 

Moreover, quite to the surprise of 
many men in all walks of life, the Amer- 
ican Federation of Labor, by its activi- 
ties at the beginning of and throughout 
the war, proved that it was a conscious 
and organic part of the American na- 
tion, and not of any other. 

The history, the development, the 
changing form, and the present func- 
tioning of one trade union organization 
after another, are evidence of the truth 
of the statement that the body of or- 
ganized labor has been produced by the 
effect of the machine upon human life. 

The International Typographical 
Union and the Allied Printing Trades 
Council offer very significant instances 
of this fact. The first reaction of the 
printers’ union to the typesetting 
machine and the power press was that 
of opposition. Happily, the printers 
soon saw opportunity rather than 
menace in the machine and adapted 
their organization to it. Out of the 
first simple union of printers there has 
grown a family of crafts, each one or- 
ganized around some particular part of 
the mechanical equipment of a modern 
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print shop. Together they form the 
Allied Printing Trades Council. Within 
this group of allied unions, schools 
have been developed for the education 
of the apprentices in the technique and 
the art of the printing crafts. A sim- 
ilar story could be told ef almost every 


trade and labor union. 


Tan “Suor Counci” 


But organized labor has made, and is 
now making, a further contribution to 
the solution of this problem, in the in- 
troduction of the genuine ‘Shop Coun- 
cil,” which is going far to prevent fric- 
tion and thus to solve in advance many 
of the problems which arise in the con- 
tact between employer and worker. 

Some time prior to 1922, there had 
been worked out by O. S. Beyer, of 
Washington, D. C., and the Interna- 
tional Association of Machinists, a 
platform upon which it was believed 
that the union and the management of 
an industry could unite. After the 
Shop Crafts strike in 1922, the union 
and its engineer brought this plan to the 
attention of Mr. Willard, of the Balti- 
more & Ohio Railway, and induced him 
to give it a test in the Glenwood shops, 
near Pittsburgh. Suflice it to say, that 
the plan was subsequently extended to 
all the shops of the Baltimore & Ohio 
system. It was adopted by the Cana- 
dian Paciiic Railways, in 1925, at the 
Moncton shops, and is now in effect at 
seventy-four points in that system, em- 
ploying over ten thousand men, and the 
company announces that it is now pre- 
paring to extend it to the Maintenance 
of Way department. The plan is also 
used by the Chicago and Northwestern 
Railroad, the Chicago, Milwaukee, St. 
Paul and Pacific Railroad; and in a 
limited way by the Chesapeake and 
Ohio. 

In an article in the December num- 
ber of Factory and Industrial Manage- 
ment, Sir Henry Thornton states that 
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the Shop Committees, made up of rep- 
resentatives of the men, chosen by the 
unions, and representatives of the 
company, have now considered a total 
of 6,358 subjects since the origin of the 
plan. In 1928 they considered a total 
of 2,481 subjects, of which 2,088, or 
eighty per cent, originated with the 
men, and 393 with the management. 
Out of these, 1,687 were accepted, and 
496 were pending at the end of the year. 
Two hundred and sixty-eight, or eleven 
per cent of them were dropped. 

Here, in miniature, is a picture of the 
machine and the human factors directly 
connected with its operation. It is 
worth while to examine the basis of the 
structure which they have erected. 
This is shown in the platform for union- 
management coöperation, drawn up in 
the first instance by O. S. Beyer and 
William H. Johnston, and adopted by 
the Baltimore & Ohio Railroad. Its 
provisions are: 


1. Full and cordial recognition of the 
standard unions as the properly accredited 
agents to represent the railroad employees 
with the management; 

2. Acceptance by the management of the 
standard unions as helpful, necessary, and 
constructive in the railroad industry; 

8. Development between union and man- 
agement of written agreements governing 
wages, working conditions, and the prompt 
and orderly adjustment of disputes; 

4. Systematic coöperation between unions 
and management for improved railroad 
service and elimination of waste; 

5. Stabilization of employment; 

6. Measuring, visualizing and sharing 
fairly the gains of coöperation; 

7. Perfection of definite joint union- 
management administrative machinery to 
promote codperative effort. 

It is very significant that at about 
the same time as.the development of 
the Baltimore & Ohio Shop Committee 
plan, there was being developed in a 
Massachusetts cotton mill, and in a 
Wisconsin paper mill as well, the same 
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idea of shop management, based upon 
representation of the unions and of the 
management in the same council, and 
for the same purposes. 


Tus “Company Union” 

Other great industrial institutions, 
such as the International Harvester 
Company, have been working out 
similar plans, but from the initiative of 
the management alone and through 
what are known as “company unions.” 
It would not be fair to say that these 
make no contributions to the develop- 
ment of the “consciousness” of the hu- 
man organism; but it is fair to say 
that these efforts, in so far as they pre- 
vent the organization and the affiliation 
of the standard unions connected with 
such industries, involve a cutting off of 
that particular body of workers from 
the stream of consciousness of which 
they should naturally form a part. 

We have learned, I trust, that there 
is no such thing as the life of one man, 
the business of one man or one corpora- 
tion, or the life of one community. 
Whether we like it or not, we have to 
live together, function together in our 
separate places, and share each other’s 
consciousness to some extent. The 
process of civilization seems to be a 
process of progressively developing 
the functions which we have in com- 
mon, consciously and unconsciously. 
The development of the machine is, I 
believe, only a part of this development 
of consciousness, conscious common. 
life and labor. It cannot be considered 
apart from the lives of the human be- 
ings who have made it and who oper- 
ate it, and for whose benefit it has come 
into existence. The machine has no 
significance whatever, for any purpose 
nor to any end worth discussing, apart 
from its use by man who has produced 
it. 
Any mistakes we have made have 
been made through regarding the ma- 
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chine as a unit of some kind apart from 
human life. Any travail we have suf- 
fered has come to us when some man, 
or group of men, has attempted to con- 
struct, to operate, or to control the 
machine, which is a product of the life 
and labor of the entire human organism, 
as theugh “it were a function—or a 
perquisite—of anything less than the 
entire organism. Some have even 
treated the machine as though it had 
no vital connection with the life of that 
part of the human organism immedi- 
ately concerned in the operation of the 
machine or of some of its parts. 

When under such attempts at man- 
agement it is found that belts fly off 
their pulleys, balance wheels get out of 
true and begin to pound, power con- 
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nections burn out and short circuits 
burn their destructive path through the 
defective power controls, it is not 
strange that some men raise the ques- 
tion of whether the human organism 
can control the Frankenstein it has 
built, whether the robot will not take 
the life of its maker along with its 
own—out of a world gone machine- 
mad. 

But organized labor has passed 
through the stage of being panic- 
stricken in the presence of the machine. 
It is developing its own consciousness 
under the new environment, and has 
never aimed at anything else but to be 
master of its own destiny, and to find 
the mastery of any other factor which 
is vital to its life. 


Trends in Industrial Psychology 


By Orpway TEAD 
Author of Human Nature and Management; with Harper Brothers, New York City 


ODAY there is hardly a major 
management problem recognized 
but that thinking on it discovers it to 
be in part psychological. So-called 


personnel work has been recognized for . 


fifteen years as of growing importance 
and value to business. But more than 
that is now coming to be true. Per- 
sonnel work, whether in its specialized 
staff aspects or as the inevitable and 
constant personal dealings of all the 
supervisory group with the rest of the 
staff, is coming to be seen as the going 
application of a knowledge of psy- 
chology to concrete situations of human 
relationship. 


CHANGE IN MANAGEMENT ATTITUDE 


Executive attention is being focused 
upon the light that psychology can 
throw on human behavior and its 
characteristics. More has been writ- 
ten and popularized for industrial use 
about the typical nature of human 
beings in the last five years, than in the 
previous half century. The effect of 
this has been unmistakably felt both in 
managerial point of view, in a general 
way, and upon managerial techniques 
in many specific fields. Today, as 
never before, the resources, the desires, 
the motivations, and the capacities of 
the industrial employee are the subject 
of major managerial concern. It is a 
great step in advance that so many 
influential executives realize that what 
their companies want and expect from 
their members is directly and basically 
conditioned and limited by the extent 
to which account’ is taken in adminis- 
tration policies and methods of what 
the rank and file think, feel, and aspire 
towards. There is no other funda- 


mental explanation of the great interest 
now displayed in installing successful 
plans on such diverse items af group 
insurance, incentive payment plans, 
employee representation, pensions, em- 
ployee stock ownership, profit sharing, 
and regularization and guarantees of 
employment. All of these in their 
several ways look essentially toward 
taking account of the natural motives 
of men in a positive and releasing way. 
They imply the intention of capitaliz- 
ing employee responsiveness and fidel- 
ity, once the basic hazards of life are 
minimized and the basic yearnings of 
life are given a chance for expression. 

All this is familiar recent history. 
Yet the direct tie-up between these 
efforts and the widened understanding 
by owners and managers of sound psy- 
chological knowledge has been less 
fully appreciated. Indeed, I am pre- 
pared to say that the major influence 
of such knowledge has been more in 
this vital field of management attitude 
than in the areas of specialized tech- 
niques. 

This aspect of the helpful influence of 
a psychological point of view impresses 
me so forcefully that I am constrained 
to digress momentarily and to say that 
perhaps one reason why progress has 
not been faster is that industry has not 
had the help it has a right to expect 
from the professional psychologists. 
This is due to the reluctance of these 
gentlemen to broaden the field of 
subject matter which they thus far 
have chosen to make their own. Their 
picture of human beings, as reflected in 
the great majority of textbooks, is a 
dissected one. The whole person in 
action in the broad setting of a complex 
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environment is too often lost sight of in 
favor of a fragmentary study of sensory 
equipment, of physiological aspects, or 
of trait analysis. The time is at hand 
when the implications of the psychol- 
ogy of the whole man in action have to 
be more fully faced; when the relation 
of conduct’ to motives, to surrounding 
stimulations, and to group objectives 
will occupy much greater attention. 
In reality we are only at a beginning 
here, and the speculations and the 
tentative deductions of the non-aca- 
demic psychologists point the way to 
the kind of subject matter from which 
truly fruitful results are to be expected 
when more objective and controlled 
study is carried on. We need more not 
merely of the “psychology of the total 
situation,” but of the psychology of 
real people active in real and typical 
settings—of which industry is one. 

Because psychology, when it ad- 
dresses itself to its entire problem of 
human beings in action, promises to 
disclose so much about their behavior, 
I propose to state in brief form some of 
the most important subjects or phases 
of the management problem on which 
new light has already been shed. 


CORPORATE OBJECTIVES 


In every field of group effort what 
the corporate body is organized to do 
helps to define and to give reason to all 
the subsidiary efforts within the group. 
Corporate objectives, once we leave 
the special field of the legal papers of 
incorporation, are, as I conceive it, a 
problem of group psychology. We 
have become accustomed to think of 
corporate or group objectives as single. 
In economic life the single objective is 
usually conceived in terms of stock- 
holders’ profits. My contention is 
that this statement is unduly and 
falsely simplified. Corporate objec- 
tives are never single, if analysis is 
profoundly pressed. They are plural 
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in fact, if not in law. Once you start 
talking about considerations of “serv- 
ice,” quality, low price, good name, 
good will, community standing, em- 
ployee loyalty, or any other related and 
secondary aim, the singleness of all 
operating aims goes by the board. 
Modifying factors of considerable force 
may and do enterin. Objectives have 
become plural; and only as they are 
explicit, are acknowledged, are com- 
prehensive enough to allow the entire 
personnel both to agree to and to 
embrace them, are the conditions set 
under which the relations of objectives 
to employee effort become dynamic 
and causal in a positive way. 

My central thesis would be—and it 
is psychological in origin and upshot— 
that only in the corporate group which 
has thought through and espoused its 
plural objectives in such a way as to make 
some if not all of them assimilable by, 
and acceptable to, all its members (which 
here means employees), does there exist 
the underlying psychological setting in 
which corporate action as such proceeds 
in the most harmonious and productive 
way. The working effectiveness of a 
corporate group can never approach 
its potentialities until it has clear ob- 
jectives to which its members can and 
do give explicit allegiance. 

All the subsidiary efforts of facilitat- 
ing the relation of the individual em- 
ployees and newcomers to their work, 
to their supervisors, to small internal 
groups, and so forth, are directly con- 
ditioned by this major-problem: Can 
employees’ purposes and corporate objec- 
tives be reconciled? The answer is that 
they can, only when and if those objec- 
tives or aims are conceived in the light 
of full knowledge of the natural desires, 
impulses, and satisfactions which the 
rank and file, in normal self-interest 
and search for self-realization, must 
seek to protect and to express. 

I can most rapidly illustrate the 
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concrete results of this explicit interest 
in objectives by contrasting the total 
picture of employee attitude and 
morale in the traction companies of 
two large American cities. In the one, 
employee morale in relation either to 
the company or the public is not felt to 
be impressive. Wages are not high, 
labor turnover is not low, the employee 
representation plan is nominal only, the 
relations of top executives to rank and 
file are perfunctory; and a thinly dis- 
guised suspicion, not to say hostility, is 
always just under the surface. 

In the other city, the employees’ 
morale is notably high and their rela- 
tions to the public courteous and con- 
siderate to a degree. The selective 
process takes place with great care to 
secure group members who will be 
the best possible co-workers. Over 
125,000 dollars a year is spent on train- 
ing work which is broadly develop- 
mental in character, showing the em- 
‘ployees how to grow in capacity and 
corporate fitness. Over eighty-five per 
cent of the married men workers own 
their homes through the efforts of a 
strong building and loan association. 
A trusteed savings fund has bought a 
substantial block of company stock. 
A strong life and health insurance and 
pension plan operates. A majority of 
workers are paid on an incentive basis, 
enabling them to earn more than the 
going base market rates. Through a 
vigorous employee representation plan, 
a collective agreement on terms of em- 
ployment is negotiated every year. In 
a word, a consistent program is fol- 
lowed which exemplifies the objective 
of assuring employee good will and 
encouraging public good will. The 
total influence in service, in costs, and 
in yield, of these broadened objectives 
is highly beneficial. Employees’ in- 
terests are protected and employee at- 
tention is released for positive, creative 
concern about the work itself. 
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In a word, attention to corporate 
objectives is the initial psychological 
problem of owners and managers. All 
employee motives and loyalties are 
deeply affected by the basic corporate 
assumptions here. .And on a founda- 
tion of narrow and selfish objectives no 
superstructure of generous’ employee 
responses can apparently be expected, 
judging by all the evidence that indus- 
try supplies. 


SELECTING MEMBERS or a GROUP 


From the corporate point of view, 
the sorting out and the installation of 
new members who will be most likely to 
assimilate the corporate aims and work 
well to realize them, is in time sequence 
a primary problem, Here psychology 
offers positive aid, even though we 
must at once admit that scientific 
selection procedure is in its infancy. 
We know that tests have been devised 
for individual jobs which do help to 
diagnose probable fitness for them. 
But each job entails separate study; the 
determination of valid tests requires 
technical skill, a long time, and great 
scientific accuracy and insight. There 
are no sweeping conclusions to be 
drawn, no tests that can be applied 
wholesale by the novice. 

Work is proceeding with useful 
results along quite different lines. 
Johnson O’Connor at the General 
Electric Company in West Lynn has 
done good work proceeding on one 
premise. With a slightly diferent 
approach, Mrs. Shellow at the Mil- 
waukee Electric Railway and Light 
Company, Miss Millicent Pond at the 
Scovill Manufacturing Company, Pro- 
fessor Morris Viteles in Philadelphia, 
and others have made important con- 
tributions to selection techniques. 
Miss Marion Bills has done excellent 
work in certain office employments. 

Intelligence tests have been used, 
apart from special abilities tests like 
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the above, with success in helping to 
choose telephone operators, supervisory 
staffs, ofice workers, and so forth. 
How intelligence ranges should corre- 
late with job characteristics is a ques- 
tion upon which more light is needed. 

The ordinary employment interview 
is stil all too perfunctory. The idea 
of what might be called a total per- 
sonality approach to the applicant 
is too little held in view; yet the 
possibilities of this, judging from 
rare examples, seem excellent. The 
broader task of trying early, clearly, 
and deliberately to imbue newcomers 
with company purposes, standards, 
policies, and methods is still slighted. 
But just as soon as the underlying idea 
of trying to bring into a working group 
new members who will take up and 
become enthusiastic about the group’s 
aims, is understood to be not only 
important but essential, the rôle of 
selection becomes a highly dignified 
one. 


TRAINING FoR GROUP MEMBERSHIP 


More time, thought, and money are 
going today into corporate training 
activities than ever before. This is the 
most active and preoccupying aspect of 
personnel work at the present hour. 
No small part of its success is directly 
due to the contributions of psychology 
to pedagogical technique. The influ- 
ence of what is loosely called the pro- 
gressive education movement has prob- 
ably been felt more within business 
than in the public schools; and just 
because methods here are being newly 
tried and there is eager willingness to 
experiment with more effective teach- 
ing techniques. 

The work of deriving the content for 
training, the best pedagogical unfolding 
of material, the relative values of 
demonstration, practice, drill, recita- 
tion, lecture, and conference, the care- 
ful measurement of results, the training 
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of the trainers—all of these have been 
carefully studied in many companies. 
The training efforts have been applied 
to the most diverse groups, to manual 
workers, apprentices, candidates for 
promotion, foremen, road salesmen, 
store sales people, and executives. 

Recent studies by Thorndike and 
others of the special difficulties and 
possibilities of adult education have 
only served to stimulate the improve- 
ment of teaching technique in business 
all along the line. Not the least 
gratifying aspect of all this effort is that 
it is increasingly done with the definite 
idea not only of narrow job efficiency 
but of total personality development 
and cultivation in relation to general 
corporate and human effectiveness. 
The conventional distinction between 
cultural education and business train- 
ing begins to break down in a whole- 
some way, as soon as business training 
assumes the larger and equally de- 
fensible aim of making employees alive 
to possibilities of self-unfolding, self- 
growth, and achievement better re- 
lated to ability. The promise held out 
by the best training work being done 
today in banks, insurance companies, 
department stores, and industries 
augurs well for the future. 

Let me repeat, this training work is 
particularly sound because of the 
conscious use of the psychology of 
learning, habit-formation, and interest- 
arousing, which so clearly animates it. 

Moreover, one tacit assumption of 
much industrial training is that by 
better intellectual, motor, and emo- 
tional grasp of the content of activity 
in business life, life itself becomes more 
charged with significance and psychic 
value for the individual. To assume 
and to act on the view that life’s satis- 
factions must come outside of working 
hours, is a vicious conception—al- 
though much of the present content of 
working behavior lends support to it. 
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Once the idea enters, however, that by 
special training the activity of the 
working hours can be made to yield 
avenues for self-expression, the old, 
sharp division between work and self- 
realizing effort happily breaks down. 

In this connection I cannot refrain 
from mentioning the contrast between 
so much general education and its 
highly verbal results and the training 
in industry which emphasizes that 
learning is learning to do and to use and 
not to be verbally glib. I say this 
deliberately not in relation merely to 
the acquiring of manual motor skills, 
but to show the gain which results in a 
true, living change to new points of 
view, attitudes, methods of dealing 
with people, feelings about work, pro- 
found understanding of the signifi- 
cances in life, which sound educational 
objective and method secure.’ Busi- 
ness training, just because it is expected 
to get results, sees learning for what it 
really is—a process of acquiring ability 
to meet concrete situations in an in- 
tellectually and emotionally effective 
way. There is a hopeful corrective in 
all this, due to its stress on the motor, 
behavior phases of learning, the neces- 
sity of sharing experience as the essence 
of learning, and the dwelling upon the 
supporting value of the total surround- 
ing situation as inviting and facilitating 
the task of learning. 


Tum PsycHotocy or Work 


Economy in the application of 
human energy is a technical problem, 
in part physiological and mechanical, 
in part psychological. Mention should 
also be made of the beneficent results 
of the various techniques for studying 
work times and motions, for analyzing 


fatigue, boredom’ and daydreaming, 


and for determining working attitudes 
of those at a job. 

Dr. Elton Mayo, the Gilbreths, Hill, 
Wyatt, and Pear, in England, J. D. 
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Houser, Kitson, Thurstone and E. K. 
Strong, are among those who have 
made notable contributions in these 
fields. The several techniques they 
are developing have in each case made 
possible measurement of factors here- 
tofore not considered subject to objec- 
tive measure; and in relations of indi- 
viduals to work they have resulted in 
improvements often little short of 
startling. 

Studies on the Boston Elevated Rail- 
road by Dr. Bingham, and in Cleve- 
land and Milwaukee, of employees who 
havearecord of repeated accidents have 
thrown much light on psychological 
causes of accidents, and have made 
possible a splendid reduction in acci- 
dent rates and in the cost and the 
severity of accidents. In fact, the 
whole elaborate activity of the Na- 
tional Safety Council in the last dozen 
years is a fine example of psychology 
well applied in the field of publicity, 
propaganda, competitive incentives, 
popularized safety records, and so 
forth, with results which have made 
safety-mindedness a growing mental 
habit. 


INCENTIVES AND [INTEREST 

Our practical, empirical knowledge 
of the value of incentives—both finan- 
cial and non-financial—is still far 
ahead of our tested psychological 
knowledge. Fifteen years ago R. B. 
Wolf established some highly sugges- 
tive results in the use of non-financial 
incentives. The value of accurate 
knowledge by workers of their im- 
proved performance in terms of quality, 
costs, wastes, and quantity was clearly 
shown. Much has been done in an 
experimental way with published 
records of output, group competitions, 
public recognition of individual good 
work and suggestions. Even so a 
beginning has hardly been made. 
Exactly when non-financial incentives, 
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used alone, may become exploitative in 
character has received little considera- 
tion, although a real danger exists here. 

In the setting up of financial in- 
centives, we know in a scientific way 
too little about how great the incentive 
should be to get best results. Much 
use is now made of group-performance 
bonuses; and the impulse behind this 
development is sound. But, it is 
capable of abuse; and it is not clearly 
known when incentives may be tending 
to overstimulation. 

Underlying all this effort, however, 
lies a recognition of a valid psy- 
chological truth. Individuals differ 
in capacity, energy, and willingness 
to apply themselves whole-heartedly. 
We realize that effort and reward are 
subtly related. Within limits not yet 
well established, the use of money in- 
centives assuredly has its place as a 
motivation to offset these differences, 
and to capitalize upon them. It is not 
without significance that in Com- 
munist Russia the stimulating value of 


payment by the piece was early appre-_ 


ciated, though its actual operation 
appears to cause as much difficulty 
there as here. 


Tue MALADIOSTED WORKER 


It was inevitable that sooner or later 
the helpful resources of psychiatrists 
and mental hygienists would be brought 
directly within the walls of business. 
Dr. V. V. Anderson of R. H. Macy’s in 
New York stands as the most con- 
spicuous example of the psychiatrist in 
industry; and his recent book Psychi- 
airy in Industry is an invaluable aid to 
our knowledge of possibilities here. 

In less highly organized ways, a 
handful of companies have also seen 
the value of close personal contact and 
therapeutic efforts with workers whose 
maladjustments to life and work grow 
out of all sorts of personality, domestic, 
sexual, and occupational conflicts, re- 
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pressions, inferiorities, and fixations. 
Of course, the source of these afflictions 
is often not solely industrial. But, 
where they occur patently in close rela- 
tion to the employee’s corporate effec- 
tiveness, everything which can be done 
to identify and commence the allevia- 
tion of mental distress is all to the good. 
The possibility of reëstablishing a 
sufficiently wholesome outlook to en- 
able a return to productive work has 
been shown in so many cases that the 
good to be accomplished by greater 
attention to this field of effort is great, 
even from the immediate corporate 
point of view. 


Psycuo.oay or GROUP ACTION 


The last few years have witnessed 
remarkable progress in the develop- 
ment of a sound technique of effective 
small group conference methods. De- 
veloped originally to clarify and to 
minimize conflicts of idea and purpose 
in other social fields, these ideas of 
psychologically sound ways of un- 
covering cross-purposes in groups, of 
confronting them boldly, discussing 
them fully, and of striving to arrive at 
a new formula or a wisely devised 
“integration” of purposes, as it has 
come to be called,—these have made 
great headway in their business appli- 
cations. A number of large companies 
are now training executives in this new 
technique of conference; and it has, as 
was to be expected, proved of genuine 
aid in relation to meetings of boards of 
directors, executive committees, fore- 
men’s groups, and employee represen- 
tation plans. The extension of the 
idea has been furthered by the writings 
of M. P. Follett, E. C. Lindeman, A. D. 
Sheffield and the Inquiry group, and 
very explicitly by H.'S. Elliott’s book 
The Process of Group Thinking, which is 
a veritable compendium of newly avail- 
able procedure for small group delibera- 
tion and action. 
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Indeed, I regard this particular ap- 
plication of psychological thinking as 
one of the most fruitful which can be 
mentioned, and one likely to be still 
more productive of value as further 
study ismade. The problem of getting 
a meeting of minds on new plans and 
policies ramifies in so many ways in 
‘business dealings that a technique for 
facilitating this is of utmost value. In 
group deliberative conference lies a 
great educational force, a great power 
looking toward a healthy manner of in- 
fluencing, harmonizing, and developing 
both opinion and mental inventiveness. 
This type of conference is one of the 
best single training mediums for the 
sharing of experience and the prior 
rehearsal of objections and alternatives 
in the field of policy. That this new 
procedure should win much wider pop- 
ularity seems inevitable. 


Tan PROBLEM or Moratp 


In my recent volume Human Nature 
and Management I suggested that 
morale really means “that attitude 
which results from the mobilizing of 
energy, interest and initiative in the 
enthusiastic and effective pursuit of a 
group’s purpose.” Determination, of 
sound group objectives comes to the 
fore here again as of key importance in 
relation to morale. Given purposes 
which commend themselves to the 
group, the basic condition of morale is 
satisfied. As I have suggested, this is 
easier said than done, under typical 
conditions of corporate ownership by 
absentee stockholders. Nevertheless, 
understanding of the prerequisites to 
morale is the first step toward its at- 
tainment. 

We know more and have organized 
our knowledge better today than ever 
before, on the technique of creating and 
fostering an eager couperative attitude, 
which is what morale is. The army 
morale work during the great war, 
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recent psychological analyses of how 
action, knowledge, attitude, and feeling 
interrelate and may be forwarded to- 
gether, as well as the experience of some 
few progressive corporations,—these 
all supply valuable clues on a basis of 
which the problem of morale i is now 
being attacked along psycholagically 
defensible lines. And this whole tech- 
nique is only limited in its actual effec- 
tive use in those cases where corporate 
executives and stockholders are not 
striving for essentially the same things 
that the employees can be expected to 
strive for. As objectives become more 
plural, morale-building efforts are more 
likely to succeed. 


TRAINING FOR LEADERSHIP, 


A major item of managerial concern 
today is the deliberate cultivation of a 
better quality of leadership among 
executives. The view is gaining 
ground that every leader of men in an 
executive post should stress the leader- 
ship attitude at his work, rather than 
an autocratic, commanding attitude. 
There are not and will not be enough 
“born leaders” to go around for all 
these directive tasks. Business is be- 
ginning to recognize itself as under the 
necessity of making as good leaders as 
it can out of the executive timber that 
it has. Hence the great interest today 
displayed in discussing what qualities 
leadership implies; how they can be 
cultivated; what special changes in 
attitude toward people and technique 
of handling them are required. 

The last few years have seen im- 
pressive developments, both in the con- 
ception of leadership espoused and in 
the attention paid by companies to 

shifting the point of view of their 

managers and foremen from a bossing 
to a stimulative habit of mind and 
conduct. 

The conception of leadership itself 
has been beneficially affected by at 
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least two complementary ideas. What 
has been called “the law of the situa- 
tion” has been evoked to call attention 
to the fact in the first place, that to a 
large extent the function of directing or 
leading a group is one in which the 
power and the significance of the direc- 
tor inhere in the position and not in the 
person. Command and leadership in- 
here, in part at least, in positions of 
leadership. And there is no real reason 
why those in such posts should arrogate 
to themselves special prerogatives, 
vanities, or superiorities. The im- 
portant thing is to define responsibili- 
ties and aims at every executive level; 
and then let the executive be at the 
same time the spokesman of a function 
and the animating spirit of its func- 
tionaries. The law of the situation 
implies a release of attention on the 
part of leaders for the work of teaching 
and inspiring. 

The second qualifying idea is that 
the leader is at bottom an influencer. 
His influence depends for permanent 
results on the motives he appeals to in 
those led. Psychologically it is in- 
contestable that the good leader is he 
who gets others to act because they come 
to want to act as he proposes. The 
emphasis shifts from his “will” to his 
grasp of their desires and purposes and 
his insight into how what he wants, or 
comes to want, can be fairly reconciled 
and integrated with what they want or 
come to want. 

We are brought back to the pervasive 
and recurrent problem of objectives! 
The leader who is to be creative, who is 
to tap unrealized springs of sustained 
effort in those led, who is to release the 
human energy which others stand ready 
to summon, is now coming to be seen as 
one who knows how to contrive the whole 
setting in which he works, so that it will 
support his implici and explicit afirma- 
tion that a truly common end is being 
served as the enlightened aims of the 
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leader are being pursued. This is no 
easy task; but it is the basic require- 
ment of the summoning of loyalty from 
those to be led. Any less profound 
view than this, which assumes that 
leadership involves some mild form of 
hypnosis, or stampeding of people’s 
desires, or persuasion based on a be- 
guiling personal magnetism, is now 
seen to be psychologically shallow, in- 
adequate, and ephemeral in its in- 
fluence. 

I am only suggesting here some of 
the high poimts in the recent thinking 
about leadership. Inductive studies 
have been made about methods of per- 
sonal relationship between leaders and 
led; training programs have been con- 
trived to help develop the point of view 
I have outlined; and the pernicious 
notion that leadership is an unlearnable 
mystery is being dispelled. + 

In this connection, too, it is interest- 
ing to see that one of the most out- 
standing conclusions from the recent 
psychological analysis of employee 
attitudes, made by the Western Elec- 
tric Company, was that “the relation- 
ship between first line supervisors and 
the individual workman is of more im- 
portance in determining the attitude, 
morale, general happiness, and eff- 
ciency of that employee than any other 
single factor.”? This specific con- 
firmation of what has long been known 
to be true by many industrial experts, 
is sure to give still further encourage- 
ment to the training of foremen and 
executives in a new view of leadership 
possibilities. 

CoNCLUSION 

Up to the present time, the greatest 
value of psychological study in industry 

1 See such excellent studies as Craig and Char- 
ters, Personal Leadership in Industry; Schell, E. 
H., The Technique of Executive Control; Smith, 
E. D., Psychology for Executives. 

2 Putnam, M. L., “Improving Employee Re- 
lations.” The Personnel Journal, Feb. 1930. 
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has been its effect upon the attitude of 
executives. The kind of personnel 
efforts in which more and more com- 
panies are engaging offers the most con- 
vineing and concrete evidence of this. 

In the last few years, there has been 
a genuine shift in industrial perspec- 
tive. The integrity and the growth of 
the individual at his work is much 
nearer the center of attention than ever. 
If we ask why this is, the answer may 
reasonably be that we know more than 
formerly about how people act and 
why they will act in certain ways. 

It has become almost commonplace 
among progressive industrialists to af- 
firm that provision must be made for the 
basic sustenance of life, self, and family; 
for protection against the risks and the 
fears of sickness, disability, accident, 
unemployment, old age, and death; for 
opportunity to create, express self, and 
gain group-approval in and through the 
working life; for a chance to find in 
work what Whiting Williams wisely 
calls a sense of “individual worthwhile- 
ness”; for achieving a sense of partner- 
ship in the working enterprise; for a 
voice in certain corporate deliberations 
and a sharing of the results of corporate 
activily. Familiar as these ideas may 
now seem, I believe they are largely due 
to what psychologists, and the in- 
dustrial leaders, who have studied 
them have been saying in recent years 
about the basic needs and requirements 
of human nature. Let no one think 
that this knowledge and the new point 
of view it entails are accepted generally 
throughout industry; but the gain has 
been marked. ‘ 

Finally, a gain of a subtler sort is to 
be noted. Business men have not 
escaped the influence of what has come 
to be called the futilitarian view of life. 
This outlook among men of economic 
affairs does not express itself in quite 
the way that this philosophy is seen in 
the world of letters. It is usually 


THE ANNALS OF THE AMERICAN ACADEMY 


evidenced by an implicit materialism 
which is preoccupied with things rather 
than with the uses of things. It has 
been creative, I grant, but in a realm 
where the ends served were narrow and 
the making of money paramount. The 
long-time effects of preoccupation with 
such constricted and partial ends were 
bound to have produced disillusion- 
ment, if not in the first generation then 
unmistakably inthesecond. Ourday is 
clearly reaping the spiritual whirlwind 
of an era of industrial progress in which 
an essential materialism was rampant. 

Psychology of itself cannot, of 
course, supply the entire corrective for 
such a state of mental bewilderment 
and spiritual bafflement. But it helps 
to do one important thing,—to recall to 
people’s attention the truth that the 
abiding satisfactions of life come not in 
possessing, not in tearing down our 
factories to build greater ones, not in 
the biggest balance sheets and the 
highest profits, but in each individual’s 
sense of achievement in the creation of 
quality in the personal life of each and 
all, Ruskin’s dictum about the only 
wealth being life itself comes increas- 
ingly to be realized as psychologically 
sound. 

The answer to disillusion and disgust 
with narrow motives and struggle for 
possession of things lies in courageous 
personal effort toward human unfolding 
and realization, based on faith in the 
possibility of the enrichment of the 
quality of human living. It is still 
profoundly true that “he who would 
know the will must do the will,” in 
the sense that we all come to faith in 
effortful achievement only through the 
effort of working toward ends which are 
qualitative and spiritual in character. 

A really penetrating psychology 
must eventually say something about 
the ends and issues of life, since what 
these are, for each one of us, conditions 
at every point our whole organic and 
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mental behavior. Search, for the roots 
of happiness and well-being is in part 
psychological in a literal, scientific sense. 
Even such modest and fumbling prog- 
ress as we have made does, I believe, 
make clear that correctives to futilita- 
rianism areealready at work among 
business leaders in the increasing num- 
ber of cases where executives are saying 
to themselves in their closets and to 
the world in their deeds, that the satis- 
factions of life come for them through 
creative work. Satisfaction comes not 
in the struggle to create bricks and 
buildings but in the challenging op- 
portunity to build and to lead organiza- 
tions of human beings who in turn can 
grow and create and find new satisfac- 
tion in and through the work of the 
world as one normal and genuine chan- 
nel of self-fulfillment. 

It is in this splendid affirmation that 
we labor not to make money but to 
make men, that the everlasting yea of 
our century will be found. And it will 
be found to be based upon an analysis 
of human nature which substantiates 
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at every important point the intuitive 
vision of all the world’s great prophets 
and teachers as to the inner meaning of ` 
human life, and the supreme worth of 
growth in personality. This is no 
mean accomplishment which is in the 
making. A profoundly scientific out- 
look in the psychological field is by way 
of leading us back, even in the strident 
arena of business, from the repressive, 
inhibiting motives of the counting- 
house, to the releasing, satisfying ob- 
jectives of fostering the development of 
well-rounded persons. Nothing less 
than this, as a matter of mental out- 
look, is demanded for mental health 
and sanity. 

That is why I say that the service of 
a still infant science of psychology is 
already beneficient because it calls us 
all back to preoccupation with those 
problems in economic living, in the 
solving of which lies one of the abid- 
ing sources both of personal satisfac- 
tion and of a deep conviction as to 
the worth of life itself as a creative 
reality. 


The Revolution and fhe Individual 


By Cuantes W. Woop 
Author and Journalist, Boston, Massachusetts 


AM unacquainted with the language 

of science, and this contribution 
should be considered in the nature of a 
newspaper assignment. I have been 
asked to find out what is happening to 
the individual in this second industrial 
revolution which is so fundamentally 
transforming human society. 

I confess to having encountered some 
difficulties. In the first place, I did 
not know what an individual was: that 
is, an individual, grown-up human 
being. I had never seen one. I could 
not be sure, in fact, that I had ever 
encountered one in history, or biogra- 
phy, or fiction. The nearest I could 
come to one was the case of a certain 
Mr. Robinson Crusoe. 


` RELATIVE INDEPENDENCE 


Mr. Crusoe was relatively independ- 
ent. He could get his meals when he 
felt like it. He didn’t have to get up 
until he was good and ready. He was 
not independent of conditions, of 
course, but he had none of those social 
responsibilities from which the rest of 
us seem to suffer. He didn’t have to 
refer decisions to some woman with a 
peculiar genius for the veto; also, he 
could park where he chose, and he was 
not in the least afraid of what the 
neighbors would say. 

But he was bardly an individual. 
For Mr. Crusoe, alone on his desert 
island, was thinking. Moreover, he 
was putting his thoughts into words. 
They were not his words. He had not 
invented them. He had not even in- 
herited them, in the way that he had 
inherited his impulses, his appetites 


and his physical equipment. His fa- 
ther and mother, to be sure, may have 
taught him those words, but they did 
not do so as his father and mother: 
they did it merely as agents of a social 
order. ° 

Poor Crusoe did not even inherit the 
capacity to develop a language of 
words. It required masses of people, 
working on the job generation after 
generation for no one knows how many 
thousands of years, to develop a 
language. Had he not been a partici- 
pant in this purely social drama, he 
would not have been able to do any 
thinking. 

Crusoe, then, cannot be considered a 
genuine, one hundred per cent individ- 
ual. He, too, was just another agent 
of human society. He may have had 
no boat and may not have known how 
to build one, but he knew, because he 
was humanly taught, that there were 
such things as boats, and that boats are 
built by a process of human reasoning 
—a process inextricably associated 
with the social phenomenon of words. 

Had Crusoe not had any language, 
or any human teaching, I think we 
might have called him an individual. 
But in that case, he would not have 
been Crusoe. He would simply have 
been a stray animal, smelling for food 
and killing and eating it according to 
the formulas carried in his own chro- 
mosomes. An individual, as nearly as 
I can grasp the idea, is a person who 
is free from social pressures and there- 
fore a hopeless slave to his inherited 
instincts. 

Now, there are such individuals. 
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We have millions of them. Some of 
you have specimens in your own 
households. They are all under six 
months old. They are all babies who 
haven’t yet caught on to any words. 
They can cry when they are hungry and 
make a fuss when they are uncomfort- 
able, and they do not care a hoot how 
uncomfortable they make anybody 
else. I am not criticizing them. I 
love them. Nevertheless, the best 
thing you can say about a baby is 
that he is getting over it as fast as he 
can. 
But, my assignment, as I understood 
it, had nothing to do with babies. I 
was supposed to report, I understood, 
as to what was happening to the full- 
fledged, grown-up, human individual. 
I cannot escape the conclusion that this 
individual is a myth. Hence, if you 
will permit me, I shall try to report on 
what is happening to the myth. 

The notion that each person is a 
human being in his own right has 
certainly played a large part in human 
history. There have been times when 
this notion has become peculiarly in- 
tense, and times when it has been all 
but lost. Sometimes, strangely, the 
notion seems to be blazing out most 
strongly when utterly contrary notions 
are also at their height. 

A great deal of confusion has re- 
sulted, it seems to me, from the com- 
mon reference to the first industrial 
revolution as a time when “the indi- 
vidual supplanted the family as the 
unit of the social order.” I do not 
doubt that the reference may be de- 
fended, nevertheless it is confusing. 


FAMILY SUPREMACY 


In early patriarchal days, surely, the 
family was not the unit of society. In 
those days, the family was society, and 
the tenuous organizations which were 
made from time to time in order to keep 
different families from warring on each 
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other could not be called human so- 
ciety. This world beyond the home, at 
least, did not figure largely in the 
average life. Each family was prac- 
tically self-supporting. Intercourse 
with other families was slight, and the 
laws governing one family did not have 
to be respected by another. What the 
neighbors might say was nothing to 
worry about, so far as personal conduct 
was concerned. When one wanted to 
find out how to act, the invariable 
formula was: “Ask dad—he knows.” 

Human life was social then, but the 
social groupings were small. Even 
when these groups merged for mutual 
advantage into leagues and states, 
these organizations were not likely, for 
a long time at least, to arouse those 
loyalties which the little family socie- 
ties almost uniformly aroused. 

In the family, in those days, there 
was no living for oneself. It was a 
case of each for all and all for each. In 
China, where the patriarchal family 
survived most dramatically, patriotism 
as Westerners know it was a very recent 
outburst. There was a government 
in that country for thousands of years, 
and there was a code of morals con- 
cerning everybody’s duty toward it. 
Also, there was a body of Chinese 
culture, Chinese literature and Chi- 
nese religion, but there was no recog- 
nized political and social concept of 
China, until the last decade or two, 
which could awake human love and 
devotion, so that people would will- 
ingly and enthusiastically give their 
lives for it in the same way that they 
would die, if need be, for their families. 

The Chinese family, it seems to me, 
was not so much a unit of the social 
order as it was the social order, and it 
was not through any league of families 
that the present Chinese Nation and 
Chinese nationalism came. It was 
through a new grouping of human life. 
It was through the influx of Western 
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ideas, of Western science and of 
Western machinery, and particularly 
by the participation on the part of so 
many Chinese people in the reélation- 
ships set up by world trade. I cannot 
see, however, that this makes the in- 
dividual the unit of the new social order 
in any other sense than he was a unit of 
the old. The family and the state are 
both composed of people, and the 
transition from one social order to the 
other is not, it seems to me, a matter of 
a difference in the quality of the units. 
It is simply a redistribution of human 
relationships, followed by an awareness 
of the new relationships and, eventu- 
ally, by a redistribution of human 
loyalties. 

In the meantime, when the old rela- 
tionships are perceived to be less vital, 
and the new relationships are not yet 
clearly perceived, there is likely to be 
an outburst of individualism. This 
does not mean, however, that men 
actually become individuals. It does 
not mean that we give up the social 
character of human life; we simply 
give up the peculiar form in which we 
have customarily expressed that char- 
acter. When we lose our faith, for 
instance, in the right of our parents to 
dictate our conduct, we begin to be 
afraid of what the neighbors will say. 
And when we learn to defy the neigh- 
bors, we almost invariably try to justify 
our defiance by appealing to history— 
and the stories of those whom a larger 
human society calls great. 

The artist type, as we know it, is 
peculiarly susceptible to this defiance 
of existing standards. But the artist 
does not become an individual. He may 
rebel against the dictation of the 
neighbors and declare that he is going 
to express his éwn self, but he seldom 
fails to add that he will leave the 
verdict to posterity. That is, deter- 
mining to be governed no longer by 
either the living or the dead, he decides 
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to take his orders from those who have 
not yet been born. 

There is a school of individualism 
over in Paris—a group of advanced 
literati devoted to self-expression— 
which is more consistent. It gets out 
a magazine known as Transition, and 
the language in this m&gazine does 
seem to be individual. All the char- 
acters, to be sure, are borrowed from 
the long established languages, and 
many of the words will be immediately 
recognized by readers as words which 
human society has handed down to 
them. Nevertheless, by a skillful ar- 
rangement of these words so that they 
have no sequence, it is possible to read 
the whole magazine through without 
getting a single suggestion of what, if 
anything, the writers are driving at. 
For the writers are not driving at the 
readers. They have no desire to 
communicate any ideas, or even any 
feelings. Their object, as one of their 
admirers explained to me, is not to 
communicate but simply to express. 
The magazine therefore, is not made 
to be read. It is made for the purpose 
of being made, just as animals make 
noises, not with the idea that the noises 
will have any significance to any other 
animal, but just because they feel like 
making that particular noise. 


SOCIAL TRANSITION 


That magazine is well named Tran- 
sition, whether its editors wish the 
word to mean anything or not. It 
could not happen except in a period of 
social transition, when old formulas 
have ceased to hold and new ones have 
not yet been discovered. In a very 
real sense, it symbolizes what is hap- 
pening to the individual in these stir- 
ring times—remembering, of course, 
that the individual is a myth. As in 
all periods of social transition, men 
are losing their bearings—and finding 
them. 


Tur REVOLUTION AND THE INDIVIDUAL 


You are doubtless all better ac- 
quainted than I am with the general 
confusion accompanying the first in- 
dustrial revolution—the transition 
from feudalism to a world in which 
factory production was discovered to 
be highly profitable. You remember 
the rebellion against the authority of 


the family, particularly in the matter 


of how the younger generation should 
mate. You remember the new philos- 
ophies of individualism, although there 
could be no factories if individualism 
were a fact. Factories could happen 
only through the organization of many 
human lives in a social pattern. But 
the family was old and the factory was 
new: and it seemed to occur to no one 
that the factory, since it was setting 
up important new human relation- 
ships, must now be studied as rever- 
ently as the family was ever studied 
if human beings were now to learn 
how to live humanly. 

So people went along blindly, endur- 
ing the new relations but not living 
them. They did not become more 
selfish, nor less social than they had 
been before. They did not live unto 
themselves, for human life cannot be 
lived that way. It must be lived unto 
some social scheme. The trouble was 
that people were trying to live it as it 
had been possible to live—according 
to the social scheme of the family, 
instead of in accordance with the new 
pattern of relationships which the 
factory was setting up. 

A family could live for itself, if it 
had plenty of land to squat on and 
were sufficiently isolated from the out- 
side world so that it did not have any 
other human relationships to worry 
about. But a factory could not live 
for a family: it must live for whatever 
relationships the factory set up, and 
if a factory were once isolated from 
the outside world, it ceased immediate- 
ly to have existence as a factory. No 
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factory was or could be self-supporting, 
in the sense that the families had been 
self-supporting. Merchant families, to 
be sure, had never been self-supporting, 
even before the era of factory produc- 
tion, and yet many of them did seem 
to be able to retain their character 
as families. It is worth noting, how- 
ever, that it was not from the family 
life of traders, but from Jand-owning, 
land-cultivating families that people 
got their notions of what was good and 
noble in human conduct.. From time 
immemorial, the merchant had been 
suspect, both morally and socially. 
Trade might be profitable, but it was 
uniformly considered dishonorable un- 
til the days when a human society 
based upon trade loomed up as @ pos- 
sibility. When that time came, the 
family lost prestige rapidly, and family 
traditions counted for less and less in 
the average human life. i 

Even the long established notion of 
what constituted genuine marriage 
forthwith began to fade. Woman, 
it is often remarked, quit being a mere 
relative to some man and became 
an individual in her own right. Of 
course, she did nothing of the sort. 
What happened was that woman be- 
came related to the world outside in 
ways in which she had never been re- 
lated to it before; and she tried, from 
decade to decade and from generation 
to generation, to find some way of 
expressing these new relationships. 
She could take orders from her husband 
so long as the family was the human 
society in which she lived and in which 
she could look forward to rearing her 
children; that is, when her husband 
really was “all the world” to her. 
But things had changed, and there was 
now a lot of her world which was en- 
tirely outside of her husband and over 
which he seemed to have no control. 

So, it is said, woman declared her 
independence. Well, perhaps she did; 
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but what she declared is not very im- 
portant. She did not gain her inde- 
pendence. She simply took on a new 
set of dependencies. She became de- 
pendent upon factory production, upon 
world trade, upon the wages paid in the 
textile industry, upon labor unionism, 
upon the tariff and upon lots of things 
about which she knew nothing what- 
ever. Suffrage was not such a revolu- 
tion as we sometimes imagine. In 
the household, although woman had 
been subordinate to her husband, she 
had always had a vote upon matters 
which were recognized as in her line. 
Now everything had come to be in her 
line, and she decided to vote upon every- 
thing. If she did not know what she was 
voting about, that could hardly disqual- 
ify her, for neither did the male voters. 

Obviously, people were living in a 
very different world from that in which 
their grandparents had lived; and in 
this new world, what grandparents 
had to say was becoming less and less 
important. There had been a time 
when grandparents were better quali- 
fied than their grandchildren to say 
how people ought to live, for they had 
lived longer and gained more experience 
in the same sort of a world; but this 
does not hold for periods of transition. 
In such periods, the newcomers are 
likely to be the best guides. They 
may know nothing, of course, about 
how things actually are, but they are 
not in the position of having spent a 
lifetime in the slow and painful process 
of learning so much that is no longer so. 


OrprrR Inmas REFUTED 
In the peculiarly rapid transition 
since 1914, beginning with an era of 
mass destruction which no one wanted, 
and ending in an, era of mass produc- 
tion which nobody understood, the 
consensus of those who know so much 
that is not so runs something like this: 
First, men are- losing their individual 
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character and becoming slaves of a 
great impersonal machine. 

Second, women have become in- 
dividuals. 

‘Third, people generally, particu- 
larly the younger generation, are losing 
their respect for authority and breaking 
away from all social restraints, 

Well, it cannot all be true. If men 
and women and children are living 
unto themselves, they are not losing 
their individual character. If every- 
body is rebelling against authority and 
getting away with it, people are not 
being dominated from the outside any 
more than they ever were. 

But none of the observations is true. 
Human life is not losing its individual 
character, because its character was 
never individual. Women are not 
gaining their independence, but are 
learning to depend upon more de- 
pendable things than mere husbands 
are likely to be today. And young 
people are not losing their reverence: 
they are simply withholding it from 
things which are not working very well, 
and eagerly, almost desperately, they 
are trying to discover to what and to 
whomrealreverenceisdue. Inthemean- 
time, they are offering their reverence to 
discovered and demonstrated truth. 

They do not revere the family as 
once they did, because the family is no 
longer doing the things which it used to 
do. It is no longer able, working as a 
family, even to feed and clothe its 
members. One has to draw upon the 
machine civilization now for even such 
simple services as these. Nor does the 
family now establish one’s social posi- 
tion. The chief question the world 
asks of these modern young folks is no 
longer to what family do they belong. 
What the world now wants to know of 
them is: “What can you do?” 

There is no ground for assuming that 
they are less religious than the young 
folks of any previous generation simply 
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because they do not react similarly to 
the same old religious symbols. 

When some of us were young, it 
meant a lot to us to hear that God 
was our Father. But that was because 
we had previously learned that Father 
meant a lot. He was dictator in our 
community. We depended upon him 
for our very:living. It was he who 
initiated us into the great mysteries of 
human existence, who taught us how 
seeds could be placed in the ground, 
and cultivated and cared for and pro- 
tected from evil influences, until even- 
tually crops could be gathered and the 
cruel world made safe for human life. 
We looked at this being with awe and 
reverence; and when we sought to 
know the greater mysteries of existence, 
and it was explained to us that the 
Maker and Ruler of the Universe was 
our Heavenly Father, it stirred the 
deepest emotions of our being. 

But Father today has lost his juris- 
diction over human affairs. The only 
way he can support the children at all 
is by getting a job outside the family 
and tying up somehow with this ma- 
chine civilization. But Mother can do 
that too, in these days, and so can the 
youngsters. It is quite possible, in 
fact, that Father will lose his job at 
forty or forty-five, while the boy or girl 
of twenty will be kept on. You know 
how it is. Business wants young 
blood—especially if there are any big 
pension plans in prospect. Is it any 
wonder, under the circumstances, that 
young folks today, when we try to in- 
spire them with reverence for their 
Heavenly Father, often get the impres- 
sion that God is out of a job? 

This does not mean that youth is less 
reverent than it used to be. It is 
simply unable to revere the things 
which it was once so easy to revere. 
If it is less reverent toward the Bible, it 
is reverence and not irreverence which 
makes it so. It is because it wishes to 
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show a proper reverence for science, 
and for that eternal search for truth 
without which the Bible could never 
have achieved the place it did. 

Modern youth may appear cynical. 
On the contrary, it is almost patheti- 
cally eager to find a suitable object of 
worship. It has penetrated the bunk 
of cheap politics, however, and can no 
longer believe that the local Congress- 
man is necessarily a great man, nor 
that a black-robed judge is, ex officio, a 
being of superior intelligence. Boys 
have discovered that Bishops may not 
know any more about God than they 
do, and girls have found out that 
Mother does not necessarily know best. 
The automobile, the movies, the radio 
and other influences have so broadened 
the horizon of the world in which they 
live that little local prejudices cannot 
masquerade as widsom, and little local 
Pooh-Bahs cannot make them bend 
their knees. 

It is still quite possible, however, to 
arouse young people to religious frenzy 
by an adroit waving of the Star Span- 
gled Banner; for to them, the Flag is a 
symbol of the greater community in 
which they feel that they are living. 
They do not understand this larger 
community. They do not know how it 
happened to come into existence nor 
what makes its wheels go round. But 
they know that there is such a com- 
munity; and for the time being, at least, 
they are cuite willing to give it the 
name “America” and think of them- 
selves as one hundred per cent Ameri- 
cans. Whatever this may signify, it 
does not signify any unwillingness to 
worship, ror to give their lives for 
some ideal more precious than indi- 
vidual existence. 


Morar Laxrry 
It is customarily observed that this 
younger generation is becoming mor- 
ally lax, particularly in the matter of 
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sex expression. Since no one yet 
knows what sexual conduct will be de- 
manded by the machine order, I do not 
see how this charge can be sustained. 

Obviously, the old mores, particularly 
the mores of the patriarchal family, are 
not now being scrupulously observed. 
Nor does any one want them to be; for 
there is not an old-timer among us who 
is so far behind the times as to wish the 
ancient authority of the patriarch re- 
stored at every point. 

Every succeeding society, however, 
since early patriarchal days, has been 
something of a compromise with that 
patriarchal society; and in most of 
them, it was found necessary to give 
special emphasis to sexual conduct in 
every moral code. What society de- 
manded was always more or less at 
war with certain animal inclinations, 
and the demands of society were, of 
course, morally superior to the im- 
pulses of the individual. Where the 
family was everything, as in remote 
rural regions, this sex code, whatever 
it happened to be, was likely to be most 
strictly enforced. In cities, where so 
many human wants were provided for 
by other social institutions, the so- 
called moral standards were usually not 
quite so rigid. In this machine civili- 
zation, in which one’s family position 
amounts to so little and one’s relation 
to the machine amounts to so much, 
one would expect, it seems to me, a 
still greater deviation from the ancient 
codes. 

At any rate, we have such devia- 
tion. This does not mean, however, 
that the machine is more tolerant of 
individual inclinations than was the 
family. Just as the family tolerated 
conduct which did not tend to dis- 
rupt the institution of the family, the 
machine will doubtless come to tolerate 
conduct which does not tend to dis- 
rupt large-scale industry. This means, 
seemingly, that it will tolerate much 


THE ANNALS OF THE American ACADEMY 


that the family could not tolerate, 
while it will become most intolerant of 
much conduct which the family con- 
sidered quite tolerable. 

The family tolerated drunkenness. 
It was condemned, to be sure, by 
moralists, but not as marital unfaith- 
fulness on the part of women was 
condemned. The coming of the auto- 
mobile and modern, high-powered 
machinery, however, placed a peculiar 
emphasis upon the virtue of sobriety. 

The family tolerated carelessness— 
a sin which the machine cannot toler- 
ate at all. The family tolerated il- 
literacy and superstition. The ma- 
chine cannot function well where 
either of these is rampant, and the ma- 
chine civilization is coming to think of 
them as highly immoral. 

Obedience was the central virtue of 
the family order—obedience to tradi- 
tional authority. Modern industrial 
progress, however, depends upon the 
discovery of new facts, and of laws of 
which we have heretofore been una- 
ware. It is, therefore, exalting dis- 
obedience as a virtue—plain, upstart 
impudence on the part of any young- 
ster who dares to prove that the great- 
est authorities on earth are wrong. Of 
course this will entail a higher obedi- 
ence—a more profound reverence than 
ever for that which is discovered to be 
true. Nevertheless, we can already 
perceive a great difference in the char- 
acter of people—whether they believe, 
as most of us elders were brought up to 
believe, that the truth comes from au- 
thority; or whether they believe, as 
this younger generation does, that au- 
thority can come only from the truth. 

All previous societies have accepted 
poverty as the divine will. The ma- 
chine civilization abhors it, since it 
destroys purchasing power, and is al- 
ready beginning to look upon it as a 
devilish nuisance. 

Modern mass production has already 
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raised the living standard of great sec- 
tions of the industrially employed to a 
point which was heretofore unthink- 
able; and those who understand its 
principles are seemingly agreed that 
wages must soar to still higher and 
higher levels as more scientific methods 
of production and distribution are dis- 
covered and adopted. All this points 
in just one direction—to the complete 
abolition of poverty; and no discussion 
of what this revolution is actually 
doing to human lives can afford to ig- 
nore that. 

At present, however, the result is not 
peace but chaos, for only a minority of 
the population is yet employed in scien- 
tific production; and scientific distribu- 
tion is yet to come. The great ma- 
jority of Americans today are either 
unemployed, or employed in ineffective 
ways. One result is that millions, 
not initiated into and participating in 
the dominant economic order, are wan- 
dering desperately in the midst of this 
newly discovered wealth and are trying 
to collect a living through rackets, 
graft, and crime; while other millions— 
farmers and small shopkeepers and 
workers in economically superfluous 
enterprises which, because they are 
superfluous, cannot pay a decent wage 
are looking to unsound legislation 
for relief. 

The organization of these millions 
into scientific mass production and 
mass distribution—and the system will 
not be scientific unless wages are 
raised, employment assured and leisure 
extended to a hitherto unknown de- 
gree—seems almost inevitable in the 
near future. Such adevelopment must 
surely destroy the very incentives of 
fear and insecurity upon which every 
previous society has depended in order 
that its masses should remain at work. 
It must destroy the last vestige of class 
and class feeling, and the last possi- 
bility of any one lording it over any 
one else. 
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CuasmM BErwmEN PARENTS AND 
CHILDREN 

There is reason to believe, then, that 
the shocking new viewpoints which 
have been observed in the younger 
generation during the past few years 
are but an inkling of a change that is 
almost here. It is the familiar com- 
plaint of parents today that they 
hardly know their children. Until 
they lose the illusion that human 
character can be transmitted from 
parents to children regardless of the 
way in which fundamental human re- 
lations may change, there is little like- 
lihood of their ever becoming ac- 
quainted with them. Unless these 
youngsters are constructively related 
to the social order of their day, it is a 
foregone conclusion that they will be- 
come destructively related to it. Crime, 
then, will go on, and the criminals will 
come from homes which have special- 
ized in moral and religious training as 
well as from those which do not pre- 
tend to be acquainted with God. It 
will stop, or at least be reduced to a 
minimum, only when this machine . 
civilization becomes sufficiently con- 
scious of itself as a civilization to relate 
itself to all the people and to relate all 
the people to itself. 

The result may not be democracy, 
but it will certainly be a life worth 
watching; for it will require the par- 
ticipation by everybody, not only in 
the benefits of, but in an understanding 
of, the machine civilization. 

Poverty, obedience and chastity 
have long been celebrated as attributes 
of holiness. We have reached a time 
when poverty and obedience are gener- 
ally held in low esteem and even chas- 
tity is being challen Frankly, I 
do not know what the machine civili- 
zation will eventually do about chas- 
tity. For all I know, some of these 
wild youngsters may not be as wild 
as they seem. Perhaps the machine 
won't care. 


The Anti-Trust Laws 


By Bansaman A. Javrrs 
New York City 


MERICA isan industrial civilization. 
It has been and it still is in con- 
stant flux. The anti-trust laws are 
probably the most important statutes 
which affect American economic life, and 
although our economic life has been 
changing through the force of industry, 
these laws, which vitally affect it, can 
only be made to change with it by 
legislators or by judges. We all know 
how slow and unsteady that process is. 
As a result of this, business is con- 
stantly coming up against a detour 
sign, 


Purrosu or Laws 


The anti-trust laws were enacted in 
order to keep supreme the political 
power, regardless of whether that 
power served the interests of the 
people ornot. They are based upon an 
economic creed, which, as most eco- 
nomic creeds, in the course of time has 
lost its justification for existence. The 
anti-trust laws, in which I include, for 
the purpose of this discussion, the 
Sherman Law, the Clayton Act, the 
Federal Trade Commission Act, and 
the Webb-Pomerene Law, with one 
or two exceptions—and- those of 
minor importance—speak nowhere of 
the “public interest,” going on the 


dogmatic assumption ‘that “no re-, 


straint of trade” is one of the principles 
of our American civilization. 

We shall see later whether even 
the change from “no restraint of 
trade” to “unreasonable restraint of 
trade,” by virtue of the Standard Oil 
decision, has really solved the problem 
which faces American industry and the 


American people, and which was 
created by these anti-trust laws. We 
stall also see whether any two people 
in the government or out of it can 
agree on a constant definition of the 
words “unreasonable restraint of trade.” 

The anti-trust laws are preventing 
tke intelligent exploitation in the 
public interest of the two great gifts of 
this capitalist system, credit and prof- 
its, and are making it most difficult to 
attain the goal of the second industrial 
revolution—economic freedom. 

When the Sherman Law was passed 
in 1890, business was looked upon as a 
necessary evil. It was not understood, 
because its real purpose had not yet 
shown itself; it had not developed far 
enough for that. Today we know the 
purpose of industry and we know that 
industry is in the same business that 
government is supposed to be in—the 
business of service to the people. Our 
daily experiences, especially since the 
war, bring out most clearly that the 
idea of “dog eat dog” is a principle of 
business that cannct be relied upon for 
substantial and permanent success. 
Although most businesses still operate 
on the old line theory of ‘competition, 
the life has gone out of that theory. 
Its ghost it is that plagues us. 

We are now in the midst of an 
industrial revolution whose basic key- 
note is no longer competition, but 
coöperation. Cotperation, coördina- 
tion, integration will be, without doubt, 
the inscription upon most banners 
flown during this conference. 

In 1890, profits were the tribute 
which human beings paid for being 
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permitted to earn their daily bread. 
Profits today can be that with which 
we can build a civilization totally 
superior to and vastly different from 
any which has gone before. Most of 
the profits made in industry are 
being nsedefor the purpose of building 
that new civilization: new homes, new 
factories, new products of all kinds, 
increasing wages, reducing waste, mak- 
ing life more interesting and colorful. 
The old political concept, therefore, 
which permitted the enactment of the 
Sherman Law to keep people from 
making profits is no longer sound. 

The developments in the last fifteen 
years need only be reviewed to convince 
one that large groupings of industry, 
whether by virtue of large corporations 
or trade associations, or chain stores, 
are the answer to the new economic 
requirements. Coirdination, integra- 
tion, all for one and one for all, are the 
new themes by which our progress 
marches! 

The anti-trust laws, although to some 
extent modified in line with these new 
themes, fundamentally opposes them. 
These laws keep government and busi- 
ness apart so that they cannot work 
together. Government has its true 
function, but it is not the function given 
to it by politicians who have only their 
private interests to serve. Business 
cannot make its private profits until the 
public interest is served. 


DESTRUCTIVE LEGISLATION 


With very few exceptions, every law 
that has been passed affecting business 
in this country was for the purpose of 
harassing business so that political 
capital could be made out of it, and 
not for the purpose, of helping business 
realize its true function. I alone am 
not authority for this last statement. 
There are others in and out of 
the government who have voiced 
this view. 
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The anti-trust laws were supposedly 
put on the statute books for the pur- 
pose of protecting the American people 
against the power of huge aggregations 
of capital. What is the result? First, 
practically every huge corporation is 
exempt from the operations of the 
anti-trust laws. And, mind you, this 
has not come about because the 
legislature has changed the law. The 
courts and economic fact have been 
changing the law. ‘Second, the Sher- 
man Law was not supposed to be 
directed against labor or the small 
business man. Yet, in face of the 
Clayton Act, specifically exempting 
labor, labor is enthralled by the power 
of injunction. As for the small busi- 
ness men or the average business men, 
they are the victims of profitless pros- 
perity because the laws do not permit 
them to get together in order that there 
shall be “no unreasonable restrain 
of trade.” 

Now, let us look at the Sherman 
Law, at the Federal Trade Commis- 
sion Act, at the Clayton Act, and at the 
Webb-Pomerene Law. I shall point 
out to you one or two examples under 
each of them to illustrate how unwise it 
would be to leave them as they now 
stand. 

Under the Sherman Law the At- 
torney General brings suit against a 
Western oil association after its code of 
ethics was approved in a trade practice 
conference by the Federal Trade 
Commission. A suit is brought by the 
Attorney General under the Sherman 
Law against McKesson & Robbins, 
Incorporated, which was organized 
to combine a number of independent 
druggists so as to give them the same 
advantages that a chain combination 
has. At the same time a company 
like Liggett’s is considered lawful. 

The Clayton Act prohibits certain 
mergers from taking place through ex- 
change of stock, under its Section seven. 


‘N 
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Yet, the same merger could lawfully 
take place through a sale of the assets. 
A recent decision somewhat changes the 
interpretation under this Section seven, 
but still does not permit those who 
contemplate merging to know definitely 
what they can or cannot do. 

Under the Federal Trade Commis- 
sion Act, we have the trade practice 
conferences which were instituted in 
1919. This is no more nor less than a 
realization on the part of the Govern- 
ment that something must be done to 
permit groups of business men to 
unite in order that there shall not be 
unreasonable restraint of trade, be- 
cause if they are kept separate and 
apart the large corporation virtually 
has them at its mercy. Yet, in 
practically every instance a careful 
reading of the codes of ethics adopted 
through trade practice conferences by 
various trades are clearly illegal if the 
Sherman Law and the Clayton Act 
were to be invoked. 

After all, when business men unite in 
order to stabilize their industry they 


‘can only stabilize it if they unite on 


those things which are the vital things 
affecting the industry, such as prices, 
quotas, territories, and terms. There 
are other things on which they also 
ean profitably work together. But, the 
life motive in business is profit, and it is 
because they are seeking to assure 
profits to themselves that they band 
together. The very thing in which the 
American people at this moment are 
most vitally interested is unlawful— 
the putting of every small concern, 
wherever possible, on a profit basis. 
Yet, the laws as they stand make 
cheaters out of business men if they 
want to work together by agreement 
so that each can make profits. How 
can employment be stabilized or un- 
employment prevented, if there are no 
profits in business? 

The Webb-Pomerene Law, which 
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has rarely been: discussed under the 
heading of the anti-trust laws, will also 
have to be revised, since it is my pre- 
diction that we shall not be able to 
work out our international problems, 
both commercial and political, until 
that law is changed to permit recipro- 
cal agreements between American in- 
dustry and foreign industry, so that 
instead of there being competition there 
shall be coöperation. The oil industry 
is having its difficulties and will con- 
tinue to have them until the Webb- 
Pomerene Law is changed or the world 
oil interests make a secret agreement in 
spite of it. In so far as I know I have 
been. alone in urging its revision 


publicly. 


Tus Remepy 


My proposed amendments to all of 
these laws can be summed up in four 
words. I provide exceptions to the 
Sherman Law, to the Clayton Act 
and to the Webb-Pomerene Law, if 
they are in the public interest, which 
would make these laws flexible and 
permit them to keep pace with eco- 
nomic development without the neces- 
sity of future amendments and without 
taking from them their protective de- 
vices, such as unfair competition or the 
creation of monopoly against the public 
interest, or any other acts condemned by 
theselaws, which would violatetherights 
of the public. I also propose that the 
Federal Trade Commission be enlarged 
to eleven members and that its per- 
sonnel be made up of representatives of 
business, finance, labor, and the Gov- 
ernment. This would correspond to 
an economic council with affirmative 
powers and would carry out the intent 
of my amendments to the laws just 
mentioned. The full benefits of this 
civilization cannot be achieved through 
industrial war, whether it be between 
individuals or between groups; they 
can only be achieved through codpera- 
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tive action and codperative endeavor. 
This codperative action and codpera- 
tive endeavor in business must be 
encouraged and legalized.! 

Taking the long-range view of the 
revision of the anti-trust laws, it 
should first legalize profits. Without 
profits, this civilization cannot reach 
its destiny. The anti-trust laws, if 
and when they do permit codperative 
and combined action, not alone of one 
industry, but of all of American in- 
dustry, will make it possible to use the 
credit structure in such an intelligent 
fashion as to bring the level of our 
prosperity to ever greater heights. 
When we can work out a general pro- 
gram of industry dovetailing with 
industry, in the manner of the tele- 

1T cannot here fully expand my views on my 
proposed amendments to the anti-trust laws, but 
my book, Industry s New Goal—M ake Everybody 
Rich, published by the B. C. Forbes Pub. Co., 
New York, not only goes into that matter fully, 
but also points out the plan of industrial coordi- 
nation best suited to the American business stu- 
ation and America’s requirements. 
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phone industry, on a large scale, we 
can expand the consumer credit idea so 
as to bring up the consumer’s purchas- 
ing power sufficiently to make it 
possible by that very increase to so 
raise his wages or reduce the cost of his 
living as to make it possible for him to 
pay back the credit advanced within 
a reasonable time. This is the func- 
tion of credit, to place in one’s hands 
the goods, in order that one may be by 
their very use enabled to pay for them. 

Capitalism is a profit system built 
upon a credit foundation. The foun- 
dation and the structure have strength 
to the extent that the units composing: 
them are welded together. Capital- 
ism’s power for good lies only in the 
fullest development of both the founda- 
tion and the structure. United indus- 
try, helped by an intelligent govern- 
ment through laws with vision and 
not by laws of division, can and will 
bring to flower the idealism of capital- 
ism—economic freedom and the new 
life. 


‘Government Ownership and Control 


By H. S. RAUSHENBUSH 
Department of Citizenship, Dartmouth College, Hanover, New Hampshire 


UCH of the current talk about 
economic controls to be exercised 
in this era of the second industrial revo- 
lution is not economics at all, it is 
theology. It has to do with faith, with 
faith that if we only let our industrial 
leaders alone they will give us that por- 
tion of heaven which we can under- 
stand—they will make everybody rich 
-—with hope, hope that we will live long 
enough to see it, and with charity, 
charity for those few million unem- 
ployed, and for such bankrupted busi- 
ness men as are too blind to see the 
light, and fall, for a moment, by the 
wayside. Now it may possibly be that 
a discussion of “the control of our 
economic development” should be a 
discussion of such theology. It should 
be so, if it is seriously alleged that our 
industrial leaders have had a “change 
of heart,” that they are now going to 
deal fairly with all men as we are con- 
vinced that their fathers and predeces- 
sors did not do. But “changes of 
heart,” sudden discovery of entirely 
altruistic motives and the like, are mat- 
ters of the confessional, and I have not 
been in the confessional with them, and 
so cannot carry on that discussion. 


Latssuz Fame 


The idea of controlling our economic 
development by leaving it uncon- 
trolled, by leaving it freely to the men 
who are now doing the job, is, however, 
not only urged by those who have 
faith, it is also urged by those of little 
faith, who know of nothing better to do, 
people who are inclined to be coöpera- 
tive with whatever comes along and 
shows power. These latter might be 


interested to know that the idea of 
leaving our economic controls where 
they are now is not an inspiring and 
life-saving thought to a great many 
people. Not twenty years, not forty 
years ago, but in January of this year 
some words were addressed to the ac- 
tivities, manners, and morals of one of 
our great corporations, an institution 
whose officers are considered among our 
most high-minded industrial leaders,— 
words which seem to show that men 
in money-making enterprises have 
changed little since the days of the 
Standard Oil and the insurance 
companies. 

One important independent manu- 
facturer complained that he was forced 


-to pay royalties on certain patents to 


the Radio Corporation of America 
although he did not need those 
patents. He said: 


But the radio combine had so terrorized 
the dealers and jobbers everywhere that 
they were afraid to handle what they call 
“unlicensed” sets. Our bankers told us 
that they would not finance us unless we 
took out a license. They said they would 
not finance a patent fight against such a 
monopoly, and there was nothing left for us 
to do but to sign the license agreement. 
The merits of the patents were never ex- 
amined by the bankers. The merits of the 
patents had nothing to do with the case. 


To this was added the comment of 
the president of the News Traffic Bu- 
reau, which is controlled by the New 
York Times, the New York World, the 
New York Herald-Tribune, the Phila- 


1 Testimony of B. J. Grigsby, president of the 
Grigsby-Grunow Company of Chicago, receiving 
set manufacturers, Jan. 17, 1980. 
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delphia Ledger, the Chicago Tribune, 
and other papers. He claimed that the 
Radio Corporation of America had suc- 
ceeded in placing every conceivable 
obstacle in the way of the press enter- 
prise, that it had refused to sell the 
needed equipment and would only lease 
it under conditions he described as 
“extortionate,” that the corporation 
wanted not only 

high tribute indefinitely prolonged, but they 
even would force us to give up to them use 
of these valuable frequencies which the 
Federal Radio Commission licensed only to 
us... . Some of my directors say that 
they can regard this license agreement only 
as especially designed to make of the Ameri- 
can press a colony of the electric power 
empire which seems to be grasping after 
complete control of the water and the air 
of the United States... . 

Owing partly to the rigid monopoly main- 
tained by the General Electric Radio Cor- 
poration combine of equipment in the 
United States, even controlling that im- 
ported from abroad, it was decided to 
establish stations in some nearby coun- 
try... 

I venture to say that we will succeed 
eventually in setting up our network of 
press communications without becoming 
serfs in this new system of industrial 
eudalism.® 

With this slight reassurance that the 
men engaged in profit-making indus- 
tries are still engaged in profit making 
and do not differ greatly in the ways 
they set about it from the men forty 
years ago, or had not differed up to 
January of this year, we may proceed. 


Is RaGuLation PossrsueE ? 


It is interesting that our attempts at 
governmental control have met with so 
little success. That the potency was 
taken out of the anti-trust acts when 
the Supreme Court said that you could 
control ninety per cent of an industry 

* Testimony of Joseph Pierson, president of 
Press Wireless and News Traffic Bureau, Jan. 13, 
1930. 
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and not adversely affect competition, is 
something we can probably all agree on. 
That 


the enforcement of the anti-trust laws 
against the “‘conspiracies in restraint of 
trade” represented by the attempts of rela- 
tively small firms to establish uniform trade 
policies . . . amounts to little more than 
an open invitation to consolidate to avoid 
such annoyance,* 


is something else on which we might 
all agree. So far as those industries 
considered entirely private go, we have 
so little control that we must talk about 
“the spirit of service” and work up a 
faith in “large scale efficiency.” 

But surely we have another protec- 
tion for the consumers. If the indus- 
tries get to be important enough to our 
common life can we not always regu- 
latethem? This idea seems to underlie 
the proposals made in former years by 
President Van Hise, and more recently 
by Mr. Samuel Untermeyer and Mr. 
Benjamin Javits. The answer seems 
to be “No.” We can no longer, with 
any certainty, count on extending the 
public interest category. Those who 
assume that we can and make their 
plans accordingly have apparently 
looked at fifty years of Supreme Court 
sanctions to such procedure without 
looking at the last few years. In Pub- 
lic Control of Business, Professors Kee- 
zer and May come to the conclusion 
that the Court has recently put down a 
firm foot. In two years it stopped and 
reversed its previous attitude in three 
straight decisions. It said that oil and 
gasoline dealers in Tennessee, employ- 
ment agencies in New Jersey, and 
ticket brokers in New York did not 
come, and could not be brought into, 
the public service category.‘ Here the 

2 Keerer and May, “Publie Control of Busi- 
ness,” Harper’s, New York, 1930, p. 238. 

* Tyson v. Banton, 278 U. S. 418 (1927); New 
Jersey Employment Agencies case $77, U. S. 855; 
Tennessee Oil and Gas Dealers case, U. S. 
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Court, about as clearly as it does any- 
thing, put an end to attempts to regu- 
late industries not already regulated. 
These decisions, coupled with the 
United States Steel, the International 
Harvester, and the United States Shoe 
decisions on the permissible size of 
combinations, seem to close fairly effec- 
tively the chapter of the regulation of 
ordinary industry and business through 
either the enforcement of competition 
or the regulation of rates. 

There remain those industries long 
recognized as affected by a public 
interest, those industries of which the 
Court has said that they are devoted to 
apublicuse. Here government control 
has been crippled in two vital places. 
It has been fought to a standstill by the 
utilities and apparently permanently 
lamed in two main ways. The Court 
has been led to decide that fees to 
holding companies cannot be dis- 
allowed by commissions unless there is 
“abuse of discretion,” and in an age 
when operating officials hold their posi- 
tions from the companies to which they 
are paying the fees, discretion is not 
only the better part of valor, but the 
whole idea that a man will decide him- 
self out of a job is on a par with the 
Lord Chancellor’s in Iolanthe trying to 
decide whether or not to grant himself 
permission to marry his ward. It takes 
a song and a dance to do the thought 
justice. 

The second crippling took place when 
the Court leaned, wavered, leaned, and 
finally staggered over to the idea that 
the rate base should be something that 
changed and was new every day like a 
morning newspaper. Keezer and May 
point out, 

In so far as the United States Supreme 
Court has required a preponderant weight 
to be given to reproduction cost new in 
determining valuation... it has done 
more than interfere with an effective con- 
trol of rates in the public interests. It has 
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actually required regulatory commissions to 
set rates at the consumers’ expense which 
would yield a return so large that it is 
highly doubtful if the utilities concerned 
could have been made to show such hand- 
some profits had they been operating under 
potential competition rather than under 
monopoly franchises granted tothem by the 
community.' ’ 

This is putting it mildly. There are 
very few competitive enterprises where 
the holders of common stock can get 
three hundred per cent annually on 
their actual investment, which is the 
effect of the Indianapolis Water Com- 
pany decision.‘ 


Private OwnERsHIP Costly 


Utility victories like these over the 
states may be right or wrong, but they 
are expensive. The question of im- 
proving our control of public utilities is 
receiving so much attention these days 
because the Supreme Court has laid 
down a set of rules which seems to make 
private ownership a more and more 
costly method of control. A few more 
decisions on valuation by the Court, 
and there is a strong probability that 
business men as well as small consum- 
ers will see that private ownership of 
utilities can never again be so cheap as 
ownership and control through publicly 
owned corporations. 

In the face of this situation there are 
various proposals for improving the 
regulatory practice, many of which I 
have urged with some hope. To the 
extent that they do not touch these two 
main points, they may be considered 
lesser matters of administrative effi- 
ciency. 

There are also various proposals for 
some form of government ownership. 
Both the proposals for improved regu- 
lation and those for public ownership 
are based on an understanding that the 

5 Op, cita p. 283. 

6 McCardle v. Indianapolis Water Co, 21% 
U. S. 400 (1926). 
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furnishing of public utility service is not 
a private business and that those en- 
gaged in it are public agents performing 
a function of the state.” The state not 
only grants the original privileges to 
operate but often insures that there 
shall be no competition in these busi- 
nesses upon which the community is 
economically dependent. They are in 
many cases owned and operated by the 
state itself or by some subdivision. 
The authorization to private persons to 
use private money to furnish these 
public necessities is an alternative. It 
is a permanent alternative only to the 
extent the state allows it to be perma- 
nent. It may last for only fifteen, 
twenty-five or fifty years, short periods 
in the life of the state. 

The discussion as to the merits of 
having the state select the operators of 
these public utilities—government own- 
ership—as opposed to having the state 
authorize one group rather than an- 
other of operators—private ownership 
—has long been carried on without due 
consideration of fairly recent changes in 
the whole corporate and industrial 
structure typified by the holding com- 
panies. It has also been carried on 
without much consideration of the 
cumulative effect of the regulatory 
procedure itself which has been piling 
up for the last twenty years. In the 
utility field the growth of holding com- 
panies has made the individual effi- 
ciency of any given manager serve 
the interests of the controlling com- 

7 Smyth v. Ames, 169 U. S. 466; Louisville and 
Nashville R. R. v. Kentucky, 188 U. S. 503; 
Donovan v. Pennsylvania Company, 199 U. S. 
279; Smith v. Interstate Commerce Commission, 
245 U. S. 88, etc. Also, Milham v. Moffat 
Tunnel Improvement District, 262 U. S. 710, in 
which the Court said: “Whether the use of a 
railroad is a public or a private use depends in no 
measure upon the question who constructed it or 
who owns it. . . . No matter who is the agent, 
the function performed is that of the State. 
Though the ownership is private, the use is 
public.” 
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pany rather than the operating utility 
and its consumers. The weight of 
the regulatory procedure has been 
toward changing the value of the 
managerial force from publicly avail- 
able efficiency to valuation enter- 
prise. 

Instead of having a discussion of 
what the modern financial controls and 
the weight of the regulatory rules have 
been doing to that desirable quality, 
individual initiative, we have usually 
been treated to something very dif- 
ferent. We have been treated to a 
most remarkably successful attempt 
to persuade the business men of the 
country that their interests were at 
one with those of the proprietary 
interests in the public utilities, that 
all who attacked the one attacked the 
other, and were, in short, “enemies 
of the people.” 

I think this is the only country where 
that confusion has been made success- 
fully. In England and in Canada, the 
business men saw advantages to their 
communities in keeping the public 
utilities from becoming profit making 
industries. The Port of New York 
Authority was backed by business men 
and is directed by bankers in doing the 
necessary and difficult tasks assigned to 
it. In Los Angeles it was the business 
men who saw the advantage of public 
ownership if they were to get cheap 
water and power. It was the busi- 
ness men of San Francisco who saw 
that if their city was going to com- 
pete with Los Angeles they would have 
to follow the same course. Through- 
out the country, municipal owner- 
ship came because the leading citizens 
found it cheaper than private owner- 
ship. 

With similar intertt there have been 
the wildest kinds of claims about the 
supposed imefficiency of government 
operation of utilities. A special book is 
published and circulated every year 
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listing the number of municipal power 
plants that have sold out, and we are 
forcefully invited to conclude that the 
cause for such sales was not the ad- 
vantage of interconnected superpower 
but the essential inefficiency. of men 
engaged in conducting a business not 
for profit. That book neglects to men- 
tion that an even greater number of 
private power plants have been selling 
out. Between the census years of 1922 
and 1927, for example, for every mu- 
nicipal power plant going out of exist- 
ence there were three private plants 
doing the same.’ If this is govern- 
mental inefficiency, obviously private 
inefficiency is three times as bad. 
There are now more municipal plants 
than private ones. 


Monicipan OwnnesHip HAMPERED 


With such comparisons we get no- 
where, but in view of their wide 
circulation I think it is fair to point out 
several reasons why municipalities 
have not bought out the private utili- 
ties serving them to any greater extent 
than they have: (1) The debt limita- 
tions on most of our cities are such as to 
make it almost impossible to carry on 
the necessary school systems, streets, 
bridges, sewerage, waterworks and 
other improvements without exceeding 
the limit. In fifteen states the cities 
may not bond themselves beyond five 
per cent of their assessments. (2) Itis 
due also to laws put on the statute 
books when the utilities were in even 
stronger control of the legislatures than 
at present, prohibiting cities in most 
states from extending service to nearby 
communities. (8) It is due to similar 
laws favoring a continuance of the 
present ownership of utilities at almost 
any cost. Thus in Massachusetts the 
city councils, if they wanted a munici- 

1 Compiled from base figures given in Census 
Bureau release on Electric Power Industry, Aug. 
17, 1929. 
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pal utility, had to vote twice in suc- 
ceeding years to buy an existing plant 
without knowing in the least what that 
plant would cost them. It was only 
after these two blind votes that the 
Commission and the Court would fix 
the purchase price. It was buying a 
pig in a poke. Further, the private 
plant was often antiquated and the city 
had no desire to acquire it, but was, 
until this year, forced to do so. Now 
laws such as these are proof of the 
political power of the utilities rather 
than of the inefficiency of government 
ownership. 

Tagging around the outskirts of this 
discussion is always the memory of 
governmental corruption, and its exist- 
ence cannot be denied. If our tools are 
bad tools how can we build well? It is 
a fair question. I have spent some 
time trying to find out when govern- 
mental corruption takes place, and 
conclude that it comes whenever the 
government has favors to grant, rail- 
way lands, franchises, tariffs, contracts, 
oil lands, and the like. The pressure 
on governmental officials seems to come 
from the outside. They do not fall, 
they are pushed. To‘this Commis- 
sioner Eastman has added a further 
condition. He says: 

The most alarming thing about it [po- 
litical corruption], I am inclined to believe, 
is the indifference and complacency with 


‘which it seems apt to be viewed by business 


men, even when it shows its head in the 
highest places . . . business and political 
morality tend to rise or sink to a common 
level.’ 


Numerous illustrations occur to bear 
this out. Not only was there for every 
Fall a Doheny and a Sinclair but at the 
same time that affair was going on, the 
officialsof certain oil companies, through 
the Continental Oil Corporation, were 

? At the annual convention of the National 


Association of Railway and Utility Commission- 
era, 1927. 
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making a very considerable profit 
at the expense of the shareholders 
in their companies. For every Secre- 
tary of War or Interior or Agriculture 
who assists in crippling the Federal 
Power Commission in its work there is a 
representative of some Niagara-Hud- 
son or other power company who asks 
them to do it, and in these days gets it 
done without pay in cash. Now if 


these two conclusions are correct, our. 


dilemmais (1) Can we expect any less 
governmental corruption as long as the 
government gives away privileges in- 
stead of exercising them itself? (2) If 
business morality improves to the 
point where there is no more attempt 
to corrupt governmental officials, why 
is there any danger in having the 
government undertake even more pub- 
lic functions than it is carrying to- 
day? 


FINANCIAL CONSIDERATION 


The alternative proposals for im- 
proved utility regulation and public 
ownership do notcenter entirely around 
the question of finances, although in an 
industry calling for such heavy invest- 
ment as the power industry, for exam- 
ple, it is an important consideration. 
Our regulatory arrangements seem to 
call for a payment by consumers of 
about 7.5 per cent for the use of private 
money devoted to the industry. We 
find by the last available census, that of 
1922, that this is about what the power 
companies have been earning on their 
capitalization. Now if itis possible for 
the government to obtain money for õ 
per cent, there is a very considerable 
difference in the cost of the two 
methods. 

Let us take the power industry as an 
example. If in 1930 we have an indus- 
try capitalized at ten billion dollars, 
increasing at the rate of one-half billion 
dollars a year and we are asked to pay 
7.6 per cent return on it (in addition to 
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operating expenses, depreciation and 
taxes), we pay $750,000,000 this year. 
If it is a government owned industry 
and money only costs 5 per cent, we 
pay $500,000,000 for this year. The 
difference is a quarter of a billion dol- 
lars for this year and over the decade 
1980-1940 it is $3,062,500,000, taking 
into consideration the capital additions 
each year. In 1940, let us say, the rate 
of growth drops to one-quarter billion 
dollars annually. The difference in the 
cost of money for the decade 1940-1950 
is then about four billion dollars—§3,- 
968,750,000. The twenty-year saving 
adds up to $7,031,125,000, averaging 
$351,000,000 annually. With that 
seven billion dollars saved through 
government ownership, we could in the 
next twenty years build not only one 
but one hundred and forty battleships 
of the Nelson type to protect us against 
the government ownership people who 
are in control of the Government of 
England. 

This 8351,000,000 ideally which is 
the difference between the cost of 
money at five per cent and the rate we 
now pay under regulation is not what 
seems to cause greatest worry to either 
the men who would improve regulation 
or the advocates of government owner- 
ship. What they become most indig- 
nant about is the possibility, which 
seems to be a working fact, that we 
may have to pay a return on money 
that was never invested at all, on 
something which the Supreme Court 
spends its idle time trying to define and 
which is known as “value.” Just what 
is the difference between actual invest- 
ment and reproduction cost new de- 
pends, of course, on the amount of 
plant extension made during the period 
of high prices. We can attempt to get 
an average to work with for purposes of 
estimating the possible cost to con- 
sumers of this part of our regulatory 
system. 
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Reproduction Cost Per Cent of 
Name Book Value Depreciated | Second Over First 

N` Y. Telephone Co.. .. $452,693,408 692,666,590 * 53. 
Southwestern Bell. ..... ....-. 22,888,000 31,855,000 ł 86.9 
Indianapolis Waterworks....... 10,434,000 19,000,000 f 82.1 
Indianapolis Bell ...... 1-0-4. $2,000,000 $4,000,000 t e 62 
Indianapolis Citizens Gas. 12,000,000 16,000,000 t 33 % 
Worcester Electric .. 10,000,000 17,818,000 78.3 
Cambridge Electric .... . TIA 2,500,000 3,675,000 47. 
Southern Pacific R.B ........ - A “618,000,000 1,375,000,000 ¢ 124 3 





* Book value as found by commission for 1925, reproduction cost as claimed by company. 


f Supreme Court decisions 


t Preliminary valuation as fixed by I. C. C. and claimed by company. 


The difference between actual in- 
vestment as found by the commissions 
and reproduction cost new, depreci- 
ated, as found by the companies in 
some cases and the courts in others, 
averages 94.5 per cent. This is, how- 
ever, largely due to the inclusion of the 
Southern Pacific figures. Excluding 
these the difference is 59.9 per cent. 
Those cases determined by the Supreme 
Court show a difference over actual 
investment of 80 per cent, ranging from 
6.2 per cent to 82.1 per cent. If this 
should, upon further investigation, 
prove to be about the average we are 
called upon to pay in addition to actual 
investment in the utilities, it amounts 
to a very considerable sum. At this 
rate not 10 but 7.7 billions would repre- 
sent the actual investment in the power 
industry and if we are being called 
upon to pay a return on an additional 
2.3 billions that was not invested, then 
there is a matter of $115,000,000 to be 
marked annually on the red side of the 
ledger in addition to what is already 
there. 

That is, we are now paying $750,- 
000,000 annually, on a capitalization of 
10 billions. On the assumption that 
the actual investment amounts to only 
7.7 billions, but has been increased 80 
per cent by the valuation rules of regu- 
lation, it is fair to charge against pri- 


vate ownership our annual payments on 
the additional capitalization. The ac- 
tual difference between the cost of 
money of 7.5 per cent on 10 billions and 
5 per cent on 7.7 billions is 365,000,000. 
We have in our previous calculations 
accounted for $250,000,000 of this. 
The additional sum is $115,000,000. 
This adds $2,300,000,000 over the 
twenty-year period, assuming present 
prices, and makes our total charge 
against the cost of money under private 
ownership for the next two decades 
89,331,125,000, adding forty-six battle- 
ships to the fleet of one hundred and 
forty we have already acquired. 

-In the face of this valuation situation 
the New York Commission (majority) 
said this week that no change was pos- 
sible, and proposed a plan whereby the 
utilities can take their choice between 
reproduction cost new at any time over 
a ten-year period, and reproduction cost 
at the present time plus actual invest- 
ment for ten years, whichever is higher. 
This is an important admission of 
defeat on a very essential point. 


EFFECT on Private [INITIATIVE 
Now “there are other things than 


money in the world,” as we are often 
told, and although these totals may 
seem imposing to a college teacher, 
actually no one state would save any 
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considerable sum. Jf these base fig- 
ures are correct, New Jersey would save 
only $11,600,000, Pennsylvania $46,- 
600;000, and New York 862,000,000 
each year. It may be more valuable— 
from the point of view of psychic in- 
come—to discuss the effect of holding 
companies and the weight of the regu- 
latory process on one quality which it 
seems to everyone desirable to keep, 
private initiative. 

In considering modern industrial and 
financial movements it has become 
somewhat fashionable to say of the 
holding companies that they have 
found a way of raising money at a low 
cost, and to pat them on the back for it. 
This is, of course, looking at it only 
from the angle of the holding compa- 
nies. Inthe public utility field, where 
they are very important, it should at 
once be added that this low cost of 
money does not help the consumers in 
any way visible to the naked eye. The 
holding companies can and do raise 
money at a much lower cost than 7.5 
per cent. Operating companies do the 
same. Itis the consumers who pay the 
7.5 per cent for money invested in the 
utilities, not the holding companies nor 
the operating companies. 

There are several other questions 
raised by the holding companies, which 
advocates of improved regulation have 
some difficulty in answering. They 
have been busy around the country 
buying up operating companies’ stock 


at prices double, triple, and sometimes _ 


more than quadruple what those oper- 
ating companies carried that stock on 
their books for. Now is it entirely 
inconceivable that some day, having 
acquired all the territory they can in a 
given state, they will attempt to trans- 
form themselves into one large operat- 
ing company? There are those who 
think this is in the cards. And when 
such operating companies are set up, 
there may well be a terrific pressure to 
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have the purchase prices, no matter 
how excessive they were, become part 
of the capital structure of the new 
operating company. A blind or cor- 
rupt commission might let it be done. 
If “exchange value” and “reproduc- 
tion cost new” are taken as inter- 
changeable terms, there is a very real 
danger. On this point we get no 
reassurance from the Court, which 
seems to take these two terms as 
interchangeable. 

The case in point was a matter of 
finding the exchange value of a Stand- 
ard Oil ship that had been sunk in a 
collision.!° The Court through Mr. 
Justice Butler said that reproduction 
cost must be considered, and then cited 
in support of his contention the Minne- 
sota rate cases, showing that he thought 
the issue in rate cases was also exchange 
value. Then in the Indianapolis Water 
Company case he cited the ship case 
to support the necessity of considering 
reproduction cost in a rate case. This 
makes the two ideas fairly interchange- 
able, and opens a road for the holding 
companies to travel. 

In the meantime, the holding com- 
panies take their toll on the consumers 
through fees and loans which they 
charge and make to their subsidiaries. 
Just how much they have been taking 
we do not yet know. An accountant of 
the Federal Trade Commission testified 
last week that the American Gas and 
Electric Company had received in fees 
in 1927 $2,499,000 for services whose 
actual cost to the holding companies 
was only $708,000. Yet the operating 
companies which paid those fees were 
under commission regulation. For 
every $100 charged against the con- 
sumers, $28 worth of services were 
rendered. . 

That was not an exceptional year. 

10 Standard Oil Company v. Southern Pacyfic 


Company, 288 U. S. 146 (1928); MoCarile vw. 
Indianapolis Water Co , 272 U. S. 400 (1926). 
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For the thirteen years from 1917 to 
1929, the holding company received in 
fees $16,624,000 for services actually 
costing $4,360,000. For every $100 
charged against the consumers $26 
worth of services were rendered. If 
these fees are representative of the 
sixty per cent of the industry under 
similar holding company control, they 
would total $50,000,000 annually. 

If the same padding and charging for 
unrendered services holds true through- 
out the industry, the excess bill to the 
consumers on this score would be $35,- 
840,000 annually. What they make in 
excess interest charges on loans we do 
not know at this moment, either. 
Philadelphia has seen what is possible 
under that head in its traction affairs, 
where the operating utility loaned to its 
holding company and bankers at three 
per cent money which was borrowed for 
its needs at a much higher rate. 


Proposats REGARDING CONTRACTS 


Apparently the rulings of the Court 
make all sorts of padding of operating 
expenses lawful so long as the fiction of 
different corporate entities is main- 
tained. This week has seen two pro- 
posals to alleviate this situation. The 
investigating commission in Massachu- 
setts recommended that all long-term 
contracts be filed with the Department 
of Public Utilities, and that the De- 
partment be given power to terminate 
contracts running over a year where 
the price charges were found unreason- 
able. These steps were termed “vitally 
necessary.” The New York State 
Commission to Investigate the Public 
Service Laws recommended the Enact- 
ment of a law giving the Public Service 
Commission power to approve or dis- 
approve all contracts for management 
or services, and power to investigate 
the books of affiliated companies for 
the purpose of finding out about the 
reasonableness of the charges. 
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Attempts to touch these contracts 
have in the past been overthrown, 
notably in the Southwestern Bell case. 
That the Court will now reverse itself 
seems to me doubtful. Perhaps the 
case will not be presented from Massa- 
chusetts, for there is a strong municipal 
ownership development in that state 
and the commission can and does 
threaten the companies with the alter- 
native of municipal ownership if they 
fail to coJperate in making regulation 
effective. That it will be presented 
from New York seems very probable. 

These holding company arrange- 
ments, to the extent that they result in 
excessive charges, are significant be- 
cause our interest in large part is in 
getting the advantages of private own- 
ership for the public. To the extent 
that an engineer who rises to be presi- 
dent of a utility is independent, he can 
devote such economies as he effects to 
the public good. When his independ- 
ence is gone and he is a subordinate in a 
large system, taking orders at a dis- 
tance, under pressure to make good for 
the benefit of the holding company 
owners who bought his company on a 
highly speculative basis, he is no longer 
free to pass on engineering efficiencies 
to the public to any great extent. His 
initiative and enterprise is exercised on 
behalf of the real owners of the 
business, the proprietary interests in it. 

How can the initiative of utility 
officers most help the holding compa- 
nies who own the utility? Obviously 
not in cutting rates to any great extent. 
Here is where the weight of the regula- 
tory system falls. Under regulation a 
company can earn 7.5 per cent or more 
on its rate base plus its operating ex- 
penses. It is a form of cost plus sys- 
tem. The greater the operating ex- 
penses, the greater the allowed gross 
return. This would seem to account 
for the existence of such large inter- 
company fees which no independent 
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engineer eager to work for the public 
good would have allowed. The greater 
the sums paid to lawyers to fight rate 
cases, the greater the allowed gross 
return. The greater the sums paid in 
advertising or other ways of influencing 
public opinion, the greater the gross 
return. e i 

The same situation applies to the 
rate base. The greater that is, the 
greater the return allowed. It is here 
that private initiative is perverted from 
the engineering field to that of imagina- 
tive fiction. The most desirable com- 
pany official becomes one who can 
think of new ways to increase the rate 
base. It is only with that explanation 
in mind that we can understand the 
Curtis Pond incident, for example. In 
Worcester, Massachusetts, the utility 
bought a pond and a few acres sur- 
rounding it for $69,000. Two years 
later there was a rate case and the 
question of swelling the rate base arose. 
How could it be done? Well, if the 
value of your plant is what it would 
cost to reproduce it new, obviously the 
value of your pond is what it would 
cost to reproduce it new. So we sit 
down and estimate how much we would 
pay for the water, buying it from the 
city. We estimate what machines it 
would take to dredge a pond, what 
pipes would have to be laid through 
city streets. We use our enterprise 
and initiative and arrive at a figure of 
$1,200,000, some seventeen times what 
the pond actually cost two years 
before. 4 

Turn to the New York Telephone 
Company. For that company, repro- 
duction cost new for its own plant was 
not enough. It cast around and hit 
upon the idea of an “inexperience fac- 
tor.” It bought material from an 
allied supply company. Obviously 

1 Testimony of Commissioner Louia Goldberg 
of Massachusetts before the New York Commis- 
sion to investigate the Public Service Laws, 1929. 
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that company was well equipped to 
furnish exactly what the telephone 
company needed. In fact, if that sup- 
ply company were wiped out of exist- 
ence, the telephone company would 
have to pay more for its equipment 
from other companies. So the tele- 
phone company petitioned to have the 
estimated difference between the pres- 
ent cost of its supplies and the hypo- 
thetical cost made part of the rate base. 
It got as far as persuading a special mas- 
ter to include $17,392,214 on this score. 

A similar bright idea has been ad- 
vanced by other utilities. They looked 
at their employees. The cost of their 
training had been paid for by the con- 
sumers under operating expenses. But 
imagine what an expense it would be to 
train up an entirely new staff, to repro- 
duce a new staff, asit were. Here was 
an item that might go into the rate 
base, and some seven odd million dol- 
lars was what the New York Edison 
asked in order to reproduce its staff 
new. This opens vistas. Without - 
parents, obviously there can be no New 
York Edison staff. To reproduce the 
parents new might cost another sum, 
fourteen million, say. 

All this may be very admirable and 
probably we should encourage the 
creative arts and the use of imagina- 
tion, but it is not what we commonly 
understand as private initiative, nor 
what we look to from the engineers. 
The holding companies and the regula- 
tory system together have, it seems to 
me, placed the engineers in an unten- 
able position. They cannot pass on 
the public benefits of their work to any 
great extent and they must at the same 
time use their imagination to load the 
dice against the public as heavily as 
they can. Professor*Cabot, speaking 
of the severe temptation of managers to 
extract indirect or concealed profits 
through the operating accounts, re- 
marked: 


14% 


Tf there are any who think that this point 
of view is fanciful and that the dangers here 
suggested are unreal, let them consult any 
investment broker familiar with public 
utility securities. He will recommend this 
form of security and almost the first advan- 
tage that he will urge is that they are less 
dependent than competitive industries upon 
exceptional managerial ability. . . .¥ 


CONSIDERATION OF RATES 


The question of how to get the best 
from the engineers for the public is an 
important one. In their present posi- 
tion they do not seem to be able to give 
it. Their path upward lies increas- 
ingly with a very few companies. They 
rise, among other things, by doing 
what their owners want them to do. 
To understand the circumstances under 
which the public is most certain to 
profit from the efficiency of the engi- 
neers it is necessary to look at results— 
at rates. 

The figures on rates are collected, but 
not made public, by the National Elec- 
tric Light Association. I was, how- 
ever, able to get the printed rates in 
Kansas and the New Jersey and the 
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Massachusetts rates. A large part of 
each of these states is covered by a ' 
privately owned superpower system. 
They are not similer in all respects. 
New Jersey is nearer to the coal fields 
than Massachusetts but much further 
away than Kansas. The two eastern 
states are very densely populated, how- 
ever, while Kansas is not. There is a 
further notable difference—New Jersey 
has no municipal plants in cities of any 
size, while both Kansas and Massachu- 
setts have very strong municipal 
plants. In order that the comparison 
may be between a whole private and a 
whole public superpower system, I add 
Ontario rates, making an allowance of 
three mills for waterpower over steam- 
power and of ten per cent on each rate 
for taxes. 

It will be seen at once that the rates 
in the Kansas municipal companies are 
below the Kansas private companies by 
a considerable percentage and that the 
rates in the Massachusetts municipals 
are below the private companies in that 
state except for the largest users of 
domestic current. What is especially 
noteworthy is that the rates for both 
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22 Harvard Business Review, April, 1929. 
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private and municipal companies in the 
other two states, with one exception, 
are below the New Jersey rates by very 
considerable percentages. In New Jer- 
sey there is not the pressure of mu- 
nicipal plants in cities of considerable 
size. Another fact which stands out is 
the difference between the rates of both 
private plants, private superpower sys- 
tems and single municipal plants in this 
country as contrasted with the public 
superpower system in Ontario, even 
when taxes as they are paid in New 
Jersey and a liberal allowance for the 
extra cost of steam generation is added 
to those rates. On the basis of these 
Ontario adjusted rates as 100, the other 
state rates show decidedly higher. 


COMPARISON OF RATES BY GROUPS ON 










Ontario (adjusted) ones) SR ies Sane 
New Jersey (private) . ws 
Massachusetts (private) . SPE 
Massachusetts (municipal) . 
Kansas (private).......... 


Here is some evidence, not complete 
enough, perhaps, to be entirely conclu- 
sive, that the engineers have been able 
to give their services to the public in 
varying degrees; first, in a public super- 
power system; second, in municipal 
plants; third, in private companies 
under the pressure of the example of 
low municipal rates in nearby plants; 
fourth, in a state with a strong regula- 
tory commission but no important mu- 
nicipal plants to furnish any incentive 
to rate reduction. 

Hidden here is the essence of the con- 
flict between those who would continue 
to police the utilities and improve the 
regulatory laws to allow them to do so 
as far as the Court will permit, and 
those who feel that as long as private 
interests own the controlling interest in 


Kansas (municipal)... .... ... Meng : pees 
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the utilities there is no hope that the 
public will gain the greatest possible 
benefit from the work and the ability of 
its engineers. We have put the latter 
in a bad place for good men to be in. 
The utilities perform functions the 
state might itself perform. The state 
authorizes one group or another of 
private persons to perform those public 
functions for it for a number of vears. 
It can take over their function. The 
men who run the utilities are on one 
hand supposed to be the economic 
servants of the public. On the other 
hand they live and rise through the 
favor of the proprietary owners of the 
utilities. The pressure from this side is 
the stronger. That being so, regula- 


Base or Aprustep Ontario Rares 


tion cannot count on very much more 
than lip service from its potentially 
most useful citizens. Now, as Mr. 
Richberg has phrased it, 

the foundation and primary purpose of pub- 
lic utility regulation must be recognized as 
the necessity for preventing the making of 
an unfair profit out of public business by a 
public agent who is privately selected for 
the very purpose of making as much profit 
as can safely and regularly be extracted 
from operating public business. 

From the point of view of social engi- 
neering this seems to be a wasteful 
smashing against each other of two 
strong and good forces. It is not eff- 

u Testimony of Donald R. Richberg, Counsel 
of the National Conference on Valuation of 
Railroads, before the New York Commission on 
Investigation of the Public Service Laws, Jan. 
13, 1980, 
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cient, it is not cheap, it is not the best 
that we can do. 

Those who have seen this situation 
and want at least such pressure put on 
the utilities as would be involved in 
government ownership and operation of 
afew yardsticks such as Muscle Shoals, 
Boulder Dam, and the St. Lawrence, 
are making provisions in their planning 
for the engineers. They no longer 
think of having them controlled by civil 
service or political appointment and 
limited to such salaries as the taxpayers 
see fit to pay to their ordinary servants. 
Senator Norris has proposed a govern- 
ment corporation for Muscle Shoals 
and has set high limits to the salaries of 
its engineers. A similar corporation 
has been proposed for the St. Lawrence. 
The Inland Waterways Corporation is 
an approach. If the engineers are once 
set free to serve the public interest 
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without the hampering control of pro- 
prietary capital there should be every 
reason to expect the same results here 
as they have obtained in Ontario under 
the same circumstances. They are not 
giving such results now. 

The key of the dispute between the 
advocates of regulation and those of 
public ownership is, then, first, the 
belief that the Supreme Court has or 
has not crippled the regulatory system 
in its two most vital spots, and is or is 
not going to change its opinion; second, 
that the forces which have been defeat- 
ing regulation in the past will or will 
not, in their very essence, continue to 
penalize or pervert the public value of 
their engineers and to make regulation 
ineffective until these forces are elimi- 
nated from the control of those indus- 
tries in which public interest should 
be predominant. 


Future Regulation of Business 


By Coronet Wit11am J. Donovan 


Former Assistant to the Attorney General of the United States; 
Member, New York Bar, New York City 


CONSIDERATION of the subject 
of the future regulation of busi- 
ness must include the point of view of 
the economist, the legislator, and the 
lawyer. The economist must neces- 
sarily keep in mind the limits imposed 
by our Constitution as interpreted by 
the courts; the judge must give weight 
to the economic factors of the prob- 
lems before him as well as the eco- 
nomic implications of his decision; the 
legislator, in the enactment of statutes 
in the public interest, must consider 
both law and economics, 


Tue “COMPETITIVE SYSTEM” 

All economic activity in the United 
States is based on the so-called “com- 
petitive system” of the classical econ- 
omist. For the past one hundred 
years economic thought has been 
dominated by this conception. While 
seriously challenged, it underlies all 
discussion of this subject. The “com- 
petitive system” assumes that the 
greatest economic production and dis- 
tribution of goods can be secured by the 
free play of competitive forces. It is 
assumed that under these conditions 
goods will be produced most efficiently, 
that the consumer will be protected 
fully in the matter of price and quality 
of the goods produced, that labor will 
be fairly rewarded for its efforts, and 
that the free flow of capital into the 
business will be unhampered. This 
envisages an ideal situation. But, we 
are a practical people. The mass of 
regulatory statutes of the Federal 
Government and of the states is im- 
pressive evidence of the fact that we do 


not hesitate to depart from that policy. 

We have our anti-trust laws, both 
Federal and state, which aim to secure 
the “competitive system” and we have 
a great mass of regulatory legislation, 
both state and Federal, relating to 
unfair methods of competition, hours 
of labor, compensation for accidents, 
maintenance of the quality of the’ 
product, trade unions and the health, 
the safety, and the welfare of the 
worker. This legislation represents an 
effort on the part of the state to lay 
down the rules of the competitive 
game, to bolster up the “competitive 
system” by remedying specific abuses 
as they present themselves. These 
statutes are pragmatic inroads into the 
dogma of laissez faire. 

On the other hand we have legisla- 
tion which would appear to indicate a 
definite abandonment of the principle 
of the “competitive system.” As 
illustrative of this we have the histori- 
cal class of public utilities, such as 
common carriers, water works, gas and 
electric light companies. We have 
also the more recent extensions of this 
class in business legislatively declared 
and judicially found to be “affected 
with a public interest.” One of the 
most important instances of this de- 
viation is found in the tendency of the 
state itself to participate in business 
both of a public and a private nature. 

With these various types of regula- 
tion before us we havea broad view of 
existing methods for the control of 
business. However, under our form of 
constitutional government, the judges 
have the last word and before any plan 
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of regulation can be successfully carried 
on by the state it must square itself 
with our fundamental law. Let me 
outline, briefly, certain recent develop- 
ments in our constitutional law which 
suggest themselves in connection with 
any future regulation of business. 

In the court of law, the problem of 
the legislator or the economist is cast in 
legal terms and these terms vary with 
the particular type of regulation sought 
to be imposed. Our anti-trust laws 
have generally been upheld as con- 
stitutional. Legislation relating to un- 
fair methods of competition, hours of 
labor, workmen’s compensation, trade 
unions and the health, the safety, and 
the welfare of the worker has usually 
been upheld. Except in certain in- 
stances such as the minimum wage, 
our constitutional law does-not present 
a serious obstacle to further develop- 
ment along these lines. 

However, when we turn to legisla- 
tion which has as its basic assumption 
the abandonment of the competitive 
principle, we find ourselves in more 
doubtful territory. The fundamental 
right of the state to regulate the his- 
torical class of public utilities is no 
longer open to question, but when we 
come to the question of the extension 
of this class we are on less certain 
ground. 


Lacts to REGULATION 


It is taken as settled that the field 
of control of existing private enter- 
prises may not be extended, consist- 


ently with the due process clauses of - 


the Federal Constitution, unless the 
private enterprise is judicially found to 
be “affected with a public interest.” 
This theory of “business affected 
with a public *interest”” made its 
entry into our constitutional law in the 
famous case of Munn v. Illinois, 
decided in 1876. In that case, Chief 
Justice Waite transplanted this phrase 
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from its setting in an essay written 
about 1670 by Sir Matthew Hale, then 
Lord Chief Justice of the King’s 
Bench of England, entitled “On the 
Ports of the Sea,” and thereby read into 
our Constitution a novel standard for 
the judicial testing of legislation regu- 
lating price. a 

The history of the application of this 
test to concrete cases is strewn with 
dissenting opinions, which furnish ample 
evidence that the differences of opinion 
among laymen on these questions find 
their counterpart in the opinions of the 
justices of the Supreme Court.! Five 
to four and six to three decisions are 
the rule and not the exception. In 
spite of this difference of opinion, it is 
interesting to note that until the last 
few years the Supreme Court has 
consistently upheld such legislation. 
It has brought into the field of “‘busi- 
ness affected with a public interest” 
grain elevators, insurance companies, 
rent in time of emergency, and the 
fees of commission men operating on 
stock yards. In a series of recent 
cases, however, the Supreme Court has 
declared unconstitutional legislation 
regulating fees chargeable by ticket 
brokers, fees of employment agencies, 
and the price of gasoline at retail. 
The line of exclusion is no clearer than 
the line of inclusion, and the direction 
of future decisions must depend largely 
upon the economic situation of the 
business which it is sought to regulate 
and the views entertained by the Court 
at the time the question arises. 

Where the state itself undertakes to 
participate in business, it is met with 
the constitutional principle that the 
taxpayer’s money may be spent only 
for a public purpose. The history of 


1 This subject has been fully discussed in a 
recent article by Breck P. McAllister, entitled 
“Lord Hale and Business Affected with a Public 
Interest,” in the Harvard Law Review, March, 
1936. 


Forurse ReauLation or Business 


this principle goes back to early deci- 
sions of the state courts. However, 
with the growth and development of 
the due process clauses of the Federal 
Constitution this principle became a 
part of our fundamental law. 

As a geneyal proposition the applica- 
tion of*this doctrine does not involve 
the validity of a particular tax; in 
effect, it furnishes a standard for the 
judicial testing of new functions of 
government. Its connection with tax- 
ation is historical and at present is, at 
best, remote and back-handed. It is of 
interest to an economist to note that 
while recent decisions of the Supreme 
Court have closely circumscribed the 
principle of “business affected with a 
public interest,” the Supreme Court has, 
in recent decisions, practically abdi- 
cated its power of judicial review in 
the field of public purpose in taxation, 
where the state itself is undertaking 
to participate in business. Recently, 
Chief Justice Taft, in a unanimous 
decision of the Court said: 


The term “public use” in these cases is 
so broad that the use for which the tax is 
laid may be any purpose in which the state 
may engage and this covers almost any 
private business if the legislature thinks the 
state’s engagement in it will help the gen- 
eral public and is willing to pay the cost of 
the plant and incur the expense of opera- 
tion.? 


Following this pronouncement one 
writer has concluded: “It would seem 
that the Fourteenth Amendment would 
constitute no obstacle to state social- 
ism.” 


INDIVIDUALISM CURBED 


We now have before us various forms 
of regulation and the constitutional 
considerations which enter into their 


2 Charles Wolf Packing Company vs. Stats of 
Kansas, 262 U. S. 522 at p. 587 (1928). 

3 Burdick, Law of the American Constitution, 
p. 536. 
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practical application. Let us consider 
for a moment the economic develop- 
ment of our country and see whether or 
not we may still place our faith in 
existing forms of regulation. It is 
hardly necessary to say that the great 
mass of legislation on our statute books, 
relating to business, should give us 
pause in blindly reaffirming our faith in 
the “competitive system.” Our pres- 
ent economic civilization has been 
characterized as the “Great Industry.” 
The development of our factory sys- 
tems, of our transportation systems, of 
rapid communication, and of world 
markets has completely revolutionized 
the character of our industrial life. 

More and more we have come to feel 
that the consumer and the wage 
earner can no longer blindly place 
their faith in a philosophy of individual- 
ism based on conditions which are 
nonexistent today. More and more 
the consumer and the wage earner look 
to the Government for protection. A 
period of combinations has arrived and 
our future plans must be based on the 
assumption that it has come to stay. 
The economic activities which we have 
characterized as private enterprise 
have now become great social institu- 
tions. We depend upon them to 
perform certain useful functions in our 
closely integrated economic and social 
life. We recognize that the dislocation 
of industry has far-reaching conse- 
quences which vitally affect the welfare 
of the state and that the state has a 
primary interest in the preservation 
and the proper functioning of these 
institutions. In this conception, the 
interests of the state and those of the 
institutions mentioned are not in- 
consistent. 

We cannot escapè the implications 
of such a conception. In the past, 
when the state itself has undertaken to 
go into business or to regulate existing 
private enterprise, it has done so as a 
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result of popular hue and cry based on 
the suspicion thatthe particular busi- 
ness was not performing what were 
conceived to be its proper functions. 
A primary purpose of the early regu- 
latory statutes was to prevent private 
enterprise from exploiting the public, 
and to coerce or compel it to serve 
the public. It was only human nature 
that the managers of these enterprises 
should resist what they considered to be 
interference with their prerogatives, 
and the result was bitter hostility 
between what were conceived to be 
antagonistic interests. In such a sys- 
tem the state was compelled to resort 
to coercive and compulsive measures. 
This attitude is found in the public cry 
against the early monopolies which 
resulted in the enactment of the Sher- 
man Act with its drastic criminal fea- 
tures. It is also found in early legisla- 
tion regulating public utilities. These 
measures were necessary to convince 
private enterprise that the strong arm 
of the state was ready to strike if the 
enterprise violated its duty to the 
public. 

The problem of reconciling the inter- 
ests of the state with those of the 
managers of our great industrial in- 
stitutions is a challenge to our ability to 
govern ourselves. We may safely 
assume that our industrial life has 
reached a measure of maturity which 
will permit us to reéxamine the basic 
assumptions and the basic philosophy 
upon which all effective regulation of 
these interests must depend. Our 
philosophy in the past has been predi- 
cated upon the assumption that the 
interests of the state and those of the 
managers of private enterprise were 
antagonistic and conflicting. Our reg- 
ulatory measures fn the past have been 
framed with this in mind. We have 
had ample opportunity to observe 
the results of the working of this 
philosophy. 
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Prosuem Not SETTLED 


We have had forty years’ experience 
under our anti-trust laws and the result 
is a widespread feeling of dissatisfaction 
with the fundamental point of view of 
both the Government and the mana- 
gers of private enterprise in the tnforce- 
ment and the application of these laws. 
The traditional point of view is that the 
enforcement of the Sherman Law is 
best effected by resort to its criminal 
provisions and its repressive and puni- 
tive features. There are certain meth- 
ods of competition, described by Chief 
Justice Taft as “badges of the unlawful 
purpose denounced in the anti-trust 
law,” which should be dealt with by 
criminal process, but experience with 
Sherman Law indictments clearly in- 
dicates that the problem in its entirety 
cannot be dealt with in this way. Our 
juries were never intended to adjust 
conflicts between broad public policy 
and complex private enterprise. The 
trust-busting era was a sign of im- 
maturity in our industrial life. We 
have come to realize that problems are 
not solved by a crusade fortified by a 
moral issue. We must apply to the 
solution of these problems a realistic 
philosophy based on an effort to rec- 
oncile apparently conflicting interests. 
The practical application of this phi- 
losophy requires a high degree of 
statesmanship, a high degree of courage, 
and a full realization, on the part of the 
state and on the part of the leaders of 
our industrial life, of their joint re- 
sponsibilities. Regulation grows out 
of necessity, and necessity arises when 
the managers of the enterprise fail to 
dischargetheir full responsibilities tothe 
public. Consequently, if further gov- 
ernmental regulation is to be avoided, 
our industrial leaders must assume full 
responsibility, to the end that our great 
industrial institutions shall be the serv- 
ants and not the masters of the public. 


Forora REGULATION or Business 


In 1907, the State of New York 
enacted a law to regulate public utili- 
ties in that state. After some twenty 
years of experience under that law, the 
Legislature created a Commission to 
study and to consider the results which 
had been achieved under that law, to 
point out the defects which existed, 
and to propose any measures which 
might be necessary to make more 
effective the regulation of the public 
utilities of that state. I had the honor 
to serve as counsel to that Commission 
and to participate in its work. The 
results of that inquiry have just been 
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made public. I do not propose to 
burden you with a recital of the de- 
tails of those findings, but rather to 
point out that to some at least it dis- 
closed what should have been obvi- 
ous: namely, that adequate machinery 
is not enough; that economic formulas 
will not suffice; that regulatory polic- 
ing agencies are not effective; that, 
after all, we must depend upon intelli- 
gence and leadership and a high con- 
ception of public duty; that these 
qualities must exist not only in the 
officers of the state, but in the execu- 
tives of the industry. 


Economic Foundations of Pan-Europeanism 


By Harry D. GIDEONSE 
Rutgers University, New Brunswick, New Jersey 


HE movement toward the organi- 

zation of the economic solidarity 
of Continental Europe has progressed 
with rapid strides since Coudenhove- 
Kalergi launched his Pan-European 
appeal in the midst of the Ruhr 
struggle and since Mr. Loucheur two 
years later gave it an official and. eco- 
nomic expression by his resolution in 
the Assembly of the League, calling for 
a World Economic Conference. 

While in the early stages almost 
every one agreed with the general view 
that Europe’s industrial and economic 
future was dependent upon her ability 
to provide, out of the “balkanized” 
continental market, a unit at least 
roughly comparable to the large home 
market of the United States, the great 
difficulty lay in the formulation of a 
program for definite action towards the 
fulfillment of this objective. From the 
discussions initiated by the committee 
which prepared the World Economic 
Conference of 1927, two broad tenden- 
cies are slowly emerging. The first, 
under Mr. Loucheur’s leadership, is 
based on the idea that the first steps 
will have to be taken through the 
organization and the public encourage- 
ment of private industrial agreements.! 
The second—primarily under English 
and Dutch leadership—seeks a solution 
by a direct attack upon tariffs. 

1 For recent material on international indus- 
trial agreements, see Dr. W. F. Notz, Represen- 
tative International Cartels, Combinations and 
Trusts (Trade Promotion Series, No. 81, 1929) 
and also Internationa? Industrial Agreements 
(Foreign Policy Association Information Service, 
February 5, 1930). With the permission of the 
Foreign Policy Association some of the material 
of the latter is used again in the first part of this 
paper. 


Tue Two Roaps 


The first clear division into these 
two camps of opinion came at the 
Conference of 1927. The Preparatory 
Committee had listed the “organiza- 
tion of production, including in par- 
ticular international industria] agree- 
ments,” as one of the “possibilities 
of action,” implying thereby a possible 
encouragement of the tendency by the 
Conference. 

Those who see in the international 
industrial agreements a step towards 
the organization of a continental 
market generally underline the view 
that a “cartellized” or closely inte- 
grated industry will no longer need 
customs protection because of its 
guaranteed markets, and that it will 
therefore no longer use its influence in 
political and diplomatic circles to urge 
demands for high protection. Aside 
from the group which thus hopes to 
arrest the further elevation of tariffs, 
a considerable section of opinion looks 
upon industrial agreements as a neces- 
sary step towards the formation of a 


customs union or—if that way of 


describing it is preferred—a larger free 
trade area on the continent. As early 
as 1915—at the time of Friedrich 
Naumann’s proposals to establish a 
Mittel-Europa customs union between 
the Central powers—it was proposed 
that, in order to avoid a complete an- 
nihilation of the weaker industries 
within such a customs union, cartel 
agreements should precede its forma- 
tion so as to insure a more gradual 
displacement of the less efficient groups, 
and so as to compensate the owners of 
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the industries to be displaced by grant- 
ing them participation in the greater 
profits of the more efficient national 
groups. 

These ideas have played a part in 
postwar discussions of proposals to 
establish a greater degree of customs 
solidarity among European countries. 
The formation of cartels and the inter- 
change of shares and interests between 
the various national groups would re- 
move obstacles which the endangered 
vested interests in the different coun- 
tries might otherwise set up. Promi- 
nent among those who have joined Mr. 
Loucheur in voicing such views are 
Mr. Elemer Hantos, Mr. Rechberg, and 
the late Mr. Mayrisch, the first leader 
of the European steel entente. The 
last named, in fact, was a firm and 
loyal supporter of Coudenhove’s Pan- 
European program? and often spoke of 
the integration of his industrial pro- 
gram for the steel industry with the 
larger aims for continental solidarity.‘ 


2 See, for instance, the negotiations toward a 
Franco-German understanding of which a group 
of industrialists led by Mr. Arnold Rechberg 
have been the center. The discussions of Mr. 
Briand’s Geneva initiative, in 1919, led to the 
publication of a more detailed program by this 
group, which is based on the cartellization of 
fundamental industries. A press release to the 
Havas Agency, published in the Journal de 
Genève of Oct. 2, 1929, gives the details. Al- 
though the public significance of such private 
efforts can easily be exaggerated, they remain 
important as indications of the movement of a 
large section of responsible opinion. 

3 See Coudenhove-Kalergi, R. N., Pan-Europe. 
The monthly review of the movement, Pan- 
Europa, is full of interesting material. It is pub- 
lished at Vienna in both German and French 
editions. 

‘The fact that English and American indus- 
tries have frequently remained outside the post- 
war industrial agreements has, of course, added 
to the strength of this more regional view of the 
problem, although American abstention is easy to 
explain by geographical location and a peculiar 
legal situation. English producers have gener- 
ally not been able even to consider joining such 
cartels or combinations, as they have not yet 
arrived at a substantial degree of national con- 


THE ĪNDUSTRIAL AGREEMENT 


Those who are more critical of the 
influence of industrial agreements point 
out, however, that it is a very optimis- 
tic view of the situation to expect the 
cartellized industries to give up their 
national tariff protection because of 
industrial agreements, since most of the 
present agreements have been made in 
industries which are not highly inte- 
grated. The different national groups 
will therefore undoubtedly wish to 
retain their present tariff protection as 
a potential weapon in negotiations for 
the renewal of their particular industrial 
agreement. In general, the quantita- 
tive development of the movement 
towards industrial agreements has 
been much more marked than the 
qualitative one, and as most of the 
agreements are for short periods the 
allotment of quotas to the different 
national groups is a subject of sharp 
bargaining and almost continuous ne- 
gotiation. The respective national 
tariffs are among the weightiest bar- 
gaining advantages of the weaker 
units in such negotiations, and altera- 
tions here are rather unlikely until 
conditions of much greater stability 
in ownership and market control have 
been attained. In fact, there have 
been tariff increases in the past few 
years for the purpose of strengthening 
the position of the delegates of particu- 
lar industrial groups in such negotia- 
tions. 

Professor MacGregor, of Oxford, has 
also pointed out that in so far as this 
stabilization depends upon the out- 
right purchase of some of the weaker 
groups by the stronger ones—that is to 
say, a relinquishing of the original 
cartel form in favor ef the interna- 
tional combination or merger—stabili- 





solidation of their own industries, although very 
marked and rapid changes are at present taking 
place in the structure of Enghsh industry. 
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zation in the earlier period will impose 
higher charges upon the purchasing 
industry, with consequent high costs of 
production. During this period of 
international consolidation of the in- 
dustry, the absorbing units will there- 
fore prefer to maintain their respective 
tariff duties in order not to invite 
competition in a period of difficult 
financial readjustments. Later on— 
in case, at least, of economically ac- 
ceptable consolidations—we may as- 
sume that this particular pressure 
will cease. The period of time 
involved here, however, is probably 
one of several decades. 

Those who see more merit in a 
direct attack on the tariff system also 
point to the fact that there is a close 
resemblance between the idea of a 
political tariff and that of an interna- 
tional cartel, especially in its original 
form. Both aim at the reservation of 
particular national markets for a 
special group. Both strike at outside 
competition by the imposition of 
artificial handicaps. The internation- 
al industrial agreement is at present 
primarily a device for the protection 
of the various participants; the empha- 
sis falls on the interests of the national 
groups rather than on the larger inter- 
national interests of the industry as a 
whole.’ In this stage, therefore, the 
growth of the cartel movement is not 
likely to produce any great momentum 
toward the lowering of tariff walls. 
Tariff laws are, after all, closely inte- 
grated. It is not possible to reduce 
one item without disturbing a number 


5 While cartel and tariff are theoretically alike 
in that they both aim at limitation of supply, 
it is not in all cases feasible in practice to effect 
protection through a cartel where it is possible 
to protect by means of a tariff. Thus, in a 
country with anti-combination laws, protection 
by means of an international industria] agree- 
ment is contrary to public policy while protection 
by means of customs legislation may be a re- 
vered political tradition. 
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of others—in very different schedules— 
which have been made proportional to 
the first, or without upsetting some 
arrangement whereby duties on partic- 
ular articles have been fixed, in return 
for some concession in commercial 
treaty negotiations. It would there- 
fore be difficult to réduce tariffs 
merely on the ground that a limited 
number of industrial groups had ar- 
rived at some form of international 
agreement with their competitors. 

Ultimately, however, industrial 
agreements may affect tariffs in an 
important way. Developments in the 
rayon and the chemical industries 
already point to a tendency among 
each of the national groups to manu- 
facture the particular articles within 
the range of the industry, in the produc- 
tion of which it has shown an unusual 
fitness and for which it has developed 
the best processes or owns the best 
patents. This is largely so, of course, 
because ‘the party with the greatest 
particular fitness will believe speciali- 
zation in the article or the process of its 
choice to be the most profitable con- 
cession it can obtain from its fellow 
members in the cartel or combination. 
Other members of the group who have 
developed an aptness elsewhere will 
feel similarly about some other detail 
or process. When the developments 
teach this stage, we shall probably 
witness within such industrial groups a 
demonstration of the results of a full 
division of labor, which to economists is 
the first and last argument against all 
undue interference with international 
trade, whether by the imposition of 
protective tarifis or by any other 
method. 

Meanwhile, however, it is well to 


t Jn the rayon agreement of February, 1927, 
the individual plants were allotted the special 
fields of production in which they were most 
proficient. Thus, the Italian producers were to 
specialize in low-priced goods for export to Asia. 
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recall that the number of industries 
with a sufficiently high degree of inte- 
gration to permit such results is very 
small, and the overwhelming majority 
of the present agreements simply 
guarantee the continuation of a status 
quo. They exist primarily for the 
purpose of*controlling the market in 
order to stabilize or to raise prices. 
The economic gains aimed at are not 
technologically inherent in the size of 
the combination; they are rather 
achieved at the expense of other eco- 
nomic groups by means of the monop- 
oly or the degree of contro] of the mar- 
ket which the combination succeeds in 
establishing. Here, inefficient as well 
as efficient producers are maintained in 
their position, and guarantees are given 
them that they will not be disturbed 
within certain limits. Apart from the 
considerable savings which occasionally 
result from the elimination of purely 
competitive expenditure, no economic 
gains are achieved by this second 
type of combination beyond increasing 
stability and furnishing a guarantee 
against various kinds of dumping. 


Tar TARIFF 


In the World Economic Conference 
of 1927 the critical views of the British, 
the Scandinavian, and the Dutch dele- 
gations, backed by the consumers’ 
and the labor delegations shifted the 
attention of the League away from 
this method of approach towards a 
more direct attack upon tariffs them- 
selves. While it would be difficult to 
overestimate the possible future signifi- 
cance of the recommendations of the 
Conference that the Secretariat of the 
League should make efforts to establish 
coöperation between the different na- 
tional authorities, and that it should 
become the fact-gathering and fact- 
publishing body, so far as international 
aspects of combinations are concerned, 
it nevertheless remains true that to the 
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members of the Conference and to the 
Secretariat the main emphasis fell upon 
the sections of the final report which 
declared that the time had come “to 
put an end to the increase in tariffs and 
to move in the opposite direction” by 
individual, bilateral and collective ac- 
tion, leading to a system of long-term 
commercial treaties based on the 
mutual grant of unconditional most- 
favored-nation treatment.” 

From May, 1927 until the Assembly 
of 1929, the Economic Organization of 
the League has proceeded on the 
basis of this program. The results 
have been meager but certain conclu- 
sions as to future action can be drawn 
from both the negative and the 
positive aspects of this experience. 

Individual or unilateral action, that 
is, independent action by each country 
in the hope that other countries would 
do likewise, had a certain amount of 
immediate success in arresting a num- 
ber of tendencies towards new tariff 
increases. But, the immediate im- 
petus of the Conference was soon 
lost, and some projects for increases 
are now in discussion in a number of 
countries. 

Bilateral action had a considerable 
amount of success in 1927. A large 
number of commercial treaties were 
negotiated which constituted a measure 
of progress over the previously existing 
situation. But here, too, the momen- 
tum has been lost. Both 1928 and 1929 
show distinctly disappointing results 


along this line. 
Some notable successes, even if 
painfully and slowly achieved, in 


collective or multilateral action have to 
be recorded—import and export pro- 
hibitions, skins and bones—but the 
general situation is not very promising, 
since efforts have been disconnected 

TSee Final Report of the World Economic 


Conference, League of Nations, 1927, C EI 44, 
pp. 29-35. : : 


154 


and no general method or system 
of attacking the problem exists.’ 


Tue ‘“Most-Favormp-NATIon”’ CLAUSE 


Meanwhile, the attitude towards the 
most-favored-nation clause has been 
evolving rapidly. The unconditional 
interpretation of this clause has, since 
the Cobden-Chevalier treaty of 1860, 
been the hope of those who sought to 
reduce trade barriers gradually and 
who hoped to give the process a greater 
momentum by automatic generaliza- 
tion of the privileges which were 
granted in bilateral negotiations. The 
purpose of the clause is not to estab- 
lish a relationship with an especially 
favored nation—as the phrase “‘ most- 
favored-nation” might seem to indi- 
cate—but rather to establish equality of 
treatment by assuring a state to which 
most-favored-nation treatment is guar- 
anteed, that it will be treated as 
favorably—or unfavorably—as the 
state which is “most favored.” The 
method has, of course, great advantages 
and eliminates discrimination and fric- 
tion. 

The United States had, however, 
always given the clause a narrow, so- 
ealled “conditional” interpretation, 
meaning thereby that whenever a 
concession, which had been granted to 
a third country, was given in exchange 
for a compensating concession, it need 
not be extended to other countries 
with which most-favored-nation treat- 
ment had been agreed upon, unless 
these other countries offered similar 
concessions. It was, therefore, felt 


8 See League of Nations, 1928. IL. 16; 1928. 
Ti. 18; and 1929, II. 28. 

? Or, as Professor Taussig says, “as good a 
trade.” See Taussig, F. W., “The Tariff Contro- 
versy with France, > Foreign Affairs, Jan., 1928, 
p. 179. Discriminating classifications in the 
various tariff acts and differences in nomen- 
clature can, of course, destroy much of the value 
of the clause, even when “unconditionally” 
interpreted, that is, when concessions to third 
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to be a step forward when the United 
States finally left its position and, 
under Secretary Hughes’ leadership, 
made the unconditional interpretation 
of the clause the official American 
policy in the negotiations with Brazil 
and Germany.” 

Since that time the problem of the 
transfer of reparations and the grow- 
ing feeling that Europe must organize a 
continental market if it is to survive in 
the competition with American indus- 
try, have done much to modify the 
continent’s attitude towards the 
clause.“ As long as the country 
maintaining the unconditional inter- 
pretation is—like England or Holland 
—a country of free trade or low tariff 
policy, two countries which are ar- 
ranging reductions of special interest to 
each other will be content to give this 
third country the advantages which 
they have mutually agreed upon. But, 
as Sir Arthur Salter has pointed out in 
a very remarkable personal memoran- 
dum which was prepared for the infor- 
mation of delegates at the 1929 Assem- 
bly, as soon as the country demanding 
these automatic concessions, without 
making reciprocal grants in its own 
policy, has a high tariff, 


the situation rapidly becomes impossible. 
For when two moderate tariff countries can 
only negotiate reductions inter se if they are 
prepared to give these reductions to coun- 
tries whose general tariff is higher than 
even their reduced tariff and who give 


parties are automatically and without further 
negotiations granted to any other countries 
which have been promised “ most-favored-na- 
tion” treatment. 

10See Culbertson, W. S., International Economic 
Policies, ch. 8 (New York, 1925). 

u The author has dealt at some length else- 
where with the effect on the transfer of repara- 
tions of the unconditional interpretation by the 
United States of the most-favored-nation clause. 
See The Tariff Review, March, 1929; also Trans- 
Jeri des Réparations et le Plan Dawes, ch. 5 
(Paris, 1928). 
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them no advantage in return, two results 
will follow: First, reduction by the method 
of bilateral agreements extended by the 
most-favored-nation clause will be arrested 
(this we have seen in 1928); and second, 
there will be a growing feeling that some 
modification in the unconditional most- 
favored-nation clause is both just and 


necessary.}# 


This modification is being sought 
along the line indicated by the Eco- 
nomic Committee when it recognized 
the difficulty and agreed that a reserva- 
tion to the unconditional interpretation 
in plurilateral conventions may appear 
legitimate in some cases, but that “‘it 
can only be justified in the case of 
plurilateral conventions of a general 
character and aiming at the improve- 
ment of economic relations between 
peoples.” The United States and 
England have both in the past recog- 
nized exceptions to the application of 
the unconditional interpretation of the 
most-favored-nation clause in treaties 
with Central American Republics, 
Scandinavian countries, Portugal and 
Spain, and so forth, on the ground of 
geographical contiguity. The use of 
this exception for the conclusion of 
treaties on the European continent 
would be an extension of the same 
principle, justified by the broadening 
of markets which, is a natural con- 
comitant of the development of mass 
production. The sting could be taken 
out of such special agreements by 
declaring them open to the signature of 
any country which agreed to make 
simular concessions. 


£ See the memoranda on the idea of a collec- 
tive agreement to improve the organization of 
international economic relations in Europe, by 
Sir Arthur Salter and M. P. Stoppani (Sept., 
1929). These memoranda were circulated in 
mimeographed form at the Assembly of 1929 and 
were personal documents. An unsigned article 
on ‘‘The United States of Europe” in the Round 
Table of December, 1929, is based on the same 
material. 
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Unrrine EUROPE 


The striking speeches of Briand and 
Streseman, at the 1929 Assembly, 
brought the whole movement into a 
new stage of its development. The 
phrase “United States of Europe” 
was used for the first time by ‘‘re- 
sponsible”? statesmen to indicats a 
program, and provisions were made for 
a more realistic discussion at the 
Assembly of 1930. Meanwhile the 
proposed “pact of economic solidarity” 
is being approached in the form of a 
discussion of a tariff truce whica is 
really preparatory to a broader agree- 
ment on the objectives of commercial 
policy. The “appearance of political 
integration,” which the League has 
already produced in some measura, is 
to find its economic complement. 

The movement toward the organiza- 
tion of European economic solidarity 
has thus two distinct sides: First, the 
tendency towards international in- 
dustrial agreements; second, the ap- 
proach through commercial treaties 
towards a direct reduction of tariff 
duties. The second method is watched 
with a good deal of concern by those 
who have vested interests in the urst. 
Thus, the French National Comm:ttee 
of the International Chamber of Com- 
merce has stipulated that it could only 
approve the idea of a tariff truce if it 
should serve as a step toward private 
industrial understandings. It is more 
than likely, therefore, that the two meth- 
ods will be followed simultaneously in 
order to assure the “vested interests” 
in the various national industries that 
nothing will happen to endanger their 
present position. Meanwhile it is inter- 
esting to note that both American tariff 
policy and the adherence of the State 
Department to the unconditional in- 
terpretation of the most-favored-nation 
clause, can be looked upon as in some 
measure responsible for the two meth- 
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ods which are gradually emerging. 
The discussions of the new American 
tariff bill have, for instance, un- 
doubtedly served as an accelerating 
factor in the ripening of the new ap- 
proach in the fall of 1929. 

Tt is also clear that the League is 
entering new fields of usefulness inas- 
much as it will be intimately concerned 
in the development of either of these 
methods. We can look forward to a 
process of rapid revision of existing 
legal and political notions, for, as the 
legal experts of the League of Nations 
expressed it, 
economic transformations have been so 
rapid and profound that they are shaking 
old conceptions to their very foundations. 
The legal theories under which we have 
been living are being put to the test of new 
facts of wide significance and will un- 
doubtedly have to be revised. . . . Events 
in the last few years have run ahead of 
juridical, economic and political thought. 
Close observers are only now beginning to 
grasp the tremendous import of what is 
going on around them in the industrial and 
commercial fields, and to gain some inkling 
of the consequences which will ensue.* 

B League of Nations, Economic and Financial 
Section, Revtew of the Legal Aspects of Industrial 
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The remarkable increase in activity 
of the Economic Organization of the 
League of Nations since the World 
Economic Conference, and the estab- 
lishment of the Consultative Economie 
Committee in 1927, are expressions of 
the concern which is felt in ever widen- 
ing circles lest the constantly growing 
lag between economic developments on 
the one hand, and political and legal 
thinking on the other, lead to a catas- 
trophe even more disastrous than the 
one from which Europe is still recover- 
ing.“ 





Agreements, E. 529, Sept. 12, 1929. A prelimi- 
nary (mimeographed) report, entitled Report on 
ihe Laws Governing Industrial and Commercial 
Combinations was submitted by Messrs. Decugis, 
Robert E. Olds and S Tschierschky to the Eco- 
nomic Committee on October 15, 1929 (League of 
Nations, E. 529, Part I). 

u“ See the 1929 lectures at Williamstown by 
Professor William E. Rappard, published under 
the title Untting Europe by the Yale University 
Press. For recent publications which give a 
good conception of the direction in which thought 
is moving, see Dr. Wilhelm Grothopp, Die Zolle 
Nieder (Berlin), and F. Delaisi, Les deux Europes 
(Paris). For a journalistic survey, see Paul 
Hutchinson, The United States of Europe (Chi- 
cago, 1929). 


The New Community and Its Future 
By Exenesr W. Borerss, Px.D. 


HE new community in which we 
live is the great city. It is charac- 
teristically the modern American city 
—New York, Chicago, and Los An- 
geles. It is the community which 
finds at its center the department store, 
the skyscraper office building, the lofty 
and spacious convention hotel, its mo- 
tion picture palaces, its broadcasting 
stations, and its airport centers. It is 
also the community in which are to be 
found Wall Street, yellow journalism, 
gang wars, and new and strange cults in 
every field—health, psychic and re- 
ligious. It is a center of unrest and 
disorder but at the same time the cen- 
ter of standardization and mechaniza- 
tion which is creating a new civilization. 
Our great modern industrial cities, 
we now know only too well, were not 
planned; they were not even intended. 
The founders of this Republic who 
drew up the articles of the Constitu- 
tion never, I may venture to say, in the 
wildest flights of imagination foresaw 
the Woolworth Building, airmail, ra- 
dio broadcasting, or a nation of one 
hundred and twenty millions of peo- 
ple, one half of which would be living in 
urban communities. 


MECHANIZATION Crearns MODERN 
" CITY 


The new community, the modern 
city is, as we know, the product of the 
machine. The machine age was just 
in its infancy when the colonies sev- 
ered the ties that bound them to the 
mother country. It was the economic 
utility of the machine rather than 
man’s desire that brought together 
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great aggregates of workers in the 
processes of mass production and so 
created the city. 

There are those who see in the ma- 
chine, “the iron man” as it has been 
personified, the symbol of all the 
changes that have affected human rela- | 
tions in the transition from the rural ' 
to the urban community. The social 
organization of the rural community 
was personal and human, intimate and 
sympathetic. ‘‘Everyone knew every- 
thing about everyone else.” In the 
city all this is changed. Man working ' 
with the machine becomes like the ma- 
chine. He is no longer a human being; 
he himself becomes a machine, a “‘ro- 
bot.” Human nature that had re- 
mained unchanged in all the previous 
centuries and millennia, at last also be- 
comes changed. We have not orly a 
new community but a new humar. na- 
ture. 

This effect of the modern city upon 
its children can best perhaps be seen in 
the tremendous difference betweer im- . 
migrants and their children in urban 
communities. The divergence be- 
tween parents and their offsprirg is 
sometimes so strikingly evident that 
we are amazed that they belong to the 
same biological stock. When we ex- 
amine more closely we find that the 
variation is not in the physiognomy but 
in the facial expression, not in steture 
but in manner, not so much in accent 
as in sentiments ‘and in ideas. In 
fact, as we sometimes say, the parents 
are still peasants with the naiveté, the 
simplicity, and the sympathy of their 
old world village life, while their children 
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are Americanized, with the dress and 
the manner of the motion picture stars 
and with a sophistication and a worldly 
wisdom that belie their years. 

‘This change, you grant, is a result of 
city life, but how of the machine? 
It is the immigrant father even more 
than his sons and daughters that has 
worked with machines; why should not 
he bear upon his brow the brand of the 
machine age? 

The relation of the machine to the 
mechanization of life and conduct is 
not, I believe, as direct as Veblen and 
' others who followed him would have us 
imagine. It is not, I am convinced, 
the machine upon which a man works 
that has the most marked effect upon 
his feelings, attitudes, and conduct. 
The machine with which he works is 
perhaps as likely to arouse his enmity 
as to win his love. The industrial 
machine did uproot him from his native 
heath and transplant him from the 
rural village to the new world of the 
city; but he still remained essentially 
rural in his sense of neighborhood rela- 
tions and magical in his thinking. 


INVENTIONS CHANGE SOCIETY 


The machine, however, did not re- 
main merely an instrument of produc- 
tion. It revolutionized transporta- 
tion. It widened communication. In 
manifold forms it became a personal 
and a household necessity. The in- 
crease in mobility and in speed with 
corresponding diminution of real dis- 
tance may be indicated by the suc- 
cessive inventions of the steamboat, 
the locomotive, the automobile, and 
the airplane. The instruments of com- 
munication even more dramatically 
widened the area of man’s contact and 
knowledge from thé isolated village to 
the circumference of the world. The 
telephone, the telegraph, the ocean 
cable, the motion picture, both the si- 
lent drama and the sound pictures, the 
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radio, and television have made the 
circulation of news either with or with- 
out the daily papers practically instan- 
taneous over the earth. 

The direct and the indirect effects of 
these instruments of transportation 
and communication seem to me to be 
much more powerful upon the creation 
of the new community and the ur- 
banization of its inhabitants than the 
machine at which man works. In the 
first place, only a frattion of the total 
population of the United States work 
at first hand with machinery. In Men 
and Machines, Stuart Chase estimates 
that at most, only five per cent of the 
total population are directly concerned 
with machinery in their work. But 
practically everyone rides on a street 
car, railroad, or automobile. Few ur- 
ban families and a decreasing number 
of rural families are without a daily 
paper. 

The statistics of the present use of 
these instruments of transportation 
and communication are staggering. 
The total circulation of daily news- 
papers was in 1927 over forty-two mil- 
lions, or nearly two per family. The 
number of copies published every 
month of monthly magazines was over 
116 millions. In 1929, 28,030,000 
automobiles were reported as regis- 
tered, or one for nearly every family in 
the country. The number of tele- 
phones for last year was reported as 
20,097,000, with 82,775,000 daily 
messages. Of a total of about 34,500,- 
000 telephones in the world, eighty- 
five per cent can be connected with 
practically any telephone in the 
United States.1 In 1929 the Federal 
Post Office reported that it handled 
15,469,318,926 letters and sold seven- 
teen billion stamps and 1,750,000,000 
post cards. The number of radios was 
estimated in 1928 at from twelve to 

1 Klein, Dr. Julius, United States Daily, Jan. 6, 
1980, pp. 4-6. 
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fifteen millions. Statistics of manu- 
facture show that the sales of radio 
receiving sets for 1929 reached 3,500,- 
000 units as against 2,500,000 units 
for the previous year. The motion 
picture industry claims an annual 
manufacture of two hundred thousand 
miles of raw film that when exhibited 
draw a weekly attendance of over one 
hundred million people. The assist- 
ant secretary of commerce for atro- 
nautics states that 16,000,000 miles 
were flown in scheduled operations of 
passenger planes in the United States 
during 1929 as against 10,678,000 in 
1928, that 85,000 passengers were car- 
ried as against 49,000 passengers in 
1928. Miscellaneous flying is esti- 
mated to have increased in four years 
from a total of 18,000,000 to 125,000,- 
000 miles.? 

These statistics upon the use of the 
modern instruments of communication 
show how rapidly in the first thirty 
years of the twentieth century the 
people of the United States have en- 
tered into the new community. It is 
only too evident that society and hu- 
man nature are being more profoundly 
changed by the automobile, the motion 
picture, the airplane, and the radio 
than by the machine in industry. 
For the machine and the factory have 
meant routine and repression to many, 
but these new devices of communica- 
tion bring freedom and adventure. 

The disorganizing and reorganizing 
effects of these modern instruments of 
transportation and communication 
may be realistically stated in terms of 
the decline of neighborhood and tra- 
ditional influences and of the rise of 
metropolitan and cosmopolitan influ- 
ences. The daily paper, the motion 
picture, the radio, and the airplane are 
becoming indispensable instruments 
for the successful functioning of a 

1 See Burgess, E. W., “Communication,” 
American Journal of Sociology, 85, May, 1930. 
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world society. Through these new 
forms of communication the individual 
is participating imaginatively and ac- 
tually more and more fully in the great 
society. 


Two Opinions CONSIDERED 


Two stereotypes, to use Walter 
Lippman’s expressive phrase for con- 
ventionalized opinions, are prevalent 
at the present time. One is that of the 
inherent enmity of man for the ma- 
chine. The other is the repugnance of 
man for the city. Both of these are, I 
believe, fallacies, although both have 
been ably and continuously expressed 
from the beginning of the machine age 
and the growth of the modern city. 

The conflict of man with the ma- 
chine was quite real when the skilled 
artisan was being replaced by the un- 
skilled slave of the machine. But the 
automatic activities of human beings 
that once accompanied machine opera- 
tions are being replaced by machin- 
ery. Labor saving devices eliminate 
the unskilled laborer. The master 
mechanic still remains with an interest 
and pride in his machine as great as or 
greater than was that of the craftsman 
in his tool. Lillian M. Gilbreth quotes 
the account by Benito Mussolini of the 
thrill of mastering the mechanism of 
the threshing machine: 

With my father I went to work to learn 
the mechanism and tasted as I had never 
tasted before the quiet joy of becoming a 
part of the working, creative world. Ma- 
chinery has its fascinations and I can under- 
stand how an engineer of a locomotive or an 
oiler in the hold of a ship may feel that a ma- 
chine has a personality sometimes irri- 
tating and sometimes friendly with an inex- 
haustible generosity and helpfulness, power 
and wisdom. 5 


Mrs. Gilbreth came to the same con- 
clusion: 


Whether we like it or not we are living in 
a machine age. Most of us have been born 
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into it and are adjusted to it and probably 
love it whether we acknowledge it or not. 
It will be an added joy if we can be proud of 
it as well as happy in it, and know that our 
pride is well founded. When I watch my 
small boys start the motors and “sail” their 
boats, I am not ashamed or grieved that 
they have not made them all by hand, but 
proud that they made them in the school 
machine shop. I like to know that they 
are learning the feel not only of tools but of 
machinery, for it means that ultimately 
they will feel at home and adequate, not 
only in every industrial plant all over the 
world which it may be their good fortune to 
visit, but in a machine age which expresses 
its thoughts and emotions and drive for 
activities in the tools and equipment they 
are beginning to feel a very part of them- 
selves. 


The feeling of personal identifica- 
tion of man with the machine has been 
perhaps most vividly dramatized in 
Lindbergh’s pronoun “we” for both 
himself and his airplane. 

The protest against the city found a 
recent expression four years ago in an 
article by that student of cities, Lewis 
Mumford, entitled “The Intolerable 
City.” His indictment against the 
city was sweeping and complete; he 
would abolish it and substitute in its 
place garden cities and towns and vil- 
lages. 

But the increasing trend of popula- 
tion to urban centers suggests that the 
many have decided for better or worse 
to accept the city, perhaps somewhat in 
the spirit of the first man who, accord- 
ing to Hindu legend, said of the first 
woman when he asked the Creator to 
give her back to him, that he would 
have to keep her because he could live 
neither with her nor without her. 


Rerorm Movements 
With this paradoxical acceptance of 
city life, like marriage, for better or for 
worse, came all the reforms to correct 
the evils of city life: the housing move- 
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ment, the public health movement, the 
charity organization society movement, 
the labor legislation movement, the 
playground movement, the com- 
munity center movement, the social 
hygiene movement, the prohibition 
movement, and the good government 
movement. s 

That these movements have failed or _ 
only partially succeeded is due to many 
factors, chief of which is probably the 
fact that these movements did not 
take sufficiently into account the actu- 
alities of the existing organization of 
the city and the direction and the mo- 
mentum of the trends of social change. 
Before reforming any subject, whether 
an inorganic material like stone or 
metal, or a personality or a community, 
it is well to be thoroughly familiar with 
it, its nature, and its behavior under 
varying conditions. Many attempts 
at social reform have been Don Quixote 
or Pollyana crusades against evils 
which were emotionally reacted to but 
which were the results of causes not at 
all appreciated or understood. 

The first essays in investigations were 
naturally enough of individual social 
problems like housing, health, and 
delinquency. It was not until 1907 
that the Pittsburgh Survey embodied 
the idea of studying problems from 
some common organizing center of 
description and analysis, in this case 
the industrial development of the new 
community. This inquiry brought 
into social consciousness the desirabil- 
ity of the survey, of fact-findings as 
a precondition to community action. 
The survey became an established in- 
strument of procedure; bureaus of 
municipal research were instituted and 
changes in social policies and adminis- 
trative practice came to be based more 
and more upon surveys. 

However, the survey as a method has 
the limitations of its virtues. It is es- 
sentially an instrument of reform and 


Tae New Community ano Irs Forurs 


as such, highly effective. Just be- 
cause it is so immediately related to 
community action, its results are asa 
matter of fact predetermined and 
superficial rather than of the nature of 
fundamental discoveries. The survey 
tends to assume the efficiency of ad- 
ministzative procedure for the solution 
of social problems rather than to place 
reliance upon more slowly operating 
forces. Its emphasis, perforce, was 
upon the city as a congeries of evils to 
be corrected rather than as an organism, 
growing as a resultant of the interplay 
of forces within and outside of it. 

Gradually this latter conception has 
developed, of the city as an organism 
with functions vital to the life and the 
welfare of the larger community of 
which it is a part. This organic and 
functional approach to the study of the 
city arose from several causes. First, 
the perception of the failure of reforms 
and the limitations of the survey 
method led men with inquiring minds 
to a search for underlying factors and 
processes. Second, the abler practical 
man of affairs began to realize that the 
metropolis did not end at the city 
limits, but its economic interrelation- 
ships extended far beyond over a 
wider and wider area, the region. 
Third, the social scientist, the econo- 
mist, the sociologist, and the political 
scientist began disinterested studies of 
the city, its growth, organization, and 
trends. 

The studies that have given us this 
new knowledge of the city have come 
largely from relatively new approaches, 
those of economic and social history, 
urban economics, and human ecology. 


Toe ZONAL PATTERN 


The materials of these studies tend to 
show that the city has a natural or- 
ganization determined by the play of 
forces, economic and social, which with 
minor variations seem to be the same 
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for all American cities. The form 
which the city tends to take under the 
impact of these forces has been termed 
the zonal pattern.? 

The first zone, at the center of the 
city, is the central business district 


_ given over to retail and wholesale 


trade, with a huge day and evening 
population, but with only a small resi- 
dent night population. 

The second zone, surrounding the 
central business district, has been called 
an area in transition, because residence 
here is giving way to commercial and 
industrial invasion. This is the port of 
immigrant entry into the city; here is 
located the rooming house district. 
This is a slum area with the highest 
rates of poverty, family desertion, 
juvenile delinquency, adult crime, vice, 
bootlegging, gambling, graft, and the 
ward boss. 

The third zone is the area of second 
immigrant settlement. In it are the 
neighborhocds inhabited by independ- 
ent workmen who desire to live near, 
but not too close to their work. 

The fourth zone is the better residen- 
tial area. Along lines of rapid transit 
are found the apartment house dis- 
tricts. 

The fifth zone is the commuters’ 
zone of suburban residential communi- 
ties ranging from model suburbs to vil- 
lages of the lowest grade, sometimes or- 
ganized in the interests of crime, vice, 
and gambling. In the higher grade 
suburban ccmmunities live those who 
wish to escepe from the city and yet 
be near to its advantages. 

The sixth zone is constituted by the 
agricultural districts lying within the 
circle of commutation. It falls typi- 
cally into an inner ring of cemeteries, 
golf courses, and truek gardens and an 
outer belt of dairying. 

The seventh zone is the hinterland of 


*Park, R. E., “The Growth of the City,” 
The City, Ch. 2. pp. 47-62. 
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the metropolis. From the standpoint 
of the production of raw materials, 
this is the area for which the city is the 
market. From the standpoint of the 
distribution of manufactured goods, 
this is the area for which the city is the 
jobbing center. 

It may be pointed out that the or- 
ganization of the region of metropoli- 
tan dominance is much like that of the 
spider’s web with lines of transporta- 
tion represented by threads with sub- 
sidiary centers with their radial lines 
and by the chief center where the 
main threads converge, dominating the 
whole web. 

This analysis of the metropolis in 
relation to its retail and wholesale 
zones indicates the shift that actually 
is taking place in urban-rural relation- 
ships. State lines which assumed a 
rural economy are becoming only the 
traditional and arbitrary lines of sepa- 
ration. An urban and metropolitan 
economy is creating new dividing lines 
which run across state lines and which 
can be measured not only in terms of 
markets and jobbing centers, but 
dominance in metropolitan newspaper 
circulation,‘ radio broadcasting, and 
the more subtle forms of educational 
and cultural influence. 

Chambers of Commerce and metro- 
politan daily newspapers have become 
acutely conscious of these regions of 
metropolitan influence. The Chicago 
Tribune recently had a contest with 
prizes for a redivision of the United 
States which emphasized this new rela- 
tionship of the city to its area. 


Ports oF ConFLict 


The objection may be raised that the 
conflict between city and country is 
still acute, as witness the struggle of 
New York City and upstate New York 


4 See Park, R. E., “Urbanization as Measured 
by Newspaper Circulation,” American Journal of 
Sociology, 35, July, 1929, 60-79. 
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or of Chicago and downstate Illinois. 
There still remain, of course, impor- 
tant points of condict, but many of 
these are traditional and sentimental. 
The whole trend, not merely in popu- 
lation and in economics but in the more 
intangible influences of style and fash- 
ion, manners and morals, is In the direc- 
tion of increasing rather than reducing 
the position of the city as a center 
of control and dominance. 

It is in the relations of the city with 
its more immediate region rather than 
with its wider hinterland that the 
most impressive and searching study 
has recently been completed. The 
Regional Survey of New York and Its 
Environs presents most clearly the pic- 
ture of past and present trends in 
terms of planning the future of the 
city. Certain conclusions seem to me 
to flow unmistakably from this study. 

First and most important, the Sur- 
vey defines the function of a national 
metropolis in terms of its indispensa- 
ble and unique economic rôle. Not 
only is the metropolis a codrdinating ` 
center of production and distribution, 
but as Haig points out, “urban areas 
are apparently the most economical 
points at which to supply people with 
the varied assortments of goods and 
services in effective demand at the 
present state of the world’s develop- 
ment,” š 

Then the Survey makes evident the 
essential solidarity of interest of the 
inhabitants of the municipality and of 
the environs. The commuter has an 
interest in the downtown area where he 
spends his working hours, just as the 
resident within the city limits has a 
vital concern for the region where he 
must go for his play and recreation. 
Chicago, Philadelphia, and other cities 
have formed regional associations. In 
California a recent law sets up regional 


E Quarterly Journal of Economics, Feb., 1926, 
179. 
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planning boards in every county in the 
state. 

Furthermore, the Survey emphasizes 
the point that fact-finding and eco- 
nomic and social analysis are basic 
both for the individual enterprise, 
whether an industry, a business, or an 
institution, and also for the communal 
projects like housing, recreation, polic- 
ing, zoning, and city planning. Then, 
too, the entire logic of the study points 
to some kind of a reorganization of 
government which will functionally 
correspond with the actual organiza- 
tion of our society. 

In predicting the future of the new 
community, most of us are more dis- 
posed to be guided by our wishes and 
prejudices than by facts and figures. 
Utopias almost without exception have 
been wish projections of the kind of 
city the author would like to have 
rather than what was practicable and 
feasible. So far as I know, no urban 
Utopia has ever been realized. Sooner 
or later all these idealist projects seem 


' to have been wrecked on the rocks of 


man’s obdurate human nature. 

For this reason, the writer will make 
no attempt to draw upon his imagina- 
tion in predicting the future of the new 
community, but will essay the humbler 
and perhaps quite dubious procedure of 
projecting present trends into future 
outcomes. If present trends continue, 
what will be the nature of the city? 


Present INDICATIONS 


First, all trends indicate that great 
cities will continue to grow. In the 
United States, perhaps in part because 
of the restriction of immigration, urban 
growth will be at a somewhat slower 
rate in the future than in the past. 
This slowing down of growth should 
present a favorable situation for cities 
to obtain greater control over their 
problems. That cities are taking ac- 
tive control of their growth is seen in 
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the rapid progress of zoning: 768 com- 
munities in the United States now have 
zoning ordinances. 

In the second place, the movement 
towards the incorporation of rural com- 
munities into the metropolitan organ- 
ization will continue. The process of 
urbanization which radiates outward 
from the city will be accelerated 
through the automobile, the motion 
picture, and the radio. 

In the third place, great changes are 
impending in our educational and re- 
ligious institutions. The Lynds found 
in Middletown, a typical middle west- 
ern American small city, that the great- 
est changes had taken place in work and 
play and the least changes in education 
and religion. There is no doubt that 
this cultural lag will be reduced. Al- 
ready, schools and churches are forging 
ahead in the promotion of research to 
meet the problems of a changing situa- 
tion. 

The changes in family life and in hu- 
man nature are those about which 
there is the most lively interest and con- 
cern. Statistics indicate the proba- 
bility of the continuation of the trends 
toward increase in the ratio of married 
to single, toward smaller rather than 
larger families, toward multiple as 
compared with single dwellings, to- 
ward the increase of hotel population 
and the patrons of restaurants, and 
toward the decrease of all functions 
but the affectional in the home.‘ 

Statistics on changes in human na- 
ture are more indirect than direct. 
The urbane man in the future will, if 
present trends continue, be a high 
school, technical school, or even col- 
lege graduate, rather than as at present 
a grammar school graduate. He will 
be a more intelligerit reader of daily 
papers, more at home in a highly 
mechanized world, more competent 

®Ogburn, W. F., Proceedings of the American 
Sociological Society, 28, 1928. 
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to take his part in the management 
and the direction of the new com- 
munity of which he himself will be a 
product. 

The new community will inherit 
many problems and will confront many 
new ones, which will be attacked by 
the methods of the physical, the bio- 
logical, and the social sciences. 

The success already won in the 
field of public health in our cities 
through advances in medical sciences 
presages important gains in the fight 
against poverty, unemployment, bad 
housing, drunkenness, vice and crime, 
once they are made the subjects of 
basic research. Already the discovery 
and the calculation of the business cy- 
cle seems to have reduced the peak 
points both of business booms and of 
severe financial depressions. 


Mosr Durricott PROBLEM 


The most difficult problem for the 
new community to solve will be the 
mental and social adjustment of in- 
dividuals to the more strenuous re- 
quirements of the machine age. Two 
forms in which these maladjustments 
now appear to be manifesting them- 
selves are insanity and crime. In- 
sanity appears to be on the increase and 
particularly prevalent in urban com- 


Tre ANNALS OF THE ÅMERICAN ACADEMY 


munities, as evidenced by statistics of 
institutional care. Crime, while not 
markedly on the increase, is assuming 
new and outrageous forms which puz- 
zle and alarm us. These are perhaps 
partly the symptoms of a transition 
era, but also partly an evidence of the 
stress and strain of adjustment which 
the new community places upon its 
members. 

The rapidity of social change makes 
a pressing demand upon research in the 
field of the biological, the psychologi- 
cal, and the social sciences. The or- 
ganization of the Social Science Re- 
search Council is an evidence of the new 
interest in the study of the problems of 
our changing society. The organiza- 
tion in our universities of social science 
institutes is proof that universities 
will play a larger and larger rôle in 
research in this field. Finally, there is 
far-reaching significance in the action 
of President Hoover in appointing a 
committee of social scientists to make 
a study of social trends. May it not | 
be taken as an indication at once of a 
conviction that programs in the future 
should be based on adequate knowledge 
of the facts of social change, and of the 
expectation that social science is to be 
relied upon as a necessary instrument 
of fact-finding and prediction? 


The Effects of the New Industrial Revolution Upon 
Our Economic Welfare 


By Wuurorp I. Kwa, Ps. D. 
New York University, New York City 


T future writer of economic his- 
tory will point out that, in the 
United States, the year 1922 ushered 
in a new industrial revolution. By 
that date, the readjustments necessi- 
tated by the great war had been 
completed in most fields, and our 
captains of industry were ready to take 
advantage of the new inventions and 
the more efficient forms of organization 
which had developed under the stress 
of war demands. The aggregate real- 
ized income of the people of the United 
States which, as measured in constant 
dollars having purchasing power equal 
to that of 1918, had declined from 
$40,242,000,000, in 1917, to $36,710,- 
000,000, in 1921, now began a sharp 
upward trend which continued without 
a break through 1929. In the last 
mentioned year, preliminary rough 
estimates indicate that the amount 
attained was nearly $59,000,000,000, 
or an increase of sixty per cent since 
1921.2 This increase is equivalent to 
about $290 of present purchasing power 
for each inhabitant of the United 
States, or $1450 for a family of five 
persons. Such an average increase in 
the income of the population of any 
large nation, if it occurred even within 
the entire lifetime of a generation, 
would signify that the era was one of 
unusual prosperity. It follows, then, 
that a rise of this magnitude in the 
brief span of seven years must be 
regarded as a truly remarkable phe- 


nomenon. 


1 National Bureau of Economic Research, The 
National Income and Its Purchasing Power, p 77. 

2 Proceedings of the American Statistical Asso- 
ciation, March, 1980, pp. 78-75. 


Post-War CONDITIONS 


As just stated, it is commonly held 
that, to a certain extent, this growth 
of income may be traced to the stimu- 
lation of initiative forced by the 
exigencies of our participation in the 
great war. If this hypothesis has any 
validity, the natural inference would 
seem to be that, since most of the world 
took part in this conflict, the incomes of 
the majority of nations would show in- 
creases paralleling more or less closely 
that occurring in the United States. 
As a matter of fact, no such general 
increase has occurred. Such evidence 
as is available does, indeed, indicate 
that per capita income has moved up- 
ward in Spain and has risen sharply in 
Italy. A corresponding increase in 
France was probably materially re- 
tarded by the fact that, for some time 
after the close of hostilities, the neces- 
sity for reconstructing the devastated 
areas used up a large part of her energy. 
Germany improved her productive 
powers after the war, but then for 
several years deliberately wasted her 
new talents in order that the victorious 
Allies might not profit by them. 
Russia’s experiment in communism, by 
taking away the incentive to produce, 
has more than offset the benefits which 
would normally have resulted from the 
advances of modern science. ` Most of 
the Central European nations, by 
erecting high tariff barriers, have suc- 
ceeded in preventing each other from 
prospering. Both England and Ger- 
many have effectually kept prosperity 
outside their borders by hiring a large 
proportion of their able-bodied men to 
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remain idle and produce nōthing. Ob- 
viously, then, several of the leading 
erstwhile combatants have, for one 
reason or another, failed to secure the 
benefits normally flowing to industry 
as a result of new discoveries and 
inventions. 

Our own country has been most 
fortunate of all: 

(1) Because the vastness of our 
natural resources has furnished indus- 
try with an abundant supply of the 
raw materials to which to apply the 
new scientific methods. 

(2) Because our industries are so 
varied, and our supply of capital so 
enormous, that our malevolent mer- 
cantilistic system, commonly known as 
“protection,” is prevented from doing 
much to hinder the onward march of 
scientific endeavor. In this respect, 
the United States stands in fortunate 
contrast to the small countries of 
Central Europe with their natural re- 
sources limited both as to quantity and 
, variety, and their less abundant supply 
of capital. 

(3) Because the Eighteenth Amend- 
ment and the Volstead Act, even 
though but imperfectly enforced, have 
reduced the consumption of alcohol to 
such an extent that a marked increase 
in the productivity of the average 
worker has been made possible. 

(4) Because the limitations placed 
upon immigration have diminished the 
pressure upon our natural resources 
and, by preventing the introduction of 
a great mass of uneducated and un- 
skilled labor, have lessened that dilu- 
tion of our relatively efficient labor 
force which under former conditions 
was constantly going on. 

(5) Because the leaders of organized 
labor in the United States have learned 
a fundamental truth, concerning which 
their European confréres appear still 
to be profoundly ignorant—namely, 
that since labor cannot share in what is 
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not produced, the only way for labor 
to prosper is to make industry produc- 
tive. Because of this new under- 
standing of the importance of produc- 
tion, they have come to frown upon 
restriction of output—that pernicious 
policy which is doing so much to keep 
European labor in chains.’ While, of 
course, American workers have not yet 
been entirely freed from the time- 
honored but prosperity destroying 
“lump of labor” doctrine, they no 


longer sing with one accord, 


“Whether you work by the week or 
work by the day, 
The shorter the hours, the higher the 


”? 


pay. 
The lessening of their devotion to this 
doctrine has contributed materially to 
that gratifying growth of per capita 
national production and consequent 
increase in wage rates which have 
taken place since 1921. 

Organized labor has, of course, 
feared that, with production coming 
more and more into the hands of giant ' 
corporations, there would be a tend- 
ency for capital to ignore the fact that 
the increase in product is always due 
to the combined efforts of labor, capital, 
and management, and seize most of the 
increase, leaving labor to “hold the 
sack.” Does actual experience indi- 
cate that this fear has been well 
grounded? This brings us to a con- 
sideration of the question: “What 
changes have been occurring in dis- 
tribution?” 


A GLANCE at History 


Before considering the most recent, 
changes, it may be desirable to look 
briefly into the evidence for earlier 
periods pertaining to changes in the 
“distribution of wealth.” First it will 
be necessary to consider the two radi- 
cally different senses in which this 
phrase is often used. 
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Economists frequently employ the 
term to describe the division of the 
products of industry among the factors 
of production. When they speak of 
the personal distribution of wealth 
they refer to the distribution of prop- 
erty holdings among individuals, these 
holdings being classified according to 
the amounts held by the respective 
individuals. 

Our information concerning the last 
mentioned form of distribution in the 
United States is meager. We have, it 
is true, records of the distribution of 
estates probated in Massachusetts 
during four periods, namely, 1829- 
1831, 1859-1861, 1879-1881, and 1889- 
1891.3. We have a somewhat similar 
record for Wisconsin in 1900, compiled 
by Dr. Max O. Lorenz. The Federal 
Trade Commission studied the returns 
of 48,512 estates of persons dying in 
the United States from 1912 to 1923.5 
These figures show the distribution of 
wealth only for those persons whose 
estates were probated. The indica- 
tions are that the distribution of estates 
is very different from the distribution 
of wealth among the living. How- 
ever, it is not unlikely that changes in 
the distribution of estates may typify 
roughly the changes occurring in the 
distribution of wealth among the 
living. 

When the data showing the distribu- 
tions of estates for the periods men- 
tioned are plotted as Lorenz curves, 
the striking fact brought out is that, 
during the past century, there has been 
no marked change in the distribution 


+ Carroll D. Wright, Twentyfifth Annual Re- 
port of the Massachusetts Bureau of Labor, pp. 
265-267. 

t See Willford I. King, The Wealth and Income 
of the People of the United States, pp. 71-79. 

5 United States Federal Trade Commission, 
National Wealth and Income, ch. 8. 

8 For a discussion of this point, see my article 
in the Journal of the American Statictical Asso- 
ciation, pp. 189-158, June, 1927. 


of estates. While both per capita 
income and wealth have increased to 
several times their size in 1830, the 
poor have apparently grown richer at 
about the same rate as have the middle 
class and the rich—in other words, the 
richest one per cent of the population 
now own about the same fraction of 
the nation’s wealth as they owned a 
century ago. There is no evidence 
whatever to indicate the validity of the 
Marxian theory that the rich tend ever 
to grow richer and the poor poorer. 
The scanty evidence furnished by 
the probate records is substantiated to 
no small degree by the fairly depend- 
able estimates which have been worked 
out showing the division of the product 
of American industry among the factors 
of production. Since salaries and 
wages constitute the bulk of the in- 
come in the case of a majority of 
American families, the fraction of the 
national income paid out to employees 
furnishes a fairly good gauge of the 
comparative economic standings of 
“the classes” and “the masses.” Dur- 
ing the period 1909 to 1921, wages 
constituted, on the average, 35.8 per 
cent of the entire realized income of the 
people of the nation, while from 1922 to 
1928 inclusive, the average corre- 
sponding percentage was 37.5.7 This 
increase took place despite the fact that 
unionization has lost strength in several 
important fields of industry. 


Incomm® INCREASED 


The fraction of the realized national 
income paid out as salaries has in- 
creased even more than has the fraction 
consisting of wages. For the years 
1909 to 1921, the average percentage 
was 16.01. During the period 1922 to 
1928 inclusive, this percentage grew to 
18.70. The figures, then, show that, 
instead of capital having encroached 


7 National Bureau of Economie Research, The 
National Income and Iis Purchasing Power, p. 80. 
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upon the share of labor, the reverse 
is true. 

That the increase for labor has ap- 
plied to average wages and salaries, as 
well as to fractions of the total realized 
income, is indicated by the following 
figures which are expressed in dollars 
having purebasing power equal to 
that of 1918. 








1909-1921..... 
1922-1927... 






Do the above figures indicate that 
there is truth in the assertion made so 
frequently of late that American em- 
ployers have deliberately adopted a 
high wage policy? Clearly they have 


increased wage and salary rates. 
Furthermore, it is said that, for nearly 
a decade now, reduction of wages as a 
means of increasing profits has but 
rarely been discussed by boards of 
directors. Why? The answer is that 
in this period of increasing produc- 
tivity and profits all but a few indus- 
tries have been in a position where they 
can afford to avoid that disagreeable 
topic. At least one leading manu- 
facturer has consciously adopted a 
high wage policy. Probably a few 
other employers have done likewise. 
In general, however, the cause of the 
widespread increase in wages must be 
sought not in wage policy but rather in 
competition. An employer who de- 
sires to increase his labor force must 
bid somewhat above the market if he 
is to secure the number of workers 
needed. When business is prospering, 
many plants desire to expand. When 
several persons ame bidding for the 
services of the same group of laborers, 
wage rates rise, and such bidding is 
sure to occur when industry is pros- 
perous and competitors are all endeav- 
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oring to increase output. Such has 
been the situation since 1921, and that 
explains why wage rates have risen. 
So long as a number of employers are 
in the market for the same labor force, 
labor does not need to fear that it will 
not get its share of the net industrial 
output, whether the laborérs aye or- 
ganized or unorganized. 


“TECHNOLOGICAL UNEMPLOYMENT’? 


When the Census of Manufacturers 
for 1928 appeared, it was discovered 
that the number of wage workers was 
lower than in 1919. The 1925 Census 
of Manufacturers showed another de- 
cline. These shrinkages in factory em- 
ployment conjured up a new specter 
—technological unemployment. The 
reality of its existence has been vouched 
for by labor leaders, magazine writers, 
newspaper editors, several economists, 
and at least one cabinet official. 
Those believing in this manifestation 
describe its origin as follows: Produc- 
tion has expanded at such a rapid rate 
that consumers’ demand has ‘been 
unable to overtake it. One very well 
known writer on economics tells us 
that all would be well if it were not for 
the fact that individuals and corpora- 
tions save parts of their respective 
incomes. The weakness of his hy- 
pothesis lies primarily in his failure to 
recognize the fact that income saved 
is actually promptly spent—its chief 
peculiarity being that it is spent for 
producers’ rather than for consumers’ 
goods. Thus, the corporation’s savings 
are largely used to construct new plants, 
install new machinery, and so forth. 
Savings not so spent are deposited in 
banks which loan the money to others 
who spend it. 

As a matter of fact, economists long 
ago made the fact clear that there is 
never any danger of production out- 
running consumption. Human wants 
so far exceed the total of goods avail- 


s 
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able that for practical purposes they 
must be regarded as insatiable. The 
larger the product of a business enter- 
prise, the greater its sales tend to be. 
The greater its sales, the more revenue 
it has available to buy materials and 
hire laborers. The money paid out for 
materials “or wages is used by the 
recipients to buy other goods or 
services. And so supply and demand, 
production and consumption interact 
in endless spirals. 

From time to time, the even flow is 
interrupted and depression results. 
Just what the forces are which break 
the circuit, economists are not yet 
able to state with any degree of cer- 
tainty. Experience shows that, fortu- 
nately, the more serious breaks in the 
continuity of industry are usually 
short-lived. During these periods of 
maladjustment, many commodities 
have to be lowered in price in order 
that the total supply produced may 
be sold. Occasionally there is some 
commodity which it is practically im- 
possible to market at any price. These 
transitory conditions, however, do not 
in the least prove that either general 
overproduction or general undercon- 
sumption ever has prevailed for any 
considerable length of time in any 


country. 
Suurr or LABOR 


There is no evidence whatever to 
indicate that the trend of unemploy- 
ment in the United States has been up- 
ward during the period of the new 
industrial revolution. What has actu- 
ally been happening is this. Increased 
per capita income has enabled most 
families to spend larger proportions of 
their respective incomes for luxuries. 
Wants long unsatisfied were the desires 
for better homes, more travel, and 
more amusement. The period since 
1922 has, therefore, been characterized 
by a great volume of residential build- 


ing, by the construction of a lengthy 
system of automobile roads lined with 
huckster stands, restaurants, gasoline 
stations, and lodging houses. Hotels, 
restaurants, and theaters have ex- 
panded rapidly in the cities. To build 
and maintain these houses, roads, and 
service-rendering establishments has 
required an army of workers. As those 
desiring to work were, for the most 
part, already attached to other in- 
dustries, it was necessary to outbid 
these industries for their services. 
This was done, with the result that the 
numbers employed have been diminish- 
ing in manufacturing, agriculture, and 
railroading. 

The loss of workers in these industries 
has caused little inconvenience to any 
one, because of the fact that improve- 
ments in technique have enabled the 
average employee to produce far more 
goods or services than formerly. Asa 
result, the volumes of both manufac- 
tures and agricultural produce, and 
the ton mileage of freight have been 
growing more rapidly than population, 
despite the diminution in the number 
of workers in each of these three fields. 
As Dr. William T. Foster puts it, each 
consumer’s dollar constitutes a vote, 
and these votes determine the course 
of industry. Consumers recently have 
voted out railways, factories, and farms 
in favor of new homes, automobile 
highways, hotels, and theaters. As it 
happens, no government agency has 
been counting the employees in these 
new industries. It is this lack of 
counting which has given rise to the 
belief that a new army of permanently 
unemployed has come into beirig. 

Some economists who are aware of 
the industrial shifts which have been 
occurring are still tvorried about the 
unemployment resulting from the 
changing nature of industry. It is 
true that a man cannot, as a rule, 
quit one industry today and enter 
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another tomorrow. It takes time to 
find his new niche in our economic life. 
Such changes often occasion great 
hardship to the individual who is 
forced to break with the old industry 
and adapt himself to a new calling. 

The fact that we call this period a 
new industrial revolution shows that 
we believe it to be one in which the 
volume of changes has been extraor- 
dinary. Individual adjustments have, 
therefore, constituted a problem of 
unusual magnitude. 

However, the seriousness of such 
changes may well be exaggerated. The 
declines between 1919 and 1927 in the 
numbers of wage workers engaged 
were approximately as follows: manu- 
facturing, 7 per cent; agriculture, 9 per 
cent; railroading, 14 per cent. Ob- 
viously, if the industries in question 
took on no new workers, their losses of 
old workers during eight years through 
death, disability, and superannuation 
would be larger than the percentages 
given above. To a considerable ex- 
tent, doubtless, the process has been 
merely that boys and girls, as they 
come into industry, tend to go to work 
where both wages and working condi- 
tions are more favorable than in the 
older fields where their parents are 
employed. The problem of adjusting 
individuals who desire to work to the 
demands for labor is always serious. 
That it has been much more serious 
in recent years than at other periods in 
our kaleidoscopic history is not yet 
demonstrated. 


Errects oF ForrIGN COMPETITION 


Just recently, another apparition 
has inspired fresh forebodings among 
our prophets of disaster. Several of 
our automobile ‘manufacturers are 
establishing factories in foreign lands. 
This procedure will enable them to 
avoid the payment of the duties levied 
on imports by the countries in which 
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these new factories are established. 
These automobiles manufactured 
abroad will diminish our exports of 
automobiles. There can be little doubt 
that, if the foreign factories are success- 
ful, such will be the tendency. Will this 
spell disaster for our American workers? 

It will undoubtedly be’ disadvan- 
tageous to labor employed in our auto- 
mobile factories. However, the foreign 
laborers required to operate the auto- 
mobile factories abroad will be drawn 
from other industries in their respective 
countries. The diminishéd total out- 
put of these other industries will make 
it necessary for the country in which 
they are located to import more goods 
of some type other than automobiles. 
The wages received in the American 
owned factories will help to pay for 
these imports. The dividends paid 
to American owners will largely be 
spent for American goods. When 
American industry is taken as a whole, 
it is, therefore, doubtful that our 
workers will be in any way injured by 
the establishment of automobile fac- 
tories abroad, since other industries 
here will gain what the automobile 
industry loses. 

The real importance of this new 
development lies not in its effect upon 
American industry but in its effect 
upon European industry. Henry Ford 
proposes to pay the same wage rates, 
as measured in purchasing power, to 
his workers whether they live abroad 
or in Detroit. The Detroit wage level 
is, however, far in excess of existing 
European rates. He cannot pay this 
high wage to European workers unless 
he gets production per man approxi- 
mately equal to what he secures in the 
United States. But such standards 
of production are said to be unheard 
of in European factories. If Ford can 
establish them there, he will have 
accomplished what most students of 
the subject have deemed impossible. 


~ 
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One must, of course, keep in mind 
the fact that the employer who over- 
bids the market thereby secures the 
pick of the labor force of the region. 
Other employers would not be able to 
pay for the average grade of labor 
what Ford could pay for the best. The 
fact remaihs, however, that the dis- 
crepancy between the Ford rate at 
Detroit and the rate currently pre- 
vailing in Europe is too great to be 
explained merely on the basis of the 
difference between selected and average 
men. The main reason for the dif- 
ference must be increased efficiency. 

If Ford can actually operate on this 
basis, his plants will constitute object 
lessons so startling in nature that they 
can scarcely be overlooked by either 
the owners or the employees in neigh- 
boring establishments. The question 
will be asked: “If it can be done in the 
Ford plant, why not in ours?” May it 
not well be that the Ford experiment 
will bring to western Europe a new 
industrial revolution not dissimilar to 
that which we have been witnessing in 
the United States? 

Suppose that because of the Ford 
experiment, or for any other reason, 
European industry should double its 
efficiency. What would be the result? 
Of one thing, we can be quite sure. If 
European industries greatly increased 
their outputs, wages there would rise 
in something like the same proportions 
as the average gains in production. 
Salaries would climb slowly but surely. 
Dividends and other types of profits 
would expand. Since the per capita 
supply of natural resources in Europe 
is much smaller than in America, a 
degree of efficiency equal to that pre- 
vailing in the United States would not 
make their per capita output as large 
as ours. Nevertheless, Europe would 
be far more prosperous than it is 
today. Would that prosperity injure 
or benefit the United States? 


Is Evropr’s Prospmurrry Ours? 


In this connection, two opposize 
theories have been expounded in the 
past. According to one theory, one 
nation gains at another’s expense. 
According to the other theory, pros- 
perity in any nation benefits the whole 
world. As a matter of fact, neither 
theory is entirely correct. The truth 
is that the United States benefits by 
having those products which we im- 
port abundant and cheap and those 
things which we export scarce and dear. 
A general gain in European efficiency 
would make both classes of articles 
abundant and cheaper. We would 
gain on imports and lose on exports. 
Whether, on the whole, we would be 
better or worse off economically, b2- 
cause of Europe’s prosperity, it is hard 
to say. The desire of Europeans to 
migrate to the United States would be 
lessened. This would be to our ad- 
vantage. Europe would be more for- 
midable in case of war. From our 
standpoint, it would be good to have 
our allies strengthened, but bad to 
have our enemies prosper. But we 
do not know who will be our allies and 
who will be our enemies in the next 
war. The nations of Europe owe us 
money. The more prosperous our 
debtors are, the easier it is for them to 
pay what they owe. However, they 
may be abundantly able to pay and 
still not pay. When it comes to inter- 
national settlements, willingness is 
even more important than ability. 

Strangely enough, numerous popular 
writers and politicians, and a few 
economists, have held that since debs 
must be paid in goods, debt payments 
tend to destroy the home market for 
the products of our jndustries and hence 
should be frowned upon. Proponen=s 
of this view overlook the fact that 
every remittance of interest or prin- 
cipal owed to us increases our national 
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income, and hence increases our de- 
mand for goods by an extent large 
enough to cover the value of the added 
. imports which result. The belief that 
the receipt of goods to pay foreign 
debts is likely to injure our industries 
has, then, no foundation of fact. Were 
it true that the creditor nation is 
injured by collecting from its debtors, 
it-would obviously follow that to build 
up an export trade is the height of 
folly; for whenever goods are exported, 
the purchasing nation becomes in- 
debted to us and must, directly or 
indirectly, pay the debt by sending 
us goods. 

To sum up, then, we may say that if 
the new industrial revolution extends 
to Europe, it will help us in that it will 
make things cheaper that we wish to 
import, will strengthen our friends, 
and will make it more probable that 


TEHE ANNALS OF THE AMERICAN ACADEMY 


we can collect from our debtors. It 
will injure us in that it will cut the 
price of articles which we export, and 
will strengthen our potential enemies. 
The relative importance of these two 
sets of forces cannot be determined 
in advance. 

The new industrial revolttion, in the 
United States itself has, however, 
from the economic standpoint, proved 
infinitely more beneficial than harmful. 
It has done wonders in reducing the 
problem of poverty toa minimum. It 
is safe to say that never before has 
there been a time or a region in which 
so large a proportion of the inhabitants 
have been able to enjoy not only an 
abundance of the bare necessities but, 
in addition, a goodly supply of com- 
forts and luxuries. Let us then hope 
that the effects of this revolution may 
be long continued. 


Business and Politics in the American Future 
By Grenn Franz, LL.D. 


President, University of Wisconsin, Madiscn, Wisconsin 


HE preblem I propose to discuss is 

the interrelation of business and 
politics in the development of the 
American future. In this discussion 
I use the word “business” broadly as a 
covering term for all the factors im- 
mediately and indirectly involved ir 
the processes of production and distri- 
bution—industry, labor, agriculture, 
banking, merchandising, transporta- 
tion, and so on. 

The interrelation of business and 
politics has too often been over-sim- 
plified by two groups—the politicians 
and the business men. 


Over-SIMPLIFICATION OF BUSINESS 


The politicians have too often over- 
simplified the problem by assuming that 
business is essentially an antisocial 
process, that the more successful it is 
the more sinister it is, and that the 
primary relation of politics to business 
is that of a policeman shadowing a 
suspicious character. 

The business men have too often 
over-simplified the problem by assum- 
ing that business is essentially a hunt- 
ing preserve, that any suggestion cf 
social concern with business policy 
or social control of business power is an 
impertinent intrusion, and that Utopia 
would be just around the corner if 
they could only get more business men 
into positions of political power, or, 
failing that, could fill strategic offices 
with colorless and controllable pup- 
pets, and put an end to all govern- 
mental interference with business. 

Both of these points of view deal 
exclusively with the negative problem 
of the abuse of business power. 


They are inadequate because they 
leave untouched the positive problem 
of a statesmanlike interrelation be- 
tween business and politics. 

Modern business is not an alien 
power standing outside the modern 
social order and threatening it; mod- 
ern business is an organic part of the 
modern social order. Yet neither Amer- 
ican politicians nor American business 
men have fully and frankly faced the 
problem of a statesmanlike incorpora- 
tion of the modern business system 
into the modern social order. We 
have largely ignored the possibility 
that the rise of modern business and 
modern industry may make necessary 
profound and far-reaching changes in 
the whole philosophy and machinery 
of the American social order. 


CONTROL oF POWER 


It may be that the new business will 
make new politics, a new conception 
of the American social order that will 
give us both a sounder business and 
sounder politics. The problem of the 
control of power will, of course, always 
be with us. In any social order, safe- 
guards against the abuse of power 
must be devised. The concentration 
of great power in the hands of any 
group—whether business men, laboring 
men, or a political party—will always 
carry with it the temptation to prosti- 
tute that power to narrow group 
interests. The surest way to safe- 
guard ourselves against the abnormal 
abuse of business power is to incor- 
porate the normal use of business power, 
in a more statesmanlike manner, into 
the whole political, social, and eco- 
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nomic scheme of the nation; that is to 
say, frankly recognize that modern 
business and modern industry have 
given us a social order that is radically 
different from the social order in 
terms of which the theories and the 
techniques of our politics and govern- 
ment were first formulated, and then 
make whatever political and social 
readjustments the new facts make 
necessary in the interest of wisdom, 
justice, and efficiency. 

All the main patterns of our politics 
were formed when we were a small 
nation populating a relatively narrow 
band of territory along the eastern 
edge of the continent. Large scale 
business and industry had not entered 
the picture. The social order was 
predominantly agricultural. Men’s in- 
terests were simple and similar. It 
was not so difficult a matter to make 
representative government work in 
such a stage-setting. 

Today we are a large nation, cover- 
ing the continent. Our social order is 
both agricultural and industrial. Men’s 
interests are no longer simple and 
similar; they are complex and con- 
flicting. It is no easy matter to make 
representative government work in 
this new stage-setting. Every year 
the problems with which government 
must deal grow more technical and 
less political in the old sense of polities. 
Every year the honest and intelligent 
amateur, who would have been an 
ideal political representative in 1880, 
finds his equipment less and less 
adequate for the challenging job of 
statesmanship in the complex and 
technical civilization of 1930. His 
plight is becoming increasingly pa- 
thetic. His difficulty grows out of the 
fact that an old political order is trying 
to administer a new social order. And 
many of the old tools are not adjusted 
to the new tasks. 

Sooner or later, as a nation, we 
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shall have to face the political im- 
plication of the following obvious 
facts: 

We are no longer a small nation; we 
are a large nation. 

We are no longer a simple civiliza- 
tion; we are an pao complex 
civilization. 

We are no longer an A 
nation alone; we are an industrial 
nation as well. 


SUGGESTS QUESTIONS 


There are four grounds upon which 
I base the belief that the old political 
order is inadequate to deal with the 
problems created by the new social 
order: 

First. A haunting fear that as a 
nation we may be too big—physically 
too big—ever again to develop a 
political statesmanship truly national 
in outlook and influence. 

Second. A growing belief that mod- 
ern society is passing out of the age of 
politics, and that the real centers of 
social authority, social power, and . 
social control are rapidly shifting from 
politics to other fields—to business, 
to industry, to agriculture, to labor, 
to the professions, and to other non- 
political functions and organizations 
of society. 

Third. A reluctantly arrived at 
suspicion that the performance of 
political democracy, as popularly con- 


_ ceived and carried on, is not living up 


to the promise made when mankind 
cut loose from the arrogant assump- 
tions and abused authority of king- 
ships and aristocracies and set sail on 
the seas of self-government. 

Fourth. A clear conviction that the 
permanent political party automati- 
cally destroys its own usefulness as an 
agency of statesmanship, and that 
very little in the way of creative and 
courageous statesmanship can be ex- 
pected from any permanent political 
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party after it has lived past the handling 
of the particular issues that called it 
into existence, save in glowing mo- 
ments of expectation when God lends 
one of His prophets to politics to domi- 
nate a party by sheer force of mind and 
personality, or in great crises when men 
adjougn thte methods and the motives 
of feeling and thinking that normally 
move them. 

Let me discuss these four considera- 
tions in turn: 

First. I sometimes wonder whether 
it may not be that we have become 
physically so big that we shall find it 
impossible ever to develop a statesmar- 
ship truly national in outlook and scope 
of influence. 


The greatest civilizations have ust- ' 


ally flowered in small areas. The 
majesty of ancient Greece was born in 
a tiny territory. The Greece of an- 
cient greatness is dead, you may sav. 
But, being dead, her intrinsic quality 
still lives to water the parched roozs 
of the world’s culture and the world’s 
conscience, whereas the more bulky 
civilizations of antiquity have died of 
dropsy and left a doubtful heritage. 
With great empires and vast civiliza- 
tions, it seems, as Dean Inge has suz- 
gested, that nothing fails like success. 

We have yet to realize the profound 
influence that the sheer extent of 
American territory is exerting on 
American thought and American poli- 
ties. One effect, at least, is obvious. 
Except in moments of great crises, tae 
wide sweep of our territory makes it 
almost impossible for political leader- 
ship to get us to think nationally and 
to achieve national unity of purpose or 
policy. The sprawled-outness of the 
United States makes us tend to think 
regionally instead of nationally. There 
is an eastern mindedness, a southern 
mindedness, a middle western minded- 
ness, a northwestern mindedness, and 
so on. If one doubts the reality of 
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these regional minds, one needs only 
to watch the national committeemen 
of the Republican and the Democratic 
parties as they wrestle with these 
rebellious localisms that are straining 
at the leash of regularity. 

I do not mean to say that these 
regional minds are not still pretty 
docile when the pinch comes in a 
national election. Up to date, their 
bark has been worse than their bite. 
Traditional loyalties die hard. Any 
established political party can count 
ancestry and inertia among its allies. 
But the existence of these regional 
minds is a fact with which the student 
of the American future must reckon. 

I do not mean to say that we never 
think nationally—all at the same time 
about the same thing. We do—about 
certain things and under special cir- 
cumstances. We have developed an 
advertising technique, for instance, 
that can make a breakfast food, a 
tooth-paste, or a garter a “household 
word” throughout America. And we 
do, once in a blue moon, pull ourselves 
together and think all at once about 
political policy, provided it is dramat- 
ically linked with the crowning or the 
crucifixion of some nationally-known 
leader, so that we can register our 
verdict with a simple hiss or hurrah. 
But the fact remains that, save in 
times of crisis, it is very difficult for 
political leadership to focus the atten- 
tion of this entire people upon a states- 
manlike political program. 

Political leadership may some day 
fashion the now peril-laden processes of 
propaganda into a social tool of na- 
tional value. But we must remember 
that there is danger as well as promise 
in any methods and machinery we 
may devise for spreading ideas quickly 
over this vast nation. Our very suc- 
cess with them might mean only an in- 
creasing standardization of American 
thought. And a nation’s thought had 
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better be scrappy than standardized. 
It is still an open question whether we 
can nationalize 120,000,000 minds 
without numbing them. 

Of course, we now have the radio 
that may overcome the sterilizing 
effect of distance, upon the struggle for 
national-mindedness. But I suspect 
that we shall have to wait for the crea- 
tive political effect of the radio until 
less of its output consists of nasal 
renditions of “How Could Little Red 
Riding Hood Have Been So Good and 
Still Keep the Wolf From the Door?” 


SIGNIFICANT SYMPTOMS 


Second. The evidence seems to me 
cumulative that modern society is 
passing out of the age of politics, and 
that the real centers of social authority, 
social power, and social control are 
rapidly shifting from politics to other 
fields—to business, to industry, to 
agriculture, to labor, to the professions, 
and to other non-political functions 
and organizations of society. 

One of the most significant symp- 
toms of the present status of politics in 
America is the growing array of non- 
voters. We are fast approaching the 
time when not more than half the 
adult citizens of the nation will exercise 
their right to vote. How shall we 
project the political future of a nation 
in which half the citizens maintain a 
persistent boycott of the ballot-box? 
On the face of it, for the citizen of a 
democracy to throw away his ballot 
on election day is like a soldier’s throw- 
ing away his sword on the day of 
battle. Yet I find myself less and 
less inclined to think that the failure 
of the average non-voter to vote is due 
to social irresponsibility. I suspect 
that the increasing mass of non-voters 
stays away from the polls for a dimly 
felt rather than clearly conceived 
reason—a growing feeling that life 
flows along pretty much the same re- 
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gardless of the party or the persons in 
power, that the real tone and temper 
of life are largely determined by forces 
outside the field of politics. 

This dim instinctive feeling of the 
non-voter is not without a foundation 
in reality. The future of the American 
social order is in the harfds of non- 
political forces, which today represent 
the real sources of social authority and 
social power. My guess is that the 
greatest social progress in the next 
fifty years will come as a by-product 
of technical progress. The most sig- 
nificant revolutionists of the next half- 
century are likely to be the engineers, 
the inventors, and the business men 
who rise above the level of mere trades- 
men and money lenders to the dignity 
of industrial and social statesmen. 

I have time for but one illustration 
of the way in which many of the social 
gains we have unsuccessfully tried to 
realize in the past through political 
action are likely to be accomplished 
in the future as by-products of tech- 
nical progress in business and industry. 

The muckrakers of the Occident and 
the mystics of the Orient have long 
been hurling their criticism against 
certain human disadvantages that have 
admittedly followed the excessive cen- 
tralization of industry, the crowding 
of production into huge industrial 
centers where congestion has bred its 
ugly offspring. They have sought to 
relieve or remove the bad social effects 
of industrial centralization by means 
of political and social reform move- 
ments. The results of these political 
and social reform movements have 
been distressingly transient. As fast 
as one spot has been made fair, another 
has been fouled by some brash in- 
dustrial dévelopment. Their results 
have been temporary because until 
lately it has been technically impera- 
tive that large-scale industry be highly 
centralized. There are certain human 
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disadvantages that are inseparable 
from excessive industrial centraliza- 
tion, but as long as it is technically 
imperative that industry centralize, 
industry will create these human dis- 
advantages faster than any outside 
reform agency can correct them. See- 
ing thet the results of their social and 
political reforms have been fleeting in 
character, many of the critics of ma- 
chine civilization have thrown up their 
hands in despair and have turned 
either to a philosophy of social revolu- 
tion as under Lenin or to a philosophy 
of spiritual retreat as under Gandhi. 

But, just now, when the apostles of 
social progress are in despair, forces of 
technical progress are appearing that 
seem destined to remove the human 
evils of centralization by the simple 
device of rendering centralization it- 
self technically unnecessary. 


Boon or ELECTRIC POWER 


From a technical point of view we 
are today in a twilight zone between 
an old machine industry that rested on 
steam power and a new machine in- 
dustry that will rest on electric power. 
Between the two there is a difference 
as wide as the world. In a machine 
industry resting on steam power, the 
worker must go to the power; for 
steam is stationary motive power. 
In a machine industry resting on 
electric power, the power can be taken 
to the worker, for electricity is trans- 
missible motive power. A machine 
industry resting on steam power must 
centralize; a machine industry resting 
on electric power may decentralize. 

But even the critics who realize 
that with transmissible power, large- 
scale industry can decentralize, doubt 
that it will, for they have recently as- 
sumed that we could not have mass 
production without centralization, and 
so they have said that we could not 
remedy the human evils of centraliza- 
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tion without renouncing mass produc- 
tion. They know that we would not 
Tenounce mass production and go 
back to cottage industries—except, 
perhaps, in the case of home brewing— 
and so they have, here and there, given 
up hope of correcting the human dis- 
advantage of centralization save 
through a radical revolt against ma- 
chine industry itself. 

And if the technical necessity for 
industrial centralization should remain, 
these political and social critics would 
be logically correct in their conclusions. 
But, the outlook is that technical 
developments in the generation, the 
transmission, and the sale of electric 
power will ultimately make possible 
the carrying on of mass production 
more profitably in a decentralized 
than in a centralized industry. It is 
probably only a question of time until 
American industry will stop the com- 
plete manufacture and assembly of all 
the parts of complicated machines and 
of even simpler commodities in great 
industrial centers. The various parts 
will be manufactured in factories 
located at the varied sources of their 
raw materials. For a time great in- 
dustrial centers will persist as points 
at which the parts, manufactured else- 
where, are assembled and from which 
they are shipped to local markets; but 
in time it is probable that the great 
congested industrial centers will dis- 
appear even as points of assembly, for 
ultimately we shall ship parts to the 
very doorway of local markets for 
assembly. 

When industry is decentralized, many 
social problems will automatically dis- 
appear because their root cause, cen- 
tralization itself, has disappeared. 

Hf time permitted, a score of illus- 
trations could be marshalled to show 
the way in which social benefits we 
have hitherto failed to secure through 
political and social action may yet be 
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realized as the automatic by-products 
of technical progress and the socio- 
economic readjustments involved. 

The virile forces of this new tech- 
nical civilization we are developing are 
today straining against the theories 
and the techniques of our political 
order that were devised in terms of the 
old pastoral civilization with which the 
Republic began. A system of rep- 
resentative government that may be 
admirably adapted to a pastoral civili- 
zation may signally fail to function 
effectively in a technical civilization. 
At Washington, one may see the be- 
ginnings of a definite contest between 
the forces of the old political order and 
the forces of the new social order born 
of technology and industry. 


Discovers “‘Tamep Houser” 


In the little red covered textbook on 
civil government that I studied in a 
one-room school in Missouri, I was 
told that the legislative branch of our 
Government was bi-cameral, which, as 
the patient teacher explained, meant 
that the national legislature was made 
up of two chambers or two houses— 
the Senate and the House of Rep- 
resentatives. I believed this for a 
long time, so naïve was I. But a few 
years ago I began to realize that our 
national legislature at Washington is 
made up, not of two houses, but of 
three houses—the Senate, the House 
of Representatives, and a third house 
which unofficially represents the forces 
of our new technical civilization— 
sometimes blunderingly, sometimes self- 
ishly, but nevertheless represents them. 

This is the way I discovered the exist- 
ence of this third house of Congress. 
One hot summer evening I was driving 
about Washington. with a veteran 
journalist who had been through the 
muckraking period that stirred the 
Nation years before. We were talking 
about government as it is supposed to 
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be and government as it really is. 
We talked about the old secret lobbies 
that played such a picturesque and 
powerful part in national legislation 
years ago. We talked of the way in 
which an enlightened public opinion 
had swung the sword of blame against 
these lobbies, driving thêm eut of 
Washington—or, more accurately, if 
we may believe the morning paper— 
farther underground. 

As we reached this point in our 
talk, our car passed a block in which 
excavation was going on. “What’s 
going up here?” I asked. “This,” 
said the veteran journalist, “is to be 
the new home of the Chamber of 
Commerce of the United States.” 
A little later we passed the head- 
quarters of the American Federation of 
Labor. And we fell to talking of the 
rapid development, during the last 
twenty-five years, of Washington head- 
quarters for organizations representing 
such group interests as business, labor, 
agriculture, and so on. With the aid 
of a telephone and a city directory, a 
little later in the evening, we succeeded 
in identifying fifty-one professional 
and occupational groups that were 
maintaining Washington headquarters, 
manned by more or less expert staffs. 
These expert staffs were not there as 
secret lobbies. They were there openly 
and above board to “represent” their 
constituencies. The senators and con- 
gressmen over at the Capitol were 
there to represent geographical areas 
such as states and congressional dis- 
tricts. The experts of these head- 
quarters were there to represent “‘in- 
terests” such as wages, hours of labor, 
working conditions, railway rates, 
prices, profits, and so on. 

If you could assemble all these pro- 
fessional and occupational headquarters 
staffs under one roof, you would have, 
in effect, a third house of Congress. 
This third house is a very real factor 
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in Washington today. It is gradually 
supplementing official political repre- 
sentation with unofficial occupational 
representation. No single group is 
responsible for this development. Busi- 
ness men, farmers, working men, all 
alike share in the building of this third 
wing to the house of representative 
government. 

Beyond the purely selfish group in- 
terests that all of these headquarters 
frankly serve, their existence is one of 
the signs that our complicated technical 
civilization is instinctively feeling its 
way toward some newer forms of rep- 
resentation that will bring an expert- 
ness of information and interest to 
modern problems that the old pastoral 
political system does not guarantee. 
So long as these expert representations 
of fundamental group interests are 
left lingering on the outskirts as 
merely more respectable forms of 
lobbying, their constant temptation 
will be to degenerate into nothing 
more significant than lobbies for lim- 
ited group interests. I suggest that 
some day we must seriously consider 
the wisdom of incorporating this prin- 
ciple of expert group and occupational 
interests into our official political 
procedure. The increasing complexity 
of our technical civilization cries aloud 
for it. 

What form such a new move should 
take, no one can say offhand. We 
might see fit to convert one of the 
present chambers of Congress into a 
body elected to represent interests 
rather than areas. Or we might find 
it wisest to create a third house of 
Congress—a house of technologists, by 
which I mean simply a body to which 
we would elect men because they have 
a wide and accurate knowledge of 
business, agriculture, labor, transpor- 
tation, taxation, education, and other 
spécialized interests, rather than be- 
cause we think they are honest men 
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with a knack for getting votes in the 
First Congressional District; a house 
in which the conflicting groups of our 
technical civilization would be chal- 
lenged to a coUperative consideration 
of their respective problems; a house 
that might be given no more than the 
limited right of proposing legislation; 
a house that would give the forces of 
our technical civilization the right to 
direct counsel instead of the necessity 
of indirect lobby. 


STRENGTH OF LEADERS 


Third. I have come reluctantly to 
the suspicion that the performance of 
political democracy, as popularly con- 
ceived and carried on, is not living up, 
to the promise made when mankind 
turned away from the arrogant as- 
sumptions and abused authority of 
kingships and aristocracies and set sail 
on the seas of self-government. 

At least a dozen major considera- 
tions have given rise to this suspicion. 
I mention but one of them here, namely, 
the increasing inability of democracy 
to attract, and the increasing reluctance 
of democracy to tolerate, its ablest and 
strongest men in positions of leader- 
ship. A simple civilization can survive 
a mediocre leadership; a complicated 
civilization cannot. Every year our 
civilization grows more technical, more 
complicated. Every year the prob- 
lem of codrdinating the interests of the 
common good, the conflicting elements 
of a new social order that is in the 
making, calls for abler and abler lead- 
ership. It becomes our duty, therefore, 
to ascertain whether our democracy is 
attracting and using stronger and 
stronger leaders or weaker and weaker 
leaders. 

There is no magie in democracy that 
does away with the need of leadership. 
Democracy must both create and con- 
trol its own leadership; and it cannot 
afford to neglect either half of this 


180 


responsibility. If a democracy thinks 
only of the creation of leadership, for- 
getting its control, it may become the 
vassal of a dictator. If it thinks only 
of the control of leadership, forgetting 
its creation, it will end the victim of 
mediocre leaders who are more in- 
terested in holding a job than in doing 
a job. 

Democracy is still young and we may 
yet go on the rocks if we blunder in 
this business of creating and controlling 
our leaders. When humanity smashed 
the twin traditions of the divinity of 
kings and the docility of subjects, the 
whole problem of finding and following 
leaders had to be worked out on a new 
basis. So far we have not—if we 
are willing to be honest—made much 
headway with the problem. We spend 
half our time crying for great leader- 
ship, and the other half crucifying 
great leaders when we are lucky 
enough to find them, until some of the 
most penetrating students of society 
are beginning to ask: Will free men ever 
be resigned to leadership? 


QUALIFICATIONS OF LHADERS 


The danger of our democracy, as I 
see it, lies in our tendency to select 
leaders who are similar to the rank 
and file of us, whereas the hope of 
democracy seems to me to lie in our 
selection of leaders who are superior 
to the rank and file of us. This cuts 
to the heart of the whole problem of 
leadership in a democracy. Just what 
should we look for in our leaders? 
Should we hunt for men who will lead 
us or for those who will follow us? 
Should we look for leaders who will 
always think like us or for those who 
will sometimes think for us? Should 
we elect men to office because they 
promise to vote for certain measures 
or because we can trust their minds 
and their morals to guide them aright 
on measures in general, once all the 
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facts are before them? Can we run 
American democracy on the theory 
that the patient should always dictate 
the physician’s prescription? 

Our Republic began as a govern- 
ment by trusted representatives. Ex- 
perience proved that very often 
representatives did not représente, For 
self-protection we began to throw all 
sorts of restrictions around our rep- 
resentatives. We devised the initia- 
tive, the referendum, the recall, the 
popular petition, and now the wide- 
spread practice of the postcard referen- 
dum. These devices were called into 
being by the obvious failures of trusted 
representatives, but the upshot of the 
matter is that we are today drifting 
into government by instructed dele- 
gates. The riddle we have not yet 
solved is this: How can a republic 
hobble its faithless representatives 
without hamstringing its faithful rep- 
resentatives? i 

The theory of leadership upon which 
our Republic is based is that represent- 
atives shall be human substitutes for 
their constituencies; our current prac- 
tice respecting leadership is to make 
our representatives phonograph rec- 
ords of the fluctuating moods of their 
constituencies. A democracy is al- 
ways in danger when its most popular 
leaders are those who most quickly 
carry out the orders of a postcard 
bombardment from the folks back 
home. Democracy will be doomed if 
it finally makes subserviency of spirit 
a bigger political asset than superiority 
of mind. 

We began with the theory of a 
responsible government. We are act- 
ing on the theory of a responsive 
government. 

Somewhere between the two we 
shall find great leadership and good 
government. Unfortunately, strong 
men often become poisoned by their 
own power and so forfeit the con- 
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fidence of their fellows. This may 
be why democracies have always been 
suspicious of their powerful men. 
But we dare not ignore the fact that 
no form of government can endure that 
trusts only its mediocre men in posi- 
tions of leadership. The most dif- 
ficult lesson American democracy has 
to learn is this—to tolerate leaders 
who are great enough to differ from 
their constituencies when necessary. 

Until democracy learns this lesson 
it cannot hope for really great leader- 
ship in public affairs; for no man of 
authentic greatness of mind and char- 
acter will purchase political position at 
the price of adjourning his own in- 
telligence and becoming the errand boy 
of either Main Street or Wall Street. 
The great leader will be the creative 
servant of the real interests of both 
Main Street and Wall Street, but the 
cringing slave of neither. 


PERMANENT PARTIES 


Fourth. I am convinced that the 
permanent political party automatically 
destroys its own usefulness as an 
agency of statesmanship, and that 
very little in the way of creative and 
courageous statesmanship can be ex- 
pected from any political party after 
it has lived past the handling of the 
particular issues that called it into 
being, save in glowing moments of 
exception, when God lends one of His 
prophets to politics to dominate a 
party by sheer force of mind and per- 
sonality, or in great crises when men 
adjourn the motives and the methods 
of feeling and thinking that normally 
move them. 

When a political party is born out of 
the womb of some great crisis, it is a 
device for assembling men who think 
alike around definite issues. When a 
political party lives past its first battle 
and becomes a permanent organiza- 
tion, it degenerates into a device for 
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assembling indefinite issues around 
men who do not think alike. There- 
after its successive campaign platforms 
are produced by a search for the state- 
ments that will serve as the lowest 
common denominator of the divergent 
party membership, hold together the 
various groups within the party, and 
snare the largest number of votes. 
Born as a body of like-minded citizens, 
it becomes in time a body of men held 
together by an artificial and delusive 
union, by social pressure for regularity, 
the lure of the advantages of office, 
or the lazy loyalty of inertia. 

A political party, save in its early 
days, simply cannot afford to be clear 
and courageous about issues, especially 
if they are vital. Some day some Gil- 
bert and Sullivan will set American 
polities to music. When they do, I 
want to write the first line of the chorus. 
“But that would split the party” is 
the rock upon which intellectual hon- 
esty, moral courage, and statesman- 
ship smash in the councils of all per- 
manent political parties. 

There are today as wide differences of 
opinion on all vital issues within our 
parties as there are between our parties 
—in fact wider. In each party alike, 
some are members of the Ku Klux 
Klan, and some its bitterest enemies; 
some who think we should enter the 
League of Nations, and some who think 
it would mean national suicide; some 
who worship at the shrine of St. 
Volstead, and some who long for a 
moister régime; some who think there 
is danger that the Catholic Church 
will get control of our Government, and 
some, that the Protestant Churches have 
already got control of our Government. 


Piry tar Pope LEADERS 
In such a situation, pity the poor 
devil who must play political leader. 
He must, to use a figure from John 
Bright, produce, like a conjurer, port, 
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champagne, milk, and water out of 
the same bottle. 

Certainly no one has yet devised a 
workable substitute for the permanent 
political party, but I suggest that one 
of the real problems confronting Amer- 
ican leadership is to devise ways and 
means for breaking the embargo that 
the permanent political party system 
lays upon creative and courageous 
statesmanship in political leaders. 
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Let me end as I began, by say- 
ing that the overshadowing fact of 
contemporary America is the fact 
that we have side by side an old 
political order, fashioned by a pas- 
toral civilization, and a new social 
order, fashioned by a technical cvili- 
zation. The two are maladjusted. 
Their creative interrelation is one 
of the big tasks ahead of American 
leadership. 


Recent Trend in the Organized Labor Movement 


By Wirm GREEN 
President, American Federation of Labor, Washington, District of Columbia 


AN has body, mind, and spirit. 
The test of these three is 
spirit. “This is a familiar fact, but 
somehow industry has been slow in 
making it the basis for planning practi- 
cal ways of working together. This is 
due in considerable degree to the 
impersonal character of modern in- 
dustrial relations. 

When you know a man personally, 
you know his capacity as a worker, 
you know the important situations in 
his home life as well as in his work 
conditions. You can know the influ- 
ences that help or hinder his capacity to 
produce. But under present-day con- 
ditions, with large scale production and 
mergers, no single person or group can 
know all that is happening. Imper- 
sonal relationships have confused think- 

_ ing on labor relations because they have 
obscured what goes on in the minds of 
workers. 
ences lie in the realms of the mind and 
upon the release of its forces depends 
the success of production policies. 

Wherever human beings are denied 
opportunities which are comparable to 
their capacities, the causes of unrest 
begin to accumulate. The important 
thing about human beings is their 
aspirations and ideals. For them men 
sacrifice all. Out of such situations 
was born the labor movement which 
was first of all a protest against in- 
justice. The roots of the labor move- 
ment are imbedded in ideals of justice 
and human freedom. It is a protest 
against waste of human possibilities 
and human misery. 


FUNDAMENTALS OF MOVEMENT 


The labor movement comes when 
wage earners agree to act together in 


Yet the motivating influ-‘ 
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dealing with common problems. Groups 
of wage earners are too large for each 
individual to have the sort of contact 
with management necessary to secure 
individual justice. To meet this situ- 
ation workers formed unions in order to 
have the channels and the agencies to 
present matters and negotiate their 
work agreements. 

The most elemental standards of 
personal justice are familiar slogans: 
fair wages and hours. Workers must 
have time to recuperate physically, 
mentally and spiritually if they con- 
tinue to give their best work daily. 
They must also have money to get the 
material means to this same end. 
Hours and wages have varied with 
industrial and social progress. The 
levels which are set for these two 
material standards are important in 
raising the whole level of life. Because 
these two primary objectives are 
economic, American trade unionists 
have established and maintained the 
practice of securing them through 
collective bargaining. It is a distin- 
guishing characteristic of the American 
trade union movement that its major 
emphasis in dealing with these factors 
has been upon economic powers and 
economic agencies. 

The second characteristic, which is 
equally significant, is our consistent 
refusal to commit our movement to a 
class-conscious philosophy which would 
have entailed tactics based upon a 
belief that irreconcilable conflict exists 
between owners of capital and labor. 
The American trade unionist has 
always believed that conference and 
joint negotiation were the way to 
decide the conditions written into the 
work contract. The American trade 
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union movement has been a progressive 
institution that has sought construc- 
tive policies, but when forced on the 
defensive, has gone through struggles 
that demonstrated devotion to ideals 
and belief in unionism. 

Through collective bargaining where 
possible and by more aggressive meth- 
ods where necessary, trade unionists 
have progressively raised standards of 
life and work for wage earners of the 
United States and Canada. Trade 
unions have been the standard bearers 
of ideals that have spread far beyond 
the ranks of the organized, yet the 
organized labor movement is unques- 
tionably the spokesman for the rights 
and the welfare of all workers—organ- 
ized and unorganized. 

As standard bearers of those who 
work for wages, we have stood for these 
policies as a part of American life: 

A free public school system. 

Equal participation by all citizens in 

political rights and obligations. 

A shorter work day with weekly rest 
periods. 

Equal opportunity to participate in 
national holidays. 

A higher wage policy. 

Fact finding agencies—Federal and 
state bureaus of labor statistics. 

Restrictive control of immigration, 
abolition of child labor, and special 
protection for women workers. 

Recognition of the legal right of 
wage earners to organize in trade 
unions and to perform their legiti- 
mate functions. 

Constructive policies of peace in 
industry and between nations 
through the creation of agencies to 
deal with problems of relation- 
ships. 

Voluntary arbitration and concilia- 
tion. 

The American Federation of Labor 

will shortly celebrate its fiftieth anni- 
versary. In its half century of en- 


. mutual agreement. 
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deavor, the movement has proved itself 
a constructive social institution—the 
agency upon which the Government 
must rely in times of war, to which it 
looks in economic crises, and which it 
surely is gradually accepting as an 
essential factor in maintaining equilib- 
rium in‘ economic and social pnogress. 
Changes have come in these fifty 
years in industry as well as in all social 
standards. Standards for wages and 
hours are definitely higher. New kinds 
of problems have developed new union 
functions. With all this change and 
progress, it is most significant to note 
that the fundamental principles which 
guide trade union practices remain as in 
the beginning—concentration upon 
economic problems as the major con- 
cern, dependency upon economic, vol- 
untary agencies, and the application of 
constructive principles of conference, 
negotiation, and mutual agreement. 


CONSTRUCTIVE FUNCTIONS 


The frst period of the Federation 
was a struggle for existence when con- ` 
flicts frequently raged and militant 
tendencies dominated. Then came the 
development of collective bargaining 
which depended upon conference and 
The collective 
agreement puts industrial relations 
upon a higher plane. It specifies con- 
ditions which become the rights of 
workers and give them a new status 
which leads to a real interest in the 
undertaking in which they work. 
This is the beginning of a real part- 
nership in production—something of 
greater value and authority than a 
partnership based upon investment 
alone. A production undertaking con- 
sists of these elements: management, 
material and machines, producing 
workmen who use the machines, and 
materials to carry out work orders. 
Workmen invest hours of their labor 
and their intelligence into the work. 
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Without workmen even the most up- 
to-date establishment would stand idle 
and useless; with workmen it becomes a 
creative center to supply human needs. 
The investment of workers is personal 
as is that of management, but both 
should have equal consideration with 
capital. , All* groups must work to- 
gether in the processes of production. 
If the same relationship does not obtain 
in deciding the compensation of the 
workers and their work rules, a con- 
flict of interests is created and em- 
phasized which may entirely banish the 
spirit and the advantages of codpera- 
tion in work. To require of men the 
coöperation of the work relationship 
and to deny them the rights which 
should accompany it, is to generate at 
the very springs of human action a 
feeling of injustice and lack of good 
faith. 

On the other hand, frank recognition 
of the fact that production is an asso- 
ciated undertaking and that every 
element concerned has duties and 
‘rights, is a guarantee of fundamental 
justice. The only guarantee that ex- 
perience has found trustworthy is the 
establishment of the right of workers 
to organize in order to promote their 
best interests and carry on the business 
of negotiating work contracts and pro- 
moting their welfare through organiza- 
tions of their own making and repre- 
sentatives of their own choice. 

Where collective bargaining with 
trade unions has been established, the 
union has an opportunity to develop 
many constructive functions. Among 
the first of these are more responsi- 
bility for the training of craftsmen, the 
operation of employment services for 
the benefit of the workers and the 
industry, benefits to tide workers over 
such emergencies as lack of work, 
sickness, accident, old age, death. 
Then begin the development of func- 
tions connected with work processes, 
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such as checkweighmen, work stand- 
ards, shop foremen, the setting up of 
sanitary and health standards, and so 
forth. In adjusting grievances many a 
union representative has made sugges- 
tions for more efficient and economic 
production. 

More recently the development of 
agencies to deal with problems of pro- 
duction has supplemented the machin- 
ery for collective bargaining, adjust- 
ment of grievances, and other crises in 
industrial relations. These develop- 
ments have come to be known as 
union-management coöperation. 


Hran Wace Po.icy 


In earlier years when the trade union 
movement was primarily a protest 
against the wrongs and the woes of 
wage earners, production itself was 
carried on in a crude fashion. It was 
the time before the development of 
production technique, cost accounting, 
production accounting; before discus- 
sion of elimination of waste, regulariza- 
tion of production, efficiency in sales 
methods, advertising, and so forth. 
In those days employers believed wages 
came out of a limited wage fund and 
it often took forceful arguments to 
secure wage increases. When our 
trade unions succeeded in raising wages, 
they demonstrated the business possi- 
bility of the higher rate and it was more 
easily applied to other groups. Even 
progressive employers were reluctant 
to raise wages because it necessitated 
readjustments. 

Higher wages have facilitated effi- 
ciency, the use of more and improved 
machinery. Our practical work in 
establishing high wage precedents has 
forced the scrapping of many classical 
economic theories. ‘Lrade unions have 
steadily maintained their faith in the 
dynamic possibilities of progress. We 
early pointed to the fact that we were 
consumers as well as producers and that 
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to lay off workers in a depression only 
reduced retail business and augmented 
the depression trend. 

Our principle of high wages, crys- 
tallized by the 1925 convention of the 
American Federation of Labor, is as 
follows: 


We bold that the best interests of wage 
earners, as well as the whole social group, 
are served, increasing production in quality 
as well as quantity and by high wage 
standards which assure sustained purchas- 
ing power to the workers, and, therefore, 
higher national standards for the environ- 
ment in which they live and the means to 
enjoy cultured opportunities. We declare 
that wage reductions produce industrial and 
social unrest and that low wages are not 
conducive to low production costs. 

We urge upon wage earners everywhere 
that we oppose all wage reductions and that 
we urge upon the management the elimina- 
tion of wastes in production in order that 
selling prices may be lower and wages 
higher. To this end we recommend co- 
operation in study of waste in production 
which the essay of the Federated American 
Engineering Societies covering important 
industries has shown to be fifty per cent 
attributable to management and only 
twenty-five per cent attributable to labor, 
with twenty-five per cent attributable to 
other sources, principally to managements 
in industries producing commodities for any 
single industry under consideration. 


This declaration recognized the rela- 
tionship between production and real 
wages. Knowing that increased out- 
put must steadily precede rising stand- 
ards of living, union practices and poli- 
cies began to concern themselves 
definitely with the larger problems of 
production. 

Labor early realized that undercon- 
sumption brought unemployment. We 
realized that mags production necessi- 
tates mass consumption. Thè masses 
are wage earners aud unless their 
incomes are large enough to permit 
their buying the products of mass 
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production, there is a limit to expan- 
sion. Wages are not only compensa- 
tion for labor but they are a great 
credit reservoir upon which all produc- 
tion undertakings must primarily de- 
pend for buyers. 

Increasing application of the Federa- 
tion’s high wage principte wll mean 
increasingly higher standards of living 
for all and more general participation in 
the material progress of our nation. 
Again and again it has been demon- 
strated that high wages do not neces- 
sarily mean higher labor costs per unit 
of production. Trade unions are in- 
creasingly using such data to widen the 
application of the high wage principle. 


EMPLOYMENT POLICIES 

High wages must be paid regularly if 
the total income is appreciably raised. 
We have mental reservations about 
employers who raise wages and at once 
lay off employees. Trade unions are 
urging regularity of employment and 
where union-management codperative 
relationships exist, they are helping in ° 
working out problems of regularization 
of production upon which the regulari- 
zation of employment rests. 

In addition to this work of individual 
unions, the Federation is concerning 
itself with the general problem of 
unemployment. We have been active 
in urging provisions for the unemploy- 
ment census which will be taken next 
month and we advocate the regular 
retaking of such a census. 

We urge the reorganization of the 
U. S. Employment Service upon an 
adequate scale so that it may serve as 
the clearing center for the information 
that will guide workers to available 
work opportunities. 

The American Federation of Labor 
is gathering unemployment statistics 
from trade unions in twenty-four 
industrial centers. This information 
serves as an index to business activity 
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and will help in our study of the 
unemployment problem. 

Unemployment will probably be one 
of the major problems in the coming 
decade, and hence the development of 
union functions in this field is corre- 
spondingly probable. Increasing mech- 
anization af industry and improved 
technical processes have brought the 
displacement of many workers, some of 
whom have invested years of effort in 
developing special skills. In time the 
expansion of the industry under the 
new conditions may employ more 
workers than before, but the displaced 
workers often find it difficult to adjust 
or to wait to be reabsorbed. For these 
workers, jobless through no fault of 
their own, in order that social progress 
may go on, society does not even pro- 
vide an adequate employment service 
to tell them where available jobs may 
be found, or counsel to help them with 
the problem of adjusting their abilities 
to the requirements of other jobs. 
Just as we are finding methods of re- 
habilitating the cripples of industry, so 
we should serve the victims of indus- 
trial progress. 


LEISURE 


With technical progress and the 
increasing application of science to 
production, the world’s work can be 
done in shorter time with a large 
increase in output. The best social use 
to which this progress can be put, is 
to provide more leisure for those who do 
the work. Leisure, formerly the privi- 
lege of only a very special class, now 
becomes possible for those of all walks 
of life. Leisure brings with it oppor- 
tunity for self-development and prepa- 
ration for greater creative work. One 
day’s rest in seven, the Saturday half 
holiday, the five-day week, represent 
genuine progress toward leisure for all. 

Leisure means recreation, new inter- 
ests, new duties, and a broader point of 
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view, time to possess one’s soul and to 


hold communion with a Higher Power. 
Leisure is a great boon to tired, over- 
worked humanity. Perhaps at first it 
may not be used so wisely as it should 
be, but like any new activity, experi- 
ence brings greater wisdom. We have 
in our unions an instrumentality which 
can help us to use leisure as it has 
helped us with many other problems. 


EDUZATIONAL METHODS 


With more leisure bas come our 
movement for workers education—-the 
labor phase of the general movement 
for adult education. We have been 
finding out that education parallels in- 
tellectual life and that we learn from 
problems of life and work, if we take 
each situation as something to be solved 
in the light of related facts and experi- 
ence, The American Federation of La- 
bor has an educational agency for the 
promotion of workers’ education under- 
takings. Such undertakings as are not 
concerned directly with union prob- 
lems we believe can best be carried out 
in coöperation with extended functions 
of tax supported institutions. Educa- 
tion in trade union policies, practices, 
and problems we believe is the function 
of the union and should be carried on 
under union control. 

The union itself is a repository of the 
work experience of a work group or 
craft. In establishing practices and 
standards, it hands on as a torch to 
guide other workers, the experiences of 
past generations and even centuries. 
The union, as I have said, is a human 
institution consecrated by the sacri- 
fices and even the blood of its members, 
rooted in human suffering and misery, 
and uplifted by idealism and yearning 
for higher, freer life. Men want to be 
free, free for the things that bring equal 
opportunity to participate in the 
benefits of social progress. We have 
learned that one of the greatest handi- 
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caps is difference in ability to adjust to 
new situations and to meet new prob- 
lems. We realize that we must keep 
step with the spirit and the methods 
of the age, and that in labor problems 
as well as in all other problems we must 
find the facts, face the facts, and use the 
facts. 

We are handicapped in developing 
research and educational methods both 
by lack of funds and by the fact that 
many unions cannot even afford the 
full time officials necessary for record 
keeping. But there is growing appre- 
ciation of research and the use of facts 
as the basis for determining agree- 
ments. A number of international 
unions now have their own research 
services. All welcome and use ma- 
terials furnished by the Federation’s 
office. With the transition of the 
trade union movement from defensive 
to constructive policies has developed 
a new sense of responsibility for ac- 
curacy of statement and dependability 
of method. The labor movement must 
get results. 

The whole basis of collective bar- 
gaining has been transformed in the 
past fifteen years. Representatives of 
the union must reinforce proposals 
with facts and arguments. The issues 
that are considered involve the whole 
field of management, in addition to the 
ability of the company to make finan- 
cial adjustments. The union that 
proposes changes must be able to 
demonstrate the practicability of the 
proposal from the point of view of 
management and production—even be 
ready to show how these changes can be 
worked out. The dominating charac- 
teristic of modern business is emphasis 
on the development of good manage- 
ment methods. Management as a 
technique is a very recent development, 
and it will increasingly come into 
wider practical service. The decision 
of management policies will be of in- 
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creasing importance to wage earners. 
Our interest in this field is foreshad- 
owed in the problems that come before 
the agencies of union-management 
coöperation developments. 


UNION-MANAGEMENT COÖPERATION 


Union-management coöperation finds 
its widest application on the radroads. 
It started in a very natural way. The 
president of the Machinists Union 
wondered why the workers should 
merely contend with the railroad 
executives over the terms of the work 
contract and why workers and manage- 
ment did not frankly argue that both 
would gain by working for the greater 
prosperity of the company. This union 
president sought an intérview with the 
president of the Baltimore and Ohio 
Railroad and proposed that they work 
together. The result was this clause in 
their joint agreement: 


The welfare of the Baltimore and Ohio 
Railroad and its employees is dependent on 
the service which the railroad renders the 
public. Improvements in this service and 
economies in operating and maintenance 
expenses result chiefly from willing cobpera- 
tion between the railroad management and 
the voluntary organizations of its employ- 
ees. When the groups responsible for 
better service and greater efficiency share 
fairly in the benefits which follow their 
joint efforts, improvements in the conduct 
of the railroad are greatly encouraged. 
The parties to this agreement recognize the 
foregoing principles and agree to be gov- 
erned by them in their relations. 


The proposal was later extended to 
cover all the railway shop-crafts unions 
The result has been the development of 
a new spirit-on that railroad. Each 
employee feels a real partnership in the 
service the railroad renders. This has 
brought economies and new efficiencies 
that reduce costs of operation. To the 
workers it has brought more regular 
employment, increased incomes, and a 
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feeling of real importance in the whole 
undertaking. The unions have con- 
tributed their enthusiasm, their ability, 
and their best thought, as witnessed by 
the number of concrete suggestions 
made through their codperative com- 
mittees. Similar union-management 
colperative agreements have been 
made on the following railroads: Chesa- 
peake and Ohio, Canadian National, 
Chicago and Northwestern, Grand 
Trunk Western, Chicago, Milwaukee, 
and Northwestern. 

The machinery for union-manage- 
ment coöperation supplies the regular 
channel through which workers may 
participate in the problems of work and 
give to the extent of their capacity to 
an undertaking in which all have mu- 
tual interests. 

The principle of coöperation has been 
applied in the printing industry. The 
International Printing Pressmen and 
Assistants’ Union has high standards of 
craftsmanship. It provides for ap- 
prenticeship training; it has at its 
headquarters a school for more ad- 
vanced study as well as correspondence 
study facilities. To further assist its 
membership in standards of workman- 
ship the International retains produc- 
tion engineers who supply consulting 
services to the companies with which 
the unions have agreements. 

There is a pulp and sulphite paper 
makers’ union in Maine that codperates 
with the management in preventing 
accidents and has twice won for its 

, plant the award of the National Safety 
Council. Another pulp and sulphite 
workers’ union out in Wisconsin has 
cojperative machinery which guaran- 
tees the men a square deal and has 
made employee representation and 
responsibility vital forces. The man- 
agement testifies it has never regretted 
signing its union contract. 

The International Brotherhood of 
Electrical Workers has an arbitration 
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policy and has been generally successful 
in avoiding strikes. Under a joint 
declaration of purpose with the Na- 
tional Association of Electrical Con- 
tractors and Dealers, a Joint Council on 
Industrial Relations has been estab- 
lished which, on a basis of fact, arbi- 
trates controversies arising in the 
industry. 

The Electrical Workers’ Union of 
New York recently created three 
service bureaus: research, legal, and 
engineering. This union made a sur- 
vey of the sort of electrical installation 
contractors were permitting, and of- 
fered union service for higher standards 
of workmanship and more economical 
methods which meant greater safety to 
those who lived in the buildings. The 
union has begun a program of raising 
standards of craftsmanship among 
journeymen and apprentices. It be- 
lieves technical training is necessary to 
become a competent electrical worker. 
The union believes it must operate on a 
business basis. 

The street railway workers’ union 
of Pittsburgh has developed codpera- 
tive machinery. The Pittsburgh Rail- 
ways Company of Pittsburgh, in 1926, 
entered into a codperative agreement 
with the union of its employees. The 
street car system had to meet competi- 
tion with bus lines and other means of 
transportation and realized that service 
was vital to success. Service is pos- 
sible only through a unified group. 
Although operative but a short time, 
both union and management find the 
results gratifying. The machinery of 
codperation is similar to that on rail- 
roads. 

The full fashioned hosiery workers 
through their national union signed a 
national agreement with the Full 
Fashioned Hosiery Manufacturers of 
the United States, which provides for 
the joint working out of production 
standards and sets up an arbitration 


190 


system with an impartial arbitrator. 
This union for some time has been 
“servicing” the industry, that is, send- 
_ing in expert workers to teach the less 
skilled how to get better production. 
The agreement definitely establishes 
„this service as a practice in the indus- 


The textile workers’ union employed 
in the Naumkeag Mill at Salem, Massa- 
chusetts, recently found themselves 
confronted with proposals for a number 

of technical changes. The officials 
felt the need of technical advice that 
they could trust. As a result of their 
quest for counsel, a cotperative plan 
was worked out with the company and 
a joint research council created, on 
which management and workers are 
equally represented with a consult- 
ing engineer as chairman. This joint 
group is working out standards of more 
efficient production and has focused 
attention upon the necessity for con- 
structive sales policies. 

These various types of codperation 
show that machinery and functions 
must grow out of the specific problems 
of the industry and must deal con- 
structively with obstacles to efficiency 
in all departments. They show defi- 
nitely that unions will increasingly 
concern themselves to see that manage- 
ment policies are efficient. Unless 
management is efficient, labor. stand- 
ards cannot keep advancing. 


WIDER ÅPPLICATION oF UNION PRINCI- 
PLEBS 


With the tendency toward large 
scale production and the formation of 
mergers in every field of business en- 
deavor, an increasing number have the 
relationship of working for some com- 
pany. Whether pajd salaries or wages, 
the principle of work relationships 
remains the same. The only way this 
work relationship can be controlled 
and wisely directed is through the 
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organized efforts of those concerned. 
So we are finding an increasing number 
of so-called “white collar workers” 
forming unions or asking affiliation 
with the American Federation of 
Labor. The principles underlying 
union activity differ little from those 
underlying all work associations, As- 
sociated activity is essential for protec- 
tion and progress. 

Even those industries which are un- 
willing to recognize the right of their 
employees to organize in trade unions, 
have been quick to realize the ad- 
vantage of having organized channels 
through which to have dealings with 
their employees. Because they were 
unwilling to trust democratic principles 
in industrial relations, they have re- 
fused to let employees have an organi- 
zation whose back bone they could not 
break at will. So they have provided 
employee representation plans which 
trade unions call company unicns. In 
a way they are an indirect compliment 
to trade unions as they are an acknowl- 
edgment that organization is neces- 
sary. But without financial resources, 
without independent executives, with- 
out covering the whole industry, 
without traditions and experience, 
without real freedom in thought and 
action, company unions do not con- 
stitute an agency through which 
workers can find opportunities for 
development and for the larger ideals 
which alone satisfy life. Union-man- 
agement coöperation holds more vital 
and richer possibilities for the workers 


and for the industry. 


SOUTHERN CAMPAIGN 


The southern organizing campaign 
now in progress illustrates some of the 
important trends in the labor move- 
ment. Unions generally realize the 
interdependence of interests between 
groups and sections. Low staridards 
of living, managerial incompetence, 
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and tax concessions to attract business 
to southern communities were compet- 
ing with higher standards in other 
communities. AJl unions agreed to 
join in a campaign to raise southern 
standards through the spread of union- 
ism. Our campaign is now in progress, 
harnegsing Labor’s old crusading spirit 
to a campaign for prosperity for south- 
ern workers, 

The organized labor movement as an 
established social institution feels it a 
duty to explain its purpose and plans 
to all groups of southern citizens. Our 
campaign has a message for govern- 
mental officers, for the clergy, for the ed- 
ucators, for thestudents, for professional 
groups, as well as for all wage earners. 

Our recognition of the mutuality of 
progress gives us a right to claim and 
receive general support. We are teach- 
ing not strike or violence, not hatred of 
the employer or management, but 
organization to promote the best 
interests of wage earners together with 
progress for the industry. Surely such 
a movement deserves the support of all 
constructive citizens. 

We are teaching educational methods. 
We urge workers to join togetherfor mu- 
tual benefit and collective action and to 
learn the business of advancing their in- 
terests through their own agencies. This 
is self-respecting American doctrine. 

In addition, we have added to our 
organizing committee a consulting 
engineer to advise with unions and 
employers. This engineer can help in 
working out the technique of union- 
management codperation to fit con- 
crete situations. 


191 


The purpose which is America is a 
compelling ideal of democracy—equal 
opportunity for all. The ideal can 
have existence only as it becomes the 
determining force in the lives and rela- 
tionships of all individuals in all of the 
various groups in society. The under- 
privileged group who, last of all, are 
securing equality of opportunity, is the 
great army of wage earners. The force 
which has been most potent to arouse 
the wage earners themselves to the 
possibilities of opportunity, and to help 
in creating the agencies and customs of 
practical democracy in life and work, 
is the trade union movement. It has 
helped to bring equality of oppor- 
tunity into the relations between those 
associated together in industry; it has 
helped to establish equality in educa- 
tional opportunities; it seeks to bring 
about more equitable distribution of 
wealth through higher wages; it seeks 
for wage earners an opportunity to 
share in a leisure which our social and 
economic progress makes possible; in 
the legal field it seeks for Labor such 
rights and protection as will assure 
equality of opportunity; in the civic 
field it seeks representation of the 
needs and aspirations of Labor as 
citizens. 

The fact that the labor movement is 
a force for equality of opportunity 
gives it an authority and a sanction 
that not even its own shortcomings can 
destroy. The trade union movement is 
capable of expansion and adaptation to 
meet the changing conditions of ad- 
vancing technique in industrial and 
social progress. 


Future Training of Industrial Executives 


By Arnraor E. Morean 
President, Antioch College, Yellow Springs, Ohio 


HAT assumptions can we make 
about the future industrial exec- 
utive? One is that he will be sophisti- 
cated. No longer under the pioneer 
tradition of fighting for bare existence 
or survival, he will be less satisfied with 
the naive emotion of successful activ- 
ity, but will be inclined to consider the 
more remote significance of what he 
does. He will be thinking of the why 
as well as the how of his undertakings. 
He will have had his fill of the cruder 
forms of satisfaction, as measured by 
economic resources and power. Qual- 
ity of accomplishment as well as quan- 
tity will be necessary to sustain his 
interests. As he becomes sophisti- 
cated he will not be satisfied with a 
single result of his activities, such as net 
profits or volume of sales, but will be 
concerned with all of their effects. 
He will require that the product he 
sells shall have essential worth, that 
the lives of his employees and associates 
shall be fulfilled and not thwarted by 
their association with him, that his 
work shall have a refining and health- 
giving influence on his community, on 
his field of endeavor, and on his times. 


New Morres 


This tendency to have in mind all the 
results of his undertakings, rather than 
a few immediate results, will be, let us 
hope, the outstanding characteristic of 
the coming age of industry and of 
industrial leadership. In saying this I 
do not claim any gift of foresight, for 
these tendencies have been character- 
istic of American industry for the last 
half century. Yet American industry 
still has far to go on this road, and this 


tendency to see the whole rather than 
a part of its product can be continued 
and accelerated by education. 

If these aims increase in definiteness, 
then they naturally should culminate 
in the.generally controlling desire of the 
industrial leader that the whole effect 
of his activities shall be the greatest 
possible total of these desired results. 
He will, strive for the least possible 
interference between his several aims, 
the least possible nullification of one by 
another. He will demand economy of 
effort. 

This general purpose will require 
that his individual aims be held in good 
proportion and relation to each other, 
that no one shall so completely absorb 
his attention as to thwart other pur- 
poses equally important, and that none 
be so neglected as to Jessen the value 
of the whole. 

In so far as he achieves this result, 
his activities will be governed by order 
and proportion and will come to have 
unity and design, rather than be an 
aggregation of unrelated interests and 
impulses. When I speak of the future 
industrial leader I have in mind a man 
who, to a considerable degree, has 
achieved this integration, proportion, 
and design in his life and work. i 

The education I would outline would 
help him in that achievement. If 
this picture is presented to him in his 
early years, and if the elements of his 
education are wisely proportioned, the 
desired result to a large degree will 
follow. When able industrial leaders 
fail to achieve fine proportion in their 
undertakings, it generally is not be- 
cause the external fates were against 
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them, so much as because the picture 
was not in their minds calling for 
fulfillment. 

Given an able man who by training 
and bent of spirit is committed to so 
integrating his industrial activities, he 
þecomes an artist, with industry as his 
medium of*expression. And his work 
will have great permanence, for nothing 
endures so long as a deeply established 
set of mind and spirit. Much more of 
Egypt survives in the temper of mind 
and manner she passed on to other 
peoples than in her temples. The 
geometry she originated will outlast 
the pyramids that were built by its 
use. The ways in which the creative 
and wise industrial leader does his 
work, and the spirit in which he does 
it, will outlive the goods he manu- 
factures and the profit he makes. 


EpvucatTine tan Wott Man 


But now, to his education. In the 
future, as at present, the industrial 
leader will occupy part of his time with 
* the functions of industry, and part 
with those interests and activities that 
relate to him as a human being, almost 
regardless of his calling—with personal 
satisfactions, family, community and 
civic interests, and with national and 
world affairs. 

If he is well educated, his preparation 
will be wisely distributed over both 
these fields. He will not prepare 
solely for industrial functions, leaving 
his personal and social life to take care 
of itself; nor will he prepare solely for 
the general interests of a human being, 
leaving knowledge of the data and 
principles of industry to be arrived at 
by random experience. 

Tf he is guided by current educational 
tradition he may assume that these 
two phases of education are mutually 
exclusive, and that he must, in fact, 
choose one or the other. If he gives 
the matter common sense consideration 
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he will realize that there is no reason 
why he should not distribute his edu- 
cational time between training for 
industry, and the more general con- 
cerns of his life, as nearly as possible 
in such proportion as will make the 
total product of his life have greatest 
value. 

Should he today seek counsel in the 
educational field in an effort to achieve 
good proportion in that division of 
effort, he will find that whether he is 
advised to select a liberal education 
to the exclusion of training for iu- 
dustrial leadership, or whether ex- 
clusively industrial training is advised, 
will depend largely on accidental in- 
fluences. Where he does find a divi- 
sion of time and effort between in- 
dustrial and liberal training, he often 
will find it to be traditional and arbi- 
trary, or determined largely by casual 
circumstance. 

This first problem, therefore, he 
would today have to work out largely 
for himself. Yet the tides of educa- 
tional interest are steadily turning 
toward recognition of good proportion 
in education. 

Leaving aside for the present those 
elements of education which relate to 
his general human interests, let us con- 
cern ourselves with those specifically 
necessary to prepare the industrial 
executive for his work. In his business 
he will, of course, rely much on tech- 
nical assistance and counsel, but in so 
far as he is well educated, this reliance 
will be based on an acquaintance with 
fundamental principles in the several 
fields. 

Unless times change, doctors will 
continue to disagree, and part of the 
very essence of executive ability is good 
judgment in selecting and appraising 
the counsel of specialists. Take, for 
instance, the field of labor relations. 
How often have we seen confusion 
result from a generous human motive 
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or from a belief in the infallibility of 
experts, which has led executives to 
give a free hand to industrial relations 
experts chosen and followed without 
discriminating judgment. I need not 
. expand the illustrations. They will 
occur to each of you. 

There is no narrowly specialized 
calling which can be termed industrial 
administration, for the executive must 
interpret, select, evaluate, organize, 
and use technical judgment in almost 
every field. Nearly every decision he 
makes will involve some field where 
specialized technical judgment under- 
takes to speak with authority. 

I will pass over such subjects as 
financial control and budgeting, pro- 
duction control, and marketing, as being 
too obvious to need discussion, and will 
touch on some elements of education 
for the executive which sometimes are 
considered to be of less import. 


NECESSARY FUNDAMENTALS 


The future industrial leader in his 
education should give greater emphasis 
to general economics. Otherwise, as is 
so often the case today, he may be un- 
der the impression that Adam Smith 
and Moses went together to Mount 
Sinai and brought back two equally 
sacred revelations of immutable law. 
Good training in economics may save 
the executive from being a doctrinaire 
who calls himself a hard-headed prac- 
tical man. 

Your future executive will study 
mathematics. He must think quanti- 
tatively. Much of the difference be- 
tween civilization and barbarism is the 
ability to think, not only of more and 
less, but of definite ratios, quantities, 
and variables. In Roman times very 
few men could do,long division, and 
then only with difficulty. Think how 
nearly impossible modern economic 
life would be to them. 

When we come to the frontiers of 


mathematical thinking. 
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economic thought, one of the chief 
barriers to further progress is lack of 
general mastery of the processes of 
Many a busi- 
ness man goes wrong and misinter- 
prets his data because he lacks this 
mastery. 

The future business executive yill be 
trained in mathematics, and will use 
the calculus as his father uses percent- 
ages and ratio. This does not mean 
that he will be his own accountant or 
statistician, but it does mean that he 
will be able to follow them and to 
handle ideas of relations and of varia- 
bles as only a mastery of mathematical 
concepts makes possible. 

Your industrial leader will have a 
knowledge of history. When a new 
social, political, or economic theory 
appears on the horizon, he will not see it 
as a new and unique phenomenon. 
With an historic background he will 
judge the future in the light of the 
past, and to a considerable degree 
he will thus escape blindness of judg- 
ment. 

He will have good training in psy- 
chology, if only to protect him from 
much of the popular literature that 
goes by that name. For a knowledge 
of what is known of the working of the 
human mind he cannot rely solely on 
specialists in his employ. Much of the 
executive’s success in the past has 
been due to good psychological judg- 
ment casually acquired. Much of his 
failure has been due to the casualness of 
the acquiring. - 

And so we might continue through 
the fields which concern the industrial 
leader. We will find him, as in the 
past, to be a generalist, the man who 
appraises, sums up, and organizes ele- 
ments. But he will do it on a higher 
plane. Through organized education 
he will achieve great economies over 
the haphazard process of educating 
himself by accidentel contacts. 
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EDUCATIONAL GUIDANCE 

While his technical advisers may 
possibly trust themselves with nar- 
rowly specialized training, he dare not 
do so. Yet his need for versatility, in 
addition tą his need for thoroughness in 
his oWn specialty, places a heavy bur- 
den on him. Jn any one of the many 
fields with which he needs acquaint- 
ance, other men will spend life times in 
becoming specialists. His only hope 
of mastery is in wise and ruthless 
selection, in such elimination and 
achievement of proportion that what 
he omits is not more important than 
what he includes. 


Here, again, when he seeks educa-. 


tional counsel he will find little help. 
Comparatively small progress has been 
made in seeing executive management 
as a whole, and in helping the future 
executive to determine what division 
of interests for his industrial life as a 
whole will be most profitable. We 
even meet the attitude that any effort 
toward achieving good proportion must 
be individual. I firmly believe that 
the future industrial leader needs help 
in selecting his whole educational in- 
terests, and that such help is entirely 
feasible. 

In general we will find our future in- 
dustrial leader in need, not only of 
special technical training, but of a 
much broader education, including a 
wide range of subjects commonly asso- 
ciated with a liberal education. If we 
should present such a schedule of 
studies to an old-time industrial leader 
—one of the kind that laid the founda- 
tion for American business—he doubt- 
less would smile. “Why, I don’t 
even know the names of those studies 
you talk about,” he might say. One 
retort might be that his business indi- 
cated as much, that his indifference to 
a terrific waste of human resources, the 
crudeness of his financial controls, and 
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the indifferent quality of his technical 
processes survived only because of the 
prodigality. of natural and human re- 
sources, and because his competitors 
were like himself. But that answer 
alone will not do, for in many cases he 
did achieve a mastery and maintain 
controls that are coming to be thought 
impossible without the help of highly 
specialized technical advisers. What 
is now arrived at by elaborate statisti- 
cal studies of extensive and organized 
data, he achieved by intuition. He 
had the “feel” of his business so acutely 
that his judgments often were sound. 

It is one of the functions of orderly . 
progress to enlarge the area of exact 
knowledge, based on collection and 
analysis of definite data, and thereby to 
reduce the reliance upon intuitive judg- , 
ments. But this does not mean that 
need is past for reliance on intuitive 
judgments. 

Good food, clothing, and shelter have 
greatly reduced the drain on physical 
vitality, but that does not end the 
value of abundant vital energy. It is 
only conserved for a more creative use. 
So with intuition or common-sense 
judgment. It still remains the faculty 
by which all data and specialized coun- 
sel are valued and integrated. This 
must always be the case, for the fac- 
tors entering into the judgments of in- 
dustrial leaders are too complex and 
too incommensurable ever to submit as 
a whole to formal analysis. Common 
sense or intuition will always be the 
best ultimate reliance in forming indus- 
trial decisions, only it will be better 
equipped for its work by education, 
for common sense or intuition can be 
educated. In fact, only educated in- 
tuition is valuable. In the life of the 
old industrial leader intuition was , 
educated by experience. The canny 
judgments he formed grew out of keen 
observation applied to particular cases. 
Because actual cases are never fully 
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reproduced in academic discussion, he 
‘had a hold on reality which academic 
study alone never can give. 


EDUCATION AND EXPERI®NCE ARE 
COMPLEMENTARY 


In educating the future industrial 
leader this fact must be kept in mind. 
In many instances we see appearing in 
present industrial management an 
academic mindedness which relies 
wholly, not upon first-hand experience 
with reality, but upon statistics and data 
abstracted from reality. Wherever 
that strain appears we feel a certain 
theoretical doctrinaire quality—of one 
who knows about, but does not know. 

This element of first-hand experience 
with reality can be introduced into the 
education of industrial leaders. In a 
few instances it has been, with success. 
When it is so introduced as a part of 
organized education, and when the 
technique of its introduction is as well 
matured as other elements of education, 
a careful selection of experience can 
bring about a development of intui- 
tion which chance experience seldom 
achieves. 

It will not be necessary for the future 
executive to decide whether he will 
trust his prospects to a liberal college 
training, picking up his technical 
training and maturing his intuitions by 
chance; or whether he should get a 
thorough technical training, leave out 
the liberal elements and pick up practi- 
cal experience in later years; or whether 
he shall put his whole reliance on the 
old-fashioned method of learning by 
experience, and omit all higher educa- 
tion. A synthesis of all these elements 
in a single well-designed program is 
entirely feasible, and should be the aim 
of the future executive. 


EFFECTS on BUSINESS 


If industrial leadership should be 
educated .as we have indicated, just 
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what difference would it make in the 
conduct of business? Perhaps the 
most important difference would be 
that, so far as this ideal is fulfilled, any 
business action would be determined 
by considering all of its consequences, 
and not just some special and immedi- 
ate consequence. As an instanée, our 
western copper mines and railroads 
need additional common labor and 
favor the free immigration of Mexicans. 
They incline to consider only the 
immediate economic need and its 
fulfillment. 

Your educated executive in the 
future will not have such an easy 
decision. There will arise in his mind 
questions of eugenics, of sociology, and 
of government—of the future American 
race. He will ask himself whether a 
future race problem—a white class 
ruling over a colored racial group of 
inferior economic and social status, 
with all the political complications that 
implies—is not too high a price to pay 
for immediate convenience and profit. 
He will ask whether it would not be 
better to pay the higher wages neces- 
sary to man such places with persons 
who, if competent, could enter freely 
into any phase of American life. Ina 
thousand cases your future executive 
will take into account the more distant, 
and sometimes more important, results 
of his activities. 

There is a deep-seated principle 
concerning the conduct of human affairs 
which we may call the law of economy of 
experience. The good things we seek 
are many kinds: economic, social, 
ethical, political, esthetic. The value 
of living depends on the extent to 
which these and other good things come 
into our experience. The time and 
energy we have for their pursuit is 
limited. The best ordered life is that 
which best unites all those values. 

Business which sees only economic 
goods as its goal will conflict with our 
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demand for ethical, sesthetic, social, and 
political values. These other interests 
may be compelled to use much of their 
resources to overcome that conflict. 
Similarly, if social, political, or esthetic 
interests conflict with and neutralize 
economic interests, it is necessary to 
use tihe and resources to overcome 
these conflicts. The result is that the 
resources of life are consumed in internal 
friction, more than in filling needs. 
Every major business undertaking 
has phases which are social, ethical, 
political, and esthetic. Only when 
these are all taken into account, and 
when policies are determined, not by 
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economic factors alone, but by the 
resultant of all these so as to bring 
about the greatest total of the good we 
seek, can business or any other interest 
meet the requirement of this law of the 
economy of experience. 

No narrow technical training will fit 
the executive to act in this compre- 
hensive manner. His special field of 
training will be business and industry, 
but in order to possess the necessary 
background of understanding and of 
Judgment to relate industry to life as a 
whole, he must be nothing less than a 
broadly and liberally educated, and a 
broadly experienced, man. 
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Duwery, Joun. Characters and Events: 
Popular Essays in Social and Political 
Philosophy. Edited by Joseph Ratner. 
Pp. x, 861. 2 volumes. New York: 
Henry Holt and Company, 1929. 
Although a great thinker’s occasional 

pieces may point up the inconsistencies of 
such system as he has patterned his thoughts 
into, they reveal his personality as no 
systematic work can do, Evoked by the 
time and the circumstance of the occasion, 
they set forth his preferences and preju- 
dices, his temperamental variations and 
persistencies as these play the course of his 
life. They help the reader to know him as 
his wife and friends know him, out of the 
intimacies of the daily round. It is no 
accident that there was more of the living 
William James in The Will to Believe and 
similar books than in his more formal 
works. And it is equally no accident that 
there is more of the living John Dewey in 
Characters and Events. These books show 
you, in each case, the pragmatist and the 
instrumentalist at grips with the specific 
individualities and concrete happenings of 
experience. They reveal the thinker's 
ruling passions in action. 

And Mr. Dewey in his seventy years, 
particularly in the last twenty-five of them, 
has seen a great deal of action, not only in 
these United States, but in Chinaand Russia 
and Mexico and Turkey—in places, in a 
word, where the old order has collapsed 
and a new one is awaking. He has been a 
participating spectator of events, an under- 
standing onlooker at characters right on 
the thin bold line where growth and change 
take place. The essays in these volumes 
record the observations and the judgments 
of this philosopher to whom democracy is 
life more than a formula, science an experi- 
mental habit rather than a dogma of the 


a 


faith, society the possibility of cotperative 

fellowship rather than an aggregate of 

institutions regimenting the generations. 
Joseph Ratner has done an admirable 


„job of assembling, selecting, and arranging 


these specific reactions of Dewey to specific, 
critical events and personalities of his age. 
I am inclined to believe that he has put 
together a book which will in the course of 
time become the paramount revelation of 
the heart and mind of John Dewey both 
to the general reader of philosophy and to 
the discriminating specialist. 
H. M. Karten 
The New School for Social Research 


Lipmann, Watrur. A Preface to Morals. 
Pp. viii, 348. New York: The Mac- 
millan Company, 1929. $2.50. 

No one has made a better analysis of 
the moral confusion of our day than does 
Mr. Lippmann make in the first chapter 
of his book where he analyzes the effects of 
the “acids of modernity” upon “‘the an- 
cestral order,” and traces the consequences 
of the decay of religious authority and the 
rapidly shifting circumstances of modern 
industrial and urban life upon the tradi- 
tions of the fathers by which life was once 
disciplined and conduct regulated. What 
gives this chapter special worth is the 
revelation that Mr. Lippmann is a modern 
who is not taken in by any cheap icono- 
clasms and does not believe that virtue 
must flow inevitably from a destruction of 
anachronistic and inadequate moral codes. 
“There is . . . in ridiculing stupidities an 
imitation of wisdom. ... The happiness of 
the rebel is as transient as the iconoclasm 
which produced it. When he has slain 
the dragon and rescued the beautiful 
maiden there is usually nothing left for 
him to do but write his memoirs and dream 
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of the time when the world was young.” 
Mr. Lippmann is not taken in by the 
modern cult of freedom. With Huxley 
he sees that “a man’s worst difficulties 
begin when he is able to do as he likes.” 

When Mr. Lippmann, rejecting modern 
hedonism as too obvious and easy, develops 
his own moral philosophy, he arrives, not 
unexpectedly, at a kind of modern stoicism. 
The insights of “‘high religion,” the findings 
of modern psychology, and the facts of 
social experience seem to him to converge 
upon a definition of virtue as “victorious 
vitality”? and sin as the “denial of the 
promise inherent in the purposes of man.” 
Virtue is achieved by a cultivation of 
man’s rational faculties until he is able to 
achieve a kind of sublime disinterestedness 
in which the vicissitudes of the natural 
world, the pressure of immediate interest 
and desire, and the hopes and fears of 
rewards and punishments will not affect 
his analysis of moral values or determine 
his moral action. 

If one were to criticize Mr. Lippmann’s 
altogether admirable moral idealism at 
least two flaws are rather obvious. One is 
that his highly rational morality does not 
solve the problem which to discover is one 
of the chief merits of his book. He dis- 
covers that the moral confusion of our day 
is caused by the fact that a whole genera- 
tion is emancipated from religious author- 
ity and the traditions of the past. In 
other generations only a comparatively 
small group ‘of intellectuals achieved a 
similar emancipation. Does Mr. Lippmann 
believe that the multitudes whose emanci- 
pation is due to the general mood of the day 
rather than to any high type of intellectual- 
ism are capable of achieving his kind of 
virtue? And if not, by what shall their 
lives be disciplined? Will a stoic philos- 
ophy ever be serviceable to the masses? 
Might it not be better to try for discipline 
through adjusted and perfected traditions 
than for complete self-discipline? And 
what is to prevent a rational self-discipline 
from finally sinking into the moral nihilism 
of Mr. Joseph Wood Krutch’s The 
Modern Temper? 

‘A more serious defect in Mr. Lippmann’s 
theory is his confidence in rational self- 
discipline as a solution of our social prob- 
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lem. Does history not teach us that even 
the wisest men lack sufficient imagination 
to recognize the rights and the needs of their 
fellowmen? An industrial civilization cen- 
tralizes power in the hands of a few. Mr. 
Lippmann thinks these powerful men can 
bring their expansive desires under rational 
control. Perhaps afew of them will. But 
most of them can’t. Society will have to 
enforce a social control upon them to a 
much larger degree than Mr. Lippmann 
assumes. 
Rermvoip Nresvar 
Union Theological Seminary 


Randa, Jons Henman. Our Changing 
Civilization: How Sctence and the Machine 
are Reconstructing Modern Life. Pp. vii, 
862. New York: F. A. Stokes Company, 
1929, 

The recent discovery of social change by 
the social scientists has stimulated subse- 
quent studies both of the processes involved 
and of their immediate direction and impli- 
cation. The present volume follows natu- 
rally such discussion as Ogburn’s Social 
Change, Chapin’s Cultural Change and 
Beard’s symposium on Whither Mankind. 

The substance of Professor Randall’s 
book is not unfamiliar to modern students. 
Our civilization is undergoing caange. 
There is, however, nothing new about this. 
“There has not been a generation since 
the 18th century untroubled by the diffi- 
culties of assimilating new forces and novel 
conditions” (p. 86). Change is slow, cus- 
tomarily by compromise, seldom complete. 
The machine and science are reconstructing 
modern life. The machine transforms the 
face of western society, making the city 
supreme, and complicating all our efforts 
toward the creation of the satisfying life. 
Science transforms the western mind, gain- 
ing prestige by its practical fruits,Z/and 
gradually extending its sway. Conflict 
rages in religion, art, the family, and morals. 
Thoroughgoing as the necessary reedjust- 
ments are today, they differ only in degree 
from those of the past. 

The book is written with philosophic 
breadth and with some rhetorical flare. 
The author is perhaps most at home in the 
field of history and its interpretation in 
terms of intellectual factors. There is a 
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curious reluctance to use the word sociology, 
even where the contributions of the guild 
are utilized. One has the feeling, too, 
particularly at times, of being hurried, with 
almost impatient assurance, over long 
periods and important matters. Some of 
the chapters seem “dictated but not read,” 
for there is*combined the vividness of the 
spoken style with sundry slips of careless- 
ness. But these are minor matters, in view 
of the striking sense of perspective, the keen 
analytic spirit, and the comprehensive 
grasp which virtually every page reveals. 

James H. S. Bossarp 

University of Pennsylvania 


Waras, Franxkwoop E. Adolescence: 
Studies in Mental Hygiene. New York: 
Farrar and Rimehart. In press. 


The title of this book is misleadirg. It 
is not a study of adolescence; it is merely a 
colloquial ill-organized discussion of some 
phases of mental hygiene. Much cf it is 
invective; little, remedial. 

The first part consists of long and un- 
pleasantly facetious discussions of adults 
in general’and parents in particular. 

The following rough working conczption 
of adulthood is suggested: an adult is (1) 
one who is able to see realities in terms of 
what they are, cleansed of all infantile 
symbolic investments; (2) one who is under 
no “compulsion”; and (8) one who is‘able 
to adjust to an unalterable situation with a 
minimum of conflict. 

Unfortunately, most people bring to the 
home not only adult needs but childish 
needs and the emotional habits which go 
with them. Into this home children are 
born, and the two adults, in a desperate 
effort to save themselves, warp the emo- 
tional development of their children and 
produce delinquency, dependency, nervous 
and mental disease, and many unfortunate 
personality and character traits. Fact, 
doubtless. Dr. Williams suggests no 
remedies. 

The second part is the only one that 
actually treats of adolescence. Dr. Wil- 
lams asks, first, whether coercion sould 
be used to bring the adolescent back into 
bounds. Instead of coercing youth into 
accepting our ethics, morals, religion, we 
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should permit youth to have his own op- 
portunity to continue his own development 
in these potential fields. Uncritical coer- 
cion, besides being ill-grounded, tends to 
develop defense reactions and warped 
character. This question is treated psy- 
choanalytically, with concrete illustrations. 

Suggestions are given for the organization 
of mental hygiene in colleges. 

The third and final part of the book is on 
“What Can be Done.” 

Much space is given to a well docu- 
mented history of what has been done by 
mental hygienists to prevent and cure de- 
linquency with lessons for the future—both 
as to purposes and as to organization. In- 
stead of either “hard-boiled” justice or un- 
critical confidence and love, we need 
critical intelligence including that of the 
psychiatrist. 

The greatest concern of mental hygiene, 
however, is not for delinquents. ‘True, 
their number is large and their economic 
burden heavy. The social damage that 
they can do is limited in comparison with 
what can be and is being done by emotion- 
ally handicapped leaders. 

Lucy L. W. Wasson 

South Philadelphia High School for Girls 


Die Volkswirtschaftslehre der Gegenwart in 
Selbstdarstellungen. Pp. vii, 289. Vol- 
ume 2. Edited by Felix Meiner. Leip- 
zig: Verlag von Felix Meiner, 1929. M. 
12. 

Taking advantage of the “bull” market 
in biographies while it lasts, the editor of 
this series has seen fit to issue some “pre- 
ferred” stock, in-the form of a series of. 
autobiographical volumes by a number of 
present day intellectual pioneers in various 
fields of scientific endeavor. The present 
volume is the second in the economic series. 
It contains the self-characterization and 
the self-evaluation of the life and work of 
six internationally known economists, of 
whom two are American (Irving Fisher and 
Edwin R. Seligman), two are German 
(Franz Oppenheimer and Leopold von 
Wiese), and two are Italian (Achilles Loria 
and Camillo Supino). Each one has por- 
trayed in a most entertaining and intimate 
manner the development of his own career, 
the method of his approach to scientific 
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problems, and his main contributions to 
economic theory. 

The autobiographies not only give the 
reader a clear insight into the environ- 
mental background which so profoundly 
influenced the subsequent careers of the 
authors, but also portray the wide diversi- 
fication of interests of these economists in 
many divergent fields of human endeavor. 

At the end of each autobiography is a 
bibliography of the publications of the 
various authors. It is regrettable, how- 
ever, that the editor has failed to bring the 
list of publications by the two American 
economists up to date. It ends with 1924- 
1925, although the actual autobiographies 
extend through 1928. 

Karı Scuoiz 

University of Pennsylvania 


ANGELL, Norman. The Money Game. 
Pp. xii, 204. New York: E. P. Dutton 
and Company, 1929. 

Mr. Norman Angell has written a book 
very highly recommended by various news- 
papers and professional men in a brief in- 
troductory collection of views which the 
publishers have reprinted; and intended to 
develop a new parlor “game” to illustrate 
banking principles. It is hard to know why 
they should have felt it needful to intro- 
duce the book in that way if it be, as so 
often asserted by the commentators, an 
attractive “game” which should ordinarily 
appeal to students without need of much 
explanation. However, Mr. Angell himself 
in a “note to reviewers” calls attention to 
the fact that the book is also an economic 
treatise regardless of the “game” portion 
of the product, and can be studied inde- 
pendently. This suggests that the “game” 
is really a way of propagating the ideas at 
the bottom of it. 

Looked at in this way, The Money Game 
becomes a discussion of the elements of 
money and banking; and after the introduc- 
tory chapter about the game itself, which 
occupies some 117 pages, there follows a 
chapter entitled “What the Games Teach.” 
One thing that they teach is that the ex- 
pansion of money is only permitted by the 
expansion of salable goods, and that in the 
absence of this latter condition, manufac- 
tured money quickly becomes worthless. 
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Another bit of teaching is that “ea great 
increase in the quaniity of money without 
corresponding increase in the quantity 
of goods must send up prices,” and so 
finally a “need for stable money” is re- 
vealed and it is asserted that unsound 
speculation or unsuccessful investment 
causes the price of money to rise. 

These and other various “teachings” are 
first set forth, and then an effort is made to 
illustrate the different points by familiar 
examples. A chapter for teachers is added. 
It is asserted that schools can no longer 
assent to economic ignorance and the 
thought is suggested that by the use of this 
game even a school teacher who is himself 
not very well informed as to economic 
principles can teach beginners the essen- 
tials, or fundamental notions, of money and 
banking. 

Now, all this is based upon a very ancient 
and very erroneous notion, which is that 
there exists a body of accepted doctrines 
about money and banking which rest on 
unquestionable “principles” that are uni- 
versally true and can, therefore, be incul- 
cated by a teacher who is familiar with just 
about so much of the subject as he himself 
is to teach. The argument runs about as 
follows: Even the youngest child is taught 
elementary notions about mathematics or 
natural science, and can therefore, in the 
same way, be taught elementary notions 
about economics and social science. The 
sooner he starts, the better; because he thus 
has a longer time in which to advance to 
the “higher” ranges of the subject. 

As a matter of fact, there is no such estab- 
lished body of principles of money and 
banking. The monetary system is an out- 
growth of advanced and complex economic 
relationships, and it varies in its adaptation 
to these economic systems. What is true 
at one time is not true at another. There 
is no universally or uniformly “sound” 
system of money and banking. In other 
words, there is no general body of princi- 
ples that may always be applied from 
country to country with confidence in their 
outcome. 

In these conditions, to attempt to teach 
children the “elements” of money and 
banking, the quantity theory of money in 
elementary form, and so forth, is merely to 
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overburden them with notions which they 
do not understand because they have not 
the background necessary for comprehen- 
sion of theories which they will quite 
certainly change as they get more informa- 
tion. The Money Game would certainly 
be, if generally adopted, a most. regrettable 
innovationdn schools of any grade. As ior 
its stdtus as a “book” it adds nothing to 
the discussion of any phase of the monetary 
or banking situation. As a piece of propa- 
ganda for “stable” money, The Money 
Game may have its value but it would be 
difficult to find a place for it in any other 
connection. 
H. Parker Wiis 
Columbia University 


The Labor Banking Movement in the United 
States. Prepared by the Industrial Re- 
lations Section. Pp. xi, 377. Princeton: 
Princeton University Press, 1929. $2.30. 
Here is a book which deserves a wide 

circulation among all who have entertained 

the notion that labor banks might spell 

“emancipation” of wage-earners by trans- 

forming them into capitalists. There seems 

to be little or nothing in the experience of 

American labor banks to warrant any such 

sanguine hope. ‘ 

The authors of this study, Professor J. 
Douglas Brown and his associates, Misses 
Eleanor Davis, E. Augusta Zinsman and 
Ann A. Lyons, present a clear statement of 
facts about this much heralded movement 
which they have gleaned from four years of 
painstaking research. In the course of 
their investigation they have visited every 


city in which a labor bank has cperated ` 


and in each instance have mterviewed not 
only the labor and banking officials di- 
rectly concerned but many outsiders in a 
position to shed light on the circumstances 
affecting the initiation and subsequent 
growth or decline of the bank m question. 
In one appendix the reader will fmd uni- 
form summaries of the history, the organi- 
zation, the relationships, the personnel, the 
policies, and the experience of thirty-nine 
labor banks, based upon facts abtained 
through such interviews, supplemented by 
correspondence and by examination of 
financial statements and statistical data. 
There are also appendices containing lists 
of (1) “banks sometimes referred to as 
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labor banks” but not properly so classified; 
(2) “proposed or partially promoted labor 
banks”; and (8) “labor banks reported as 
proposed” but apparently never launched. 
These and other evidences throughout the 
volume testify to the earnest attempt of 
the Industrial Relations Section to cover 
the subject thoroughly. 

After two historical chapters tracing the 
early development and expansion of the 
movement and discussing its relation to the 
cotperative movement, there is a chapter 
analyzing the purposes which have actuated 
those responsible for maugurating labor 
banks. The purposes thus revealed are 
subsequently applied as yardsticks in the 
two concluding chapters which evaluate 
labor banks from two standpoints, consid- 
ered first as financial institutions and 
second, as adjuncts to labor unions. 

Miss Davis has prepared an admirable 
chapter describing unique features of labor 
banks growing out of the attempt to main- 
tain trade union control, the necessity for 
meeting competition of regular banks by 
offermg special inducements to depositors, 
and the desire to further the interests of 
wage-earners. In chapters which follow, 
Professor Brown discusses the many diffi- 
culties besetting a labor bank and shows 
how certain problems arising from the close 
affiliation of the bank with a trade union 
may defeat the purposes for which the 
bank was established. The more successful 
labor banks, it is clearly shown, have been 
administered by capable men from the 
banking world rather than by labor officials, 
and have adhered in the main to estab- | 
lished principles of sound banking practice 
instead of experimenting with unusual 
devices or allowing the banks’ business re- 
lationships to be influenced by trade union 
policies or objectives. 

As a clear exposition of facts carefully 
gathered and analyzed, the book sets a high 
standard in reporting an important piece of 
research. 


-E. R. Burton 
New York City, 


Wars, H. Parker, and Bocsn, Juiz I. 
Investment Banking. Pp. xii, 529. New 
York: Harper and Brothers, 1929. 83.50. 
The authors of this book have performed 

a very useful function in bringing together a 
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mass of descriptive material not hitherto 
available in one volume. The general aim 
of the book is mdicated in the following 
quotation from the preface: “In dealing 
with the subject, the authors have thought 
best to make the volume primarily descrip- 
tive and to reduce the discussion of theory 
to the smallest limits possible, while 
eliminating matter that was in any definite 
way controversial.” i 

The book is conveniently divided into 
three parts: I, Investment Banking Insti- 
tutions; H, Theory of Investment Banking; 
IH, Investment Banking Practice. 

Special mention may be made of the fol- 
lowing chapters: Chapter II, “Investment 
Middlemen—The Investment House”; 
Chapter IH, “Facilitating Institutions 
—Brokers, Dealers, and the Stock Er- 
changes”; Chapter IV, “Investing Institu- 
tions”; Chapter VI, “Mortgage Banking”; 
Chapter XVI, “Negotiation and Purchase 
of New Security Issues”; Chapter XVII, 
“Selling Syndicates and Groups”; Chapter 
XIX, “Security Selling”; Chapter XX, 
“Maintaining the Market”; Chapter XXI, 
“Investment Management”; Chapter 
XXT, “Regulation of Security Selling.” 

Much of this material is interesting and 
important. However, it would probably 
have been more useful if the text had been 
accompanied by a larger amount of con- 
crete references and examples. Also, it 
might have been helpful to incorporate 
more reference tables and statistical analy- 
ses. However, as the purpose of the 
writers seems to have been to popularize 
the new field of investment banking, 
primarily among teachers of the subject, 
perhaps these apparent omissions are more 
or less intentional. 

Upon the whole, the authors’ purpose has 
been well achieved. Hence it would prob- 
ably be ungracious of the reviewer to speak 
too critically of the product. However, to 
those who have a first-hand knowledge of 
practical financial matters, Investment 
Banking may seem to be rather elemen- 
tary—a textbook for students and beginners 
rather than a reference manual or a book 
which will stimulate considerable thought 
and discussion on the part of more ex- 
perienced readers. The .accomplishment 
of the authors’ expressed aim, therefore, 
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may be regarded as both the strength and 
the weakness of the book. 
Epmonp E. Linco 
New York City 


Morrram, R, H. A History of Financial 
Speculation. Pp. xii, $17. Boston: 
Little, Brown, and Company, 1929. 
$4.00. 

Mr. Mottram’s History of Financial 
Speculation is in no sense a handbook for the 
speculator. Speculation is regarded by 
Mr. Mottram as the negotiation of values 
not dependent on immediate necessity. 
As such, it possessed a habitation long be- 
fore it had acquired a name. Despite the 
fact that Dr. Johnson’s famous dictionary 
of 1754 did not contain the term nor that 
of any analogous process, “the thing itself 
is of immemorial antiquity.” Modern 
excavations reveal the large scale on 
which Neclithic man mined for flint in 
northwestern Europe. He produced far 
more of this implement-yielding commod- 
ity than he could hope to use personally, 
He disposed of his surplus by bartering for 
the other good things which the technology 
of that primitive life afforded. ‘In short, 
prehistoric man had already parted com- 
pany with immediate necessity... . Thus 
the speculative faculty was born.” 

From this somewhat narrow early ven- 
ture in speculative activity down to the 
worldwide speculative movements and 
processes based on modern economy and 
credit of the postwar period, Mr. Mottram 
traces the outstanding developments in the 
field of speculative finance. Although 
Law’s Mississippi scheme, the South Sea 
Bubble, speculation in the early railway 
age, the numerous Wall Street panics, and 
various other events of a narrow speculative 
sort come in for detailed consideration, 
Mr. Mottram’s study is more than a history 
of financial speculation. It is a record of 
the broad, interrelated developments in the 
field of economic history and the fields of 
money, credit, and finance. It deals with 
the interplay of economic forces and finan- 
cial events; with economic movements and 
the growth of speculative investment. 
It should prove a very useful book in the 
library of the student of economic history. 
The layman, unless he comes armed with a 
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background of economic history, may find 
it difficult going; but his journey will be 
lightened by the facile touch of the literary 
artist, for Mr. Mottram has done & neat 
bit of work from the literary point of view as 
well as the historical. 
GroraE Warp STOCKING ` 
University, of Texas 


Harner, Carmen. Capital and Labor 
Under Fascism. Pp. 296. New York: 
Columbia University Press, 1980. $4.50. 
Because the Fascist corporate state is of 

such recent origin, writers have thus far 
had to limit themselves to a description of 
its structure. Miss Haider’s book is per- 
haps the first serious attempt to appraise 
the functioning of the new Italian system. 
Despite the fact that she has tilled virgin 
soil, she has produced an extremely in- 
structive work which will answer many of 
the questions that political scientists have 
raised concerning the feasibility of the 
corporate state. 

There are, however, things which Miss 
Haider might have done which she did not 
do. In her chapter on “Difficulties within 
the Syndicate System” she fails to make 
clear the fact that capital has been lined up 
on the one hand, that labor has been lined 
up on the other, and that the “state” has 
set itself to the task of harmonizing the 
differences between these two classes. The 
“state” must withstand fire from two 
sides; it has placed itself in a position of 
arbiter, and that is a difficult position 
under any circumstances. In order to 
know whether the corporate Fascist state 
works to the advantage of capital or labor, 
one should determine the change in wage 
rates by a study of the numerous collective 
contracts that have been made and com- 
pare these rates with the index figure of the 
cost of living. Miss Haider has failed to do 
this in a satisfactory way. She generalizes 
about wage reductions (p. 157) and she does 
not use the Annuario Statistico to show the 
change in the cost of living. All through 
the book there is a spirit of pessimism con- 
cerning the future of Fascism, which does 
not seem to be well substantiated by fact 
(p. 285). The reviewer noticed compara- 
tively few typographical errors, but begs 
permission to call attention to an “is” for 
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an “it,” page 235. He would also like to 
express a preference for the capitalization of 
Fascist and Fascism. 

Suurarp B. Clover 
Columbia University 


Hvueuss, Cuaries Evans. Pan American 
Peace Plans. Pp. 68. New Haven: 
Yale University Press, 1929. $1.00. 

In sketching the background with which 
“the subject of obligatory arbitration was 
approached” at the Pan-American Confer- 
ence on Arbitration at Washington in 
1928, the author passes from a summary 
discussion of arbitration in general to a 
brief but comprehensive survey of the 
“highly commendable” record of the 
United States and of the other American 
states in arbitrating disputes in the period 
between the first and the sixth Pan-Ameri- 
can conferences (1889 to 1928). The first 
lecture is concluded with an analysis and a 
justification of those provisions of the 
general treaty of inter-American arbitra- 
tion—drafted at the Washington Confer- 
ence—which limit arbitral differences to 
those “‘of a juridical character,” definitely 
specify the same, and expressly except 
“those questions which are within the 
domestic jurisdiction” and not controlled 
by international law. 

Continuing in Chapter IT the discussion 
of the Pan-American Treaty of Arbitration, 
the author holds that its procedural provi- 
sions “are a notable advance on former 
treaties” of that nature, and that the 
various reservations that have been made 
to the treaty have the effect “merely to 
reserve the classes of claims or disputes, 
to which they referred, from the operation 
of the treaty of arbitration.” As a result 
he draws the conclusion that now “‘the issue 
is squarely presented to the American 
republics whether they desire compulsory 
arbitration of justiciable disputes.” The 
second and final chapter is concluded with a 
discussion of efforts made in the decade 
preceding the Washington conference to 
establish, notably by the Gondra Treaty of 
1928, “‘institutions* of conciliation”—de- 
fined as “the fitting complement of arbitral 
arrangements”-—and the way in which the 
Washington Conference “provided, as 
broadly as practicable . . . for conciliation 
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in relation to all disputes that may arise 
between them.” 


Crarntes W. HACKETT 
Stanford University 


Jonzs, CumsreR LLoyp, Norron, HENRY 
K., and Moon, Parer T. The United 
States and the Caribbean: American 
Policies Abroad. Pp. xi, 280. Chicago: 
University of Chicago Press, 1929. 
$1.50. 


This work is the second of the “American ` 


Policies Abroad” series published under the 
auspices of the Chicago Council on Foreign 
Relations. Following that body’s plan, the 
question is presented in its historical setting, 
after which it is discussed from diametri- 
cally opposed points of view. Professor 
Jones sketches the development of Ameri- 
can interests in the Caribbean lucidly and 
impersonally, affording no opportunity for 
disagreement. Mr. Norton justifies the 
extension of control there on the ground 
that it serves the best interests of all in- 
volved. Professor Moon decries any ac- 
tion by the United States which deprives 
fellow Americans of their heritage. Both 
write with vigor and spirit but, this being a 
workaday world, the conclusion that the 
practical apologist presents the better case 
cannot be avoided. 
Lowa. Josmpu Ragatz 
George Washington University 


Wouer, Max. Investments of United 
States Capital in Latin America. Pp. 
297. Boston: World Peace Foundation, 
1929. $2.00. 

This is the most comprehensive presenta- 
tion of the subject of American investments 
in Latin-American countries so far pub- 
lished. It is compiled from a variety of 
sources, epitomizes the wealth of data 
gathered by the United States Department 
of Commerce, and is provided with a vast 
array of illuminating statistical tables. 
Many of the figures are brought down to the 
beginning of 1929. 

The historical survey of Latin-American 
economic life which pretedes the main body 
of the work is not very adequate and con- 
tains many inaccuracies. The chapter on 
“Features of International Investment,” 
inserted by the editor of the volume, is 
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much more satisfactory. It is followed by 
a survey of each Latin-American republic, 
covering some 210 pages, and in each in- 
stance reviewing the general economic 
situation, public finance, foreign invest- 
ments, and United States corporate inter- 
ests in particular. The volume closes 
with an appendix of fourteen tables, most 
of them illustrating American and*British 
investment and trade in Latin-America for 
the years 1918, 1927, and 1929. 

This is a work of extraordinary usefulness 
in a field which, in the words of Dr. L. S. 
Rowe, “involves international problems of 
real magnitude both at the present and in 
the future.” Of peculiar interest to the 
student of “American imperialism” is the 
fact that, while the entire trade of the 
Caribbean area (including Mexico) by 1927 
had gained over 91 per cent over prewar 
figures, American trade with that region 
showed an increase of only 81.82 per cent. 

C. H. Harme 

Cambridge, Mass. 


Cany, Joun F. Foreign Intervention in the 
Rio de Ia Plata, 1888-1850. Pp. xiv, 
296. Philadelphia: University of Penn- 
sylvania Press, 1929. $4.00. 

An able and significant study of one of 
the most complicated series of international 
episodes in the history of the South Ameri- 
ean republics, and one till now almost en- 
tirely neglected by American historians. 
It is based upon wide researches in the na- 
tional archives in Paris, London, and Wash- 
ington, in printed documents, and in the 
writings of contemporary publicists. 
` The story of the two European interven- 
tions in the domestic affairs of the countries 
of the Rio de La Plata is important as an 
illustration (1) of the aggressive economic 
rivalry of England and France in that era; 
(2) of Latin-American relations as a pawn 
in the larger game of international politics 
in Europe; (8) of the stubborn and success- 
ful defense of national independence and 
integrity by the much misunderstood dic- 
tator Rosas of Buenos Aires; and (4) of an 
occasion when the United States Govern- 
ment, intent upon its own economic and 
territorial expansion in the northern hemi- 
sphere, seemed to be conniving at a viola- 
tion of the Monroe Doctrine in the southern. 
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The description of the Argentine back- 
ground is the book’s weakest spot, due to 
dependence upon ill-chosen or antiquated 
sources of information. And the author 
seems at times to betray a lack of apprecia- 
tion of Rosas which may be similarly ex- 
plained. But the volume constitutes an 
important contribution, excellently done. 

S C. H. Haamea 

Cambridge, Mass. 


OesBuaN, WuruamĮm F., and Jarré, Wi- 
tam. The Economic Development of 
Post-War France: A Survey of Production. 
Pp. xii, 618. New York: Columbia 
University Press, 1929. 6.00. 

The economic recovery of France since 
the world war is one of the outstanding 
European developments and deserves the 
careful statistical study and skillful exposi- 
tion which the authors have given it. The 
remarkable recuperative powers of the 
people, the reformation of their industry, 
and their use of the resources which were 
brought to them as a result of the war are 
all excellently reviewed. The common 
impression that the French people cannot 
develop mass production is shown to have 
little basis. Industry was already chang- 
ing before the war and the process was 
greatly stimulated by the necessities of the 
conflict. The financial difficulties through 
which the Republic found its way are shown 
not to have been the unmixed disadvantage 
which many have believed. 

The chief limitations on development are 
lack of plentiful power, and a population 
static in number. The first necessitates 
continued close coöperation with Germany 
and the United Kingdom. Development 
of water power has only limited promise. 
The lack of workers can be remedied by 
immigration,—if France is willing to accept 
it. On the whole, metallurgy gives good 
promise, the chemical industries have had a 
surprising advance, textiles, partly due to 
changes in styles, are in less favorable 
position, and agriculture has been but little 
affected by the factors which have changed 
the French economic outlook. 

So far as can be seen now, the authors 
conclude that “France will rapidly rise to 
high rank as an industrial nation.” That 


she may do so is the hope of all her friends,- 
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and that real and permanent advance has 
been made is beyond question, whether the 
event proves that this development will 
markedly change her relative economic 
position in the world or not. 
CHESTER LLOYD JONES 
University of Wisconsin 


Press Releases. Weekly publication of the 
Department of State. Washington :Gov- 
ernment Printing Office. $1.50 per 
year. 

Treaty Information Bulletin. Monthly 
publication of the Department of State. 
Washington: Government Printing Office. 
50 cents per year. 

State Law Index. An Index and Digest to 
the Legislation of the States of the United 
States Enacted During the Biennium, 
1925-1926. Number 1. Pp. vii, 588. 
Compiled by the Legislative Reference 
Service of the Library of Congress under 
the immediate direction of Miss Margaret 
W. Stewart, including “Reports of Com- 
mittee on Noteworthy Changes in 
Statute Law, American Bar Association,” 
consolidated and annotated by Raymond 
E. Manning, and “Digest of State Laws 
Relating to Administrative Organization 
and Personnel,” by Jennie Welland. 
Washington: Government Printing Office, 
1929. $1.50. 

The last six months have witnessed the 
appearance of two new periodical publica- 
tions of the Department of State that will 
be of value to all persons interested in the 
progress of foreign relations. The Press 
Releases, which have been published weekly 
in printed form beginning with October 5, 
1929, bring together the material issued 
daily in mimeographed form for the use of 
correspondents. They contain the text of 
formal statements made by the Secretary 
of State and other officers of the Govern- 
ment on matters pending before the De- 
partment. It will be gratifying to the 
careful student to know that for at least 
this branch of the Government he has easy 
access to authorized statements and will 
not have to rely on the newspapers. The 
publication will have a semiannual index, 
and will contain quarterly a list of all 
State Department publications. 
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The Treaty Information Series contains 
the notes and other correspondence relating 
to treaties and conventions, but not the 
text, which will be published in the Treaty 
Series as heretofore. The Treaty Informa- 
tion Series appears once a month; from 
April to October, 1929, it was issued in 
mimeographed form; it has been printed 
beginning with the issue for October, 1929. 

The State Law Index, 1925-1926, pub- 
lished by the Library of Congress, is both 
an index and digest of legislation enacted by 
state legislatures during 1925 and 1926. 
The Indez includes only public acts of a 
permanent and general character, except 
those relating to administrative personnel 
and organization and to named courts; 
these are covered by a digest. Another 
digest covers important changes in state 
laws during the period. It will be pub- 
lished biennially as most of the legislatures 
meet once in two years. 

L. F. SCHMECKEBIER 

Institute for Government Research 


Luvwic, Ex. Lincoln. Pp. viii, 505. 
Boston: Little, Brown and Company, 
1930. 85.00. 


Emil Ludwig, since his sensational suc- 
cess as the biographer of Napoleon, has been 
busily engaged at cashing in on the result- 
ant acclaim. His latest book is entitled 
Lincoln (Little, Brown & Company); and 
is the kind of triviality which so experienced 
an historian as Ludwig can produce with 
his left hand while flirting with his mani- 
cure. The type of readers who have taken 
the new school of biography to their bos- 
om, just as they have adopted The Ameri- 
can Mercury and triangulated furniture, 
because it is the thing to do, will find this a 
fascinating example of the sort of book 
confected especially for them. 

Lincoln’s career is related and analyzed 
with that superficial profundity which 
flatters the newly hatched highbrow into 
believing he is at last en rapport with higher 
and better things. The whole hackneyed 
deification of this simple, lovable character 
is here revived with an all-star cast of ad- 
jectives. How significant Herr Ludwig 
can make a platitude! How engagingly he 
can garnish the hash of history! 

Either as a piece of research or as an 
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original contribution to our estimate of 
Lincoln, the opus is negligible. There is no 
information here not readily obtainable on 
the shelves of the nearest library. There is 
no expert plumbing of motives, no thorough 
application of the new psychoanalytical 
technique. Not only has Ludwig little 
new material to present, but he does not 
hesitate to accept without questioñ such 
dubious stuff as the ancestry of Lincoln’s 
mother and the intriguing of Chase. 
Ludwig displays nothing more than the 
talents of the facile and ingratiating writer 
accustomed to turn out one book every 
twelvemonth, who this year happened to 
pick on Lincoln for his subject. 

Let me not be misunderstood. So adept 
is Mr. Ludwig at his chosen profession that 
he can produce entertaining biograpky with 
a minimum of effort. In the flood of 
table Phéts portraiture with which we are 
now overwhelmed, his Lincoln is no medi- 
ocre example. If you are interested but 
badly informed in regard to the Great 
Liberator; if you are satisfied to have your 
biography absorbing without necessarily 
being reliable; if you have not grown too 
censorious through special study and ac- 
quaintance with first rate historical writ- 
ing, then here is a volume I can safely 
recommend. 

ALPHONSE B. MILLER 

Philadelphia 


Lavr, Aanes C. The Overland Treil: The 
` Epic Path of the Pioneers to Oregon. 
Pp. xx, 358. New York: Frederick A. 

Stokes Company, 1929. $3.50. 

Miss Laut has produced a synthetic 
work and for that reason, seemingly, has 
chosen the larger title, Overland Trail. 
Her chief interest is clearly the Oregon 
Trail. The wider sweep is hinted at in the 
first sentence of the Introduction: “ .. . 
that great racial Highway of Humanity, 
that conquest of civilization over savagery, 
beginning its movement ever westward in 
the days of Abraham, going up the Eu- 
phrates from Ur on the Persian Gulf 2,000 
B. C., and ending in our own days on the 
shores of the Pacific over the Pioneer 
Oregon Trail.” 

Her researches did not carry her all the 
way from Abraham to Ezra Meeker, but 
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they did’cover quite thoroughly the land, 
the time, and the personalities involved in 
the theme of the Oregon Trail. Although 
the lines of the story cross and recross 
frequently, there is a satisfying sequence as 
shown by the titles of the three main divi- 
sions: “From the Missouri to the Rockies 
Up -the Platte,” “Down Snake River 
Canyof to the Columbia River,” “Down 
the Columbia River to the Pacific.” Com- 
munities of the West, from Kansas City to 
Astoria, from the Columbia River north- 
ward to Puget Sound and southward to 
Sacramento, will find here friendly records 
of their early days, those eventful days of 
the covered wagon. The forty-nine illus- 
trations include a number of up-to-the- 
minute photographs of the enterprising 
cities developed from those pioneer com- 
munities. These pictures help to empha- 
size the significance of the Oregon Trail. 

As a matter of fulness of measure, the 
author has added a chapter called “On to 
the Ends of the Earth,” showing the enter- 
prise and urge developed by the pioneer. 
Here she quotes effectively from the re- 
cently published Narrative of Samuel 
Hancock. On the last page, as on the 
first, she harks back to Abraham, Moses, 
and the Promised Land. She says: “The 
fact remains the Great Racial Movement 
had gone round the world in a complete 
circle; and the movement in spite of human 
motives, low or high, had been a spiral up 
from lower level of humanity as a hunting 
and hunted animal to a spiritual rebirth 
both as to vision and daily living.” That is 
her philosophy of the West. Her respect 
for the theme of her book is added as its 
last paragraph: 

“As the culmination of ‘that movement, 
the Overland Trail stands without a par- 
allel in racial history; and that is why it is 
held in honor today.” 

Epmonp S. Many 

University of Washington 


Exormas, Supa. The New Citizenship: 
A Study of American Politics. Pp. vii, 
857. New York: Thomas Y. Crowell 
Company, 1929. $2.50. 

This is not a book for tired radicals, im- 
puissant reformers, or adynamic individu- 
alists, Tt is a call to arms to the legion- 
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naires of light, to those who would maintain 
the integrity of the individual in a machine- 
made, mob-minded civilization. 

The old notion that “literacy, a rudi- 
mentary study of government and perhaps 
a course or two in community civics are all 
the preparation needed for the practice of 
citizenship” must be destroyed root and 
branch. We must give up the attempt to 
“control a machine-made civilization by a 
handicraft citizenship.” The old public 
was and is a phantom—the new public 
must be one of flesh and blood. 

Current political nostrums will not 
suffice to recreate the citizen. Non-voting 
is a symptom, not a cause, of senescent 
citizenship. Advocates of the short bal- 
lot, proportional representation, realign- 
ment of political parties, initiative and 
referendum, approach the problem from the 
wrongend. More imperative than all these 
is the rehabilitation of the individual. 
Community organization, adult education, 
and codperative effort in solving social prob- 
Jems are necessary to revivify a decaying 
civic conscience and impress the citizen 
with a sense of individual responsibility for 
social well-being. 

The new citizen must have “a fair grasp 
of social organization as a whole.” He 
must “understand the nature and signifi- 
cance of population problems, natural 
resources, the price régime, machine pro- 
duction . . . economic classes, modern na- 
tionalism, the American constitutional 
system, political parties, public opinion, 
scientific method... .” But even this is 
not enough. He must have in addition a 
keen sesthetic sense, a zest for inquiry and 
research, respect for religion and devotion 
to “‘an ethical ideal.” In short,.the new 
citizen must be intellectually omnivorous, 
emotionally heroic, and spiritually sub- 
lime; impervious to pernicious propaganda, 
relying always upon “the reflective consid- 
eration of public questions.” 

Certainly this is a high mark at which to 
shoot. “Anyone,” says Professor Eldridge, 
“who does not believe in miracles will 
recognize the stupendous difficulties of 
such a transformation.” Like Vachel 
Lindsay’s “Virginians” these “new citi- 
zens” are to come from the loins oi the 
Babbitts—a miracle indeed. 
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_ : Professor Eldridge is not a Utopian, a 
counselor of unattainable perfection. He 
offers us a road map and chart which he 
thinks will lead us to the goal, he is not 
sure. His thesis is as old as Plato: “Unless 

. both political power and philosophy 
unite . there will be no end to the 
miseries ‘af states, nor yet, to those of the 
human race.” 

Perm H. Oprearp 
Williamstown, Mass. 


Marrory, Warrer H. (Ed.). Political 
Handbook of the World: Parliaments, 
Parties and Press, As of January 1, 1980. 
Pp. 198. New Haven: Yale University 


Press, for Council on Foreign Relations, ‘ 


1980. $2.50. 


The Council on Foreign Relations has 
published this Handbook which it proposes 
to revise and reissue annually. It is a 
reference book designed primarily to assist 
readers to understand significant facts con- 
tained in press dispatches and articles of 
political importance regarding foreign coun- 
tries. For each country, there is presented 
in tabular form the names of the rulers and 
the officials and the composition of the 
cabinet and the parliament. It also notes 
the political parties of each country, de- 
scribing their programs and mentioning 
their leaders. An important feature is the 
table describing the press, noting the 
papers of major political influence, their 
political affiliations, editors, circulation, and 
places of publication. 

S. Gata Lowrm 

University of Cincinnati 


Dorrus, R. L. Mastering a Metropolis: 
Planning the Future of the New York 
Region. Pp. xiii, 80%. New York: 
Harper and Brothers, 1980. $3.00. 

This book is interesting and significant 
because it is a definite and intelligent effort 
to popularize a great undertaking. As a 
rule, reports embodying the recommenda- 
tions of engineers and city planners for the 
reorganization of a community or city, 
. metropolitan or regional, are largely, and of 
necessity, technical and without a special 
popular appeal. The report for the New 
York region prepared by the Committee on 


THE ANNALS OF THE AMERICAN ACADEMY 


Regional Planning of New York and Its 
Environs of the Russell Sage Foundation is 
a monumental work and will go down in the 
history of city and metropolitan reorgani- 
zation as a great contribution. It needed 
a popular appeal, however, and this is what 
it has been given by R. L. Duffus, of the 
New York Times, one of the most efficient 
of modern journalists. In $02 pagès there 
is a splendid summary of the report and an 
argument that is destined to be most help- 
ful in creating public sentiment in its 
behalf. In eighteen carefully written chap- 
ters he outlines the contributions made to 
the housing, the railroad, the traffic, and 
the park problems. This undertaking, 
predicated on the principle that no little 
plan should be made, is comprehensive, 
scientific, and far-visioned, all of which 
phases Mr. Duffus brings out clearly and 
effectively. 
Cumtox Roexes Wooprurr 
Philadelphia 


Le Corsuster. The City of To-morrow 
and Its Planning. Pp., xxvii, 801. 
New York: Payson and Clarke, 1929. 
$7.50. 

Le Corbusier is the pen name of the 
French architect Charles-Edouard Jean- 
neret who writes most suggestively on prob- 
lems incident to the growth and the con- 
struction of modern cities. This volume 
is not a city planning one m the ordinary 
sense of the word, for he does not treat of an 
evolutionary development of a city or a 
metropolis, but he preaches the doctrine of 
revolution. In other words, he feels that 
the only way to solve the many problems 
involved in modern city life is to pull 
down. that which exists and build up a new 
city from the beginning, that is, that there 
must be an entire reconstruction. Whether 
one agrees with Le Corbusier’s recommenda- 
tions or not, one must admire and respect 
the brilliance of his scheme. While the 
French have never been partial to or per- 
mitted skyscrapers, the author recognizes 
that they have a place in the modern 
metropolitan community. His general 
limit is seven stories, but in a city of three 
million there would have to be a certain 
number of skyscrapers in the heart of the 
metropolis. In his opinion “a great city 


Boox DEPARTMENT 


of today, as it exists, is actually an absurd- 
ity. In actual fact it is using up and slowly 
wearing out millions of human beings, and 
the surrounding country on which it feeds 
is doomed to decay.” In The City of To- 
morrow as he envisions it, the buildings 
essential to urban civilization are concen- 
trated around geometric plots set at wide 
intervals in’ geometric streets with sur- 
rounding parks. While the ordinarv limit 
to the average buildings would be seven 
stories, he would make the skyscrapers 
sixty stories high. His scheme, paradoxical 
as it may seem, is a combination so arranged 
as to diminish congestion. There is very 
little likelihood that a plan so revolutionary 
would be carried out, but it has great 
suggestive value. 

This volume is translated by Frederick 
Etchells from the eighth edition af Ur- 
banisme. 

Cuinton Roemns Wooprurr 

Philadelphia 


Warma, Epwarp E. Changing New 
England. Pp. x, 275. New York: The 
Century Company, 1929. $2.50. 

This is a series of shrewd and sympa- 
thetic comments on New England life and 
“character” by an able Boston journalist. 
It is the thesis of the book that there is, 
perhaps, in the New England “character,” 
as exemplified in village and rural types, an 
unyielding quality which will enable it to 
survive the changes brought about by in- 
dustry, immigration, and the growth of 
cities. The book deals interestingly and 
with considerable penetration, with such 
diverse matters as the traditional New 
England diet, the district school, the an- 
cient identity of business and government, 
the town meeting, and the “versatile” 
climate. Changing New England is likely 
to prove interesting to those who were 
reared in a different environment and 
are, therefore, likely to get out of patience 
with the taciturnity and the cantankerous- 
ness of the natives—qualities which are 
here praised discriminately as virtues. 
While it makes no pretense of being scien- 
tific, the book is both timely in its subject 
matter and sprightly in its style. 

Lans W. LANCASTER 

Wesleyan University 
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Swirr, Firercurr H., and ZIMMERMAN, 
Bruce L. State School Taxes and School 
Funds and Their Apportionment: A Report 
on the Practices of Forty-eight Common- 
wealths Constituting the United States of 
America. (Department of the Interior, 
Bureau of Education, Bulletin No. 29). 
Pp. viii, 431. Washington: Government 
Printing Office, 1929. 50 cents. 

Among the most pressing problems con- 
fronting both’ state and local educational 
authorities are those involved in financing 
the ever increasing extensions of the edu- 
cational program, For some time there has 
been needed a thorough survey of practices 
in the various states. This survey was 
made at the request of Commissioner John 
J. Tigert. The report “shows for each of 
the 48 states what taxes are levied for public 
elementary and secondary schools, what 
types of funds and grants for such schools 
each state provides, and describes the plans 
used in apportioning such funds to school 
units of administration.” 

The results of the investigation will be of 
special value to state departments of edu- 
cation, legislative committees, and state 
financial agencies. It should be of service 
also to professional associations and other 
agencies concerned with the improvement 
of educational conditions. A valuable 
feature of the report, for the student, is the 
tabular presentation of significant data 
regarding sources of income and distribu- 
tion of expenditures. Perhaps the report 
would have been more serviceable to the 
general public if a chapter had been added 
summarizing the practices for the country 
as a whole. 

E. D. GRIZZELL 

University of Pennsylvania 


Davis, W. Jerrenson. Radio Law. Pp. 
864, 40. Los Angeles: Parker, Stone and 
Baird Company, 1929. 

The progress of science and the world of 
business is such that from time to time new 
conditions arise which demand some type 
of legal regulation in order that a given 
industry may procted on a sound basis. 
Usually there are few guideposts to show 
the way for such regulation. Frequently, 
apparently sound laws are enacted which 
later call for considerable construction by 
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the courts. The field of radiotelegraphy 
is no exception. The chaos following the 
“breakdown of the law” in 1996, when the 
Secretary of Commerce could not control 
allocations of frequencies under the then 
existing law is not easily forgotten. In this 
country, much better conditions have now 
been brought about through the enactment 


. of the Federal Radio Law of 1927. But 


even that law has its defects and has 
brought about considerable litigation. And 
Congress is now engaged in a very careful 
and critical study of the subject with a view 
to further legislation. Internationally, the 
need for responsible control is perhaps even 
greater. A tremendous step in this sphere 
was taken with the adoption of the Wash- 


ington Radiotelegraph Convention in 1927.’ 


The rapidity of the development of the 
law in this field accounts for the lack of 
a large bibliography. The work of Hon. 
Stephen B. Davis heads the list. The 
present writer carries the review of the 
subject well into 1929. He has done ably 
with the scant material to work with at the 
time and though perhaps he has not con- 
sidered all available data, he has furnished 
another guidepost which should be valuable 
to those who are studying the subject. 

Pamsrick McCoy 

Los Angeles, Calif. 


Lyon, Lavurert S. Hand-to-Mouth Buy- 
ing. Pp. xv, 487. Washington: The 
Brookings Institution, 1929. $4.00. 
“Hand-to-mouth buying” is a term 

coined as a result of widespread and even 

intense feeling that practices of giving and 
receiving orders are being seriously modi- 
fied. In some quarters this feeling has 
been accompanied by the belief that hand- 
to-mouth buying tends to introduce in- 
stability into industry. Instead of placing 
orders months in advance, according to the 
complaint, the retailer places his orders but 

a brief time before the actual sale of the 

goods and this practice is reflected all the 

way down the line, thereby preventing 
pre-planning of production. 

The author of this beok, chosen by the 
Business Book League as the outstanding 
business book of December, 1929, carefully 
marshals evidence on the subject from a 
wide variety of industries, including the 
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manufacture of shoes, women’s hosiery, 
men’s clothing, wholesale drugs, the tex- 
tiles, meat packing, hardware, iron and 
steel, canning, and a miscellaneous group. 
These he considers from the standpoint of 
the relation of orders to shipments, the size 
of orders, hand-to-mouth shipping, the 
stock burden of goods and of raw materials. 
He shows that in some industries the 
phenomenon is not new. Where it has 
developed recently, he shows that it may 
not be a factor in business instability. 
Rather, taking into consideration the gains 
in transportation efficiency achieved in the 
past few years, he suggests that hand-to- 
mouth buying may indicate an “extension 
of the principle of the moving platform 
from individual plants to the vast workshop 
we call industry as a whole.” 
Morum Ray Carroun 
Goucher College 


Buack, Jonn D. and Ausmret G. Produc- 
tion Organization. Pp. xi, 646. New 
York: Henry Holt and Company, 1929. 
$8.75. 

This volume is a significant effort to 
answer the riddle of elementary economics 
teaching in a business administration 
curriculum. The claim of the authors is 
that schools of business should stress the 
production phases of economics. The book 
is an adaptation of the senior euthor’s 
longer volume, Introduction to Production 
Economics. The material has stood the 
test of five years’ use at the University of 
Minnesota. 

This interesting experiment in presenting 
a body of simple principles for analysis, 
together with closely related detailed de- 
scriptions and statistical tables, gives some 
coherence to the usual introductory geog- 
raphy or industry course; and it pastpones 
and prepares for the value and price analy- 
sis of an advanced course. The production 
theory is ingeniously presented in Part IT. 
“Principles of Combination”; “Diminish- 
ing Outputs, Least Cost, and Highest 
Profit”; “Individual Unit Differences in 
Productivity,” and their “Combination”; 
and the vital issue of “Specialization” are 
all competently presented. There is, un- 
fortunately, no space here to discuss ques- 
tions of theory involved. The work is ob- 
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viously based on careful original reseerch, es- 
pecially in the field of agricultural economics. 

Detailed presentation of descriptive 
material is less rich in dealing with major 
trends of American productive life, the 
issues of machinery and management; too 
little attention, for instance, is given to 
mechanical and manufacturing industries, 
and to,tranSportation and communication, 
when their preponderant place in producing 
our national income is considered. This 
lag in economic emphasis is doubtless re- 
lated to the authors’ agricultural back- 
ground and to their apparent lack of 
familiarity with the new dominant trends in 
American production. 

A specific criticism has to do with the 
frequent conventional use of the word 
“social,” even in chapter and paragraph 
titles; Le., Part I, “The Social Medium 
of Production,” or Chapter XXV, “The 
Social Organization of Production.” Since 
the individualistic and social points of view 
are nowhere analyzed, and the baffling 
issue of control neither raised nor grasped, 
the treatment seems quite superficial. 

The style of the book is simple, but 
barren and unillumined. Some of the 
chapters are dull enough. It will call for 
fine teachers to do as well with this book as 
with, let us say, Bye and Hewitt’s Applied 
Economics, a more interesting and teach- 
able volume covering a somewhat similar 
field. However, freshmen in schools of 
business will stand a lot of punishment 
when they can understand the text, and the 
wind of doctrine is here well tempered to 
the intellectually shorn lamb. ° 

The volume marks an advance over the 
orthodox presentation of the principles of 
economics; it takes a vital step toward 
making economics realistic and so ireeing it 
from the bonds of old rationalistic tradition. 
The book is to be strongly recommended to 
all economics departments strugglmg with 
the problem of an introductory course. 

F. D. Tyson 

University of Pittsburgh 


Cannine; Joun B. The Econcmics of 
Accountancy: A Critical Analysis of Ac- 
counting Theory. Pp.viii,867. NewYork: 
The Ronald Press Company, 1929. $5.00. 
While we are bound to confess that we 

found this book rather heavy reading, those 
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who persevere will find in it much of inter- 
est. There is little resemblance to the 
usual work on accountancy. It is however, 
brought out clearly that accountancy is not 
an exact’ science and that the correct 
assembling and interpretation of accounts 
can be assisted greatly by a study of the 
principles of economics, just as the mastery 
of economics requires a knowledge” of 
accounting. 

It is outside the scope of a short review 
to point out all the things of particular 
interest found in this work, but the chapter 
on the “Valuation of Inventories” will be 
found especially useful as throwing consid- 
erable light on a subject quite generally mis- 
understood. The author suggests that 
much valuable information may be ob- 
tained by valuing inventories on two or 
more different bases for instance, at cost 
and at selling price, less selling and admin- 
istrative expenses. A comparison of these 
figures will throw light on the probable 
profit to be realized from the sale of in- 
ventories. 

While the book is written primarily for 
the economist, the accountant will find in it 
much to stimulate thought. 

Wirum H. ALDEN 

Philadelphia 


Hur, Josera A. Women in Gainful Oc- 
cupations, 1870 to 1920. Pp. xvi, 416. 


(Census Monograph IX). Washington: 
Government Printing Office, 1929. . 
$1.50. 


BrissENDEN, Pavut F. Earnings of Fac- 
tory Workers, 1899 to 1927. Pp. xxi, 42A. 
(Census Monograph X) Washington: 
Government Printing Office, 1929. $1.50. 

Handbook of Labor Statistics, 1929. Pp. 
xiv, 914. (Bulletin of the United States 
Bureau of Labor Statistics, no. 491). 
Washington: Government Printing Office, 
1929. - $1.00. 

These three volumes are worthy addi- 
tions to the literature on the general sub- 
ject of labor problems. The first two are 
elaborate and careful monographic analyses 
of vast masses of data. The third is made 
up of synopses of factual material—a 
genuine handbook, as the title implies. 
The fields treated by these volumes are 
decidedly varied, the first covering occupa- 
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tional distributions, the second the eco- 
nomic returns to factory labor, and the 
third all questions bearing on the labor 
problem. : 

Dr. Hill has drawn together all the 
comparable material on women in gainful 
occupations that has been gathered by the 
Census Bureau in the several censuses since 
the Civil War. In addition to careful 
treatment of various topics, such as the 
changing occupations of women in relation 
to their age, marital status, race, and 
family status, the volume contains much 
suggestive methodology and excellent criti- 
cism of the data. Out of more than four 
hundred pages, almost two thirds are elab- 
orate tabular presentations of data either 
not printed elsewhere or relatively in- 
accessible. 

Dr. Brissenden has carefully analyzed 
such material collected by the Census 
Bureau in its quinquennial, and latterly, 
its Biennial, censuses of manufactures as 
deals with the wages, the earnings, and the 
employment of those engaged in work in 
factories. He has introduced as well 
quantitative data collected by the United 
States Bureau of Labor Statistics; by state 
agencies in Massachusetts, New York, 
Wisconsin, and New Jersey; by the Federal 
Reserve Bank of New York; and by certain 
privately endowed research foundations. 
The intricate problems of full-time money 
earnings and of real wages are carefully 
handled. Much valuable and otherwise 
unavailable statistical data are presented in 
text and appendix tables. The methods 
used in handling the material of the subject 
are discussed in considerable detail. The 
volume constitutes not only an excellent 
analysis of the problem, but is a splendid 

_ guide for the further study of similar 
material. 

Unlike the monographs by Dr. Hill and 
Dr. Brissenden, the Handbook does not con- 
tain any original studies, but is a secondary 
compilation. It brings up to date— 
through 1928—the volume issued by the 
Bureau under a similar title in 1927. It 
contains relatively little tabular material, 
but consists of nine hundred pages, prima- 
rily of terse factual statement, with numbers 
and percentages interspersed. The mate- 
rial is mainly that which has been gathered 
and published at greater length by the 


Bureau of Labor Statistics in its various © 


other publications, though some has been 
excerpted from publications of other 
Federal agencies, such as the Children’s 
Bureau, the Bureau of Mines, and the 
Interstate Commerce Commission. Its 
usefulness as a handbook would have been 
greatly enhanced had the index been made 
more adequate. It could be improved also 
by more complete references to the fuller 
presentations from which the extracts have 
been taken. 
Frank ALEXANDER Ross 
Columbia University 


Wages in the United States in 1928. Pp. 
x, 41. New York: National Industrial 
Conference Board, Inc., 1929. 81.00. 
This analysis of wages for 1928 supple- 

ments the Conference Board’s previous 
publication, Wages in the Untied States, 
1914-1987. It presents a separate compila- 
tion of data for manufacturing industries, 
public utilities, building trades, agriculture, 
and Class One railroads. For these occu- 
pations the Conference Board is able in 
most cases to give statistics for the year on 
(1) average hourly earnings, (2) average 
weekly earnings, (8) average hours of work, 
(4) real earnings, and (5) employment. 
The figures show an approximate uniform- 
ity throughout the year with regard to these 
items in the various occupations considered. 
For example, average hourly earnings of all 
wage earners in manufacturing have varied 
during the year from a minimum of 56.7 
cents in February and May to a maximum 
of 57.6 cents in October, a difference of less 
than one cent. Average weekly earnings 
in manufacturing varied from $27.09 in 
July to 827.76 in September and October. 
What applies to manufacturing is sub- 
stantially true for public utilities, building 
trades, and so forth. It is interesting to 
point out that 1928 was a year of general 
business stability and it is therefore to be 
expected that the wage and employment 
situation would be a reflection of this 
condition. 

While the study is embraced within 
forty-one pages, it contains a mass of care- 
fully compiled information which is ex- 
tremely valuable as a basis for further 
study. This publication, together with the 
prior study of 1914 to 197, is e compre- 
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A hensive factual presentation of a condition 


of basic importance in our economic life. 
Harry Henig 
University of Cincinnati 


McMorry, Donato L. Cozey’s Army: 
` A Study of the Industrial Army Movement 
of 1894. Pp. viii, 881. Boston: Little, 

Browg and Company, 1929. $4.00. 

Professor McMurry has presented in this 
volume a very interesting account of what 
he calls the “industrial army movement” 
of 1893-1894. The “movement” was 
initiated during the industrial depression of 
1898 by Jacob S. Coxey, who conceived the’ 
plan of organizing unemployed workers and 
of marching them as a “petition in Foots” 
upon Washington to obtain relief from 
Congress. The “industrial armies” were 
to demonstrate to the country the distress 
in which workers willing to work found 
themselves for no fault of their own as a 
result of the industrial depression. The 
assumption was that Congress could thus be 
stirred to a realization of their distress and 
that relief was possible by means of legisla- 
tion. 

Professor McMurry describes not only 
Coxey’s army, which was the center of 
national attention, but also the other ar- 
mies, such as Fry’s and Kelly’s, which came 
from the Northwest and the Pacific Coast, 
as well as several smaller “armies” which 
had their origin in New England. While 
some of the story may appear too detailed, 
the narrative as a whole is vivid and 
moves along very well. It is enlivened by 
colorful portraits of the picturesque and 
bizarre personalities such as Carl Browne, 
the “Great Unknown,” Christopher Co- 
lumbus Jones, and others who were attracted 
to the movement and who played a signifi- 
cant part in it. And indirectly there 
emerges from the story a picture of the 
social background which clarifies the origin 
and the character of the “movement ” itself. 

In his interpretation of the “movement,” 
Professor McMurry quite correctly stresses 
the fact that the industrial armies and 
Coxeyism were closely related to Populism 
and the Populist movement. It would 
perhaps be more correct to say that the 
industrial armies represented a blend of 
Populism and of incipient trade unionism. 


One might question, however, whether or 
not Mr. McMurry is justified in claiming 
that the industrial armies were the begin- 
ning of a new epoch and anticipated what 
was to come later. It is true that Coxey’s 
idea to relieve unemployment by means of 
extensive building of public roads may be 
regarded as an adumbration of the idea of 
coping with the unemployment problem by 
means of programs of public works. It is 
also true that “marches of unemployed” 
have not entirely disappeared as a means of 
calling public attention to the sad plight of 
workers out of jobs, as was demonstrated 
within the last two years by the march of 
the British miners to London. Neverthe- 
less, it would seem to me that historically, 
Coxeyism and the “industrial armies” were 
more an episode than a “‘movement”—an 
episode stamped with the peculiar charac- 
ter of the industrial and political upheaval 
of the late eighties and early nineties. 
However, though episodic in character, 
the story was well worth telling because of 
its picturesqueness and inherent interest, 
and Mr. McMurry has told it well. 
Lows L. Lorwiv 
The Brookings Institution 


CADBURY, Groram, and Dosss, S. P. 
Canals and Inland Waterways. Pp. xv, 
160. New York: Isaac Pitman and 
Sons, 1929. $2.25. 


This thorough and concise work treats of 
the rise, the decline and the present status 
of barge canals in England. It is written 
primarily for students of transportation in 
colleges and institutes, being one unit in a 
series of similar publications in the Pitman’s 
Transport Library edited by Philip Burtt, 
member of the Institute of Transport. 

The preface contains a very valuable list 
of source references. The first chapter 
sketches the isolation of the industrial 
communities in the various sections of Eng- 
land due to lack of cheap transportation, 
especially for coal, at the beginning of the 
industrial revolution, and the successful 
efforts of the Duke of Bridgewater in 1755 
to construct a canal*from his collieries in 
Worsley to Manchester. This canal was 
eminently successful in greatly cheapening 
the cost of coal to industries and for heating 
the homes of the workers, as well as in 
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lowering the general level of the cost of 
living. There then followed a period of 
construction of many successful canals, all 
of which paid large returns to their stock- 
holders, with the inevitable result that many 
canals were promoted, unjustifiable by 
economic conditions and entailing losses. 
Chapter II is devoted to the study of the 
financial results of the various canals, and 
Chapter II to the great economic influence 
exerted by them. For instance, the coal 
production of the United Kingdom before 
the canals were started in 1750 was a little 
less than 5,000,000 tons; in 1795 over 
10,000,000 tons. Iron production in 1740 
was about 17,000 tons; and in 1796, 125,000 
tons; and about 1839, 1,248,000 tons. 
The rise of canal navigation shifted the 
importance of several British sea ports. 
Chapter IV summarizes briefly and 
succinctly the important factors in the 
struggle between 1840 and 1905 between 
the railways and the canals, and the com- 
plete eclipse of the canals, due to the 
inability of canal managements to work 
together in organizing a unified system of 
inland waterways, and their- tardiness in 
anticipating the demands of the public. 
` Chapter V treats of canal construction and 
maintenance; Chapter VI, the operation 
and organization of canal traffic, the types 
of vessels and methods of towage; Chapter 
VI, canal finance; Chapter VIL, individ- 
ual description of the various canals. 
Chapter IX is an interesting comparison of 
the British canals with the canal systems of 
France, Belgium, and Germany; Chapter 
X, canal history since 1906; and Chapter 
XI, rail and road competition at the 
present time; with Chapter XII devoted to 
a forecast of the future of British canals. 
In conclusion, the authors point to the 
work of the Royal Commission on Canals 
and Inland Navigation set up in 1906, in 
which Commission the opinions were widely 
divergent as to the future of British canals, 
and which became pigeonholed. They 
point out the revival during the war, and 
the report-of the Chamberlain Committee of 
1921. The authors Believe that a uniform 
canal system of a capacity for 800-ton 
barges is too great, but that the compara- 
tively small amount of expenditure neces- 
sary to make the canal system navigable for 
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all barges of eighty tons would be justified, / 
in view of the familiar change in navigation 
traffic making itself felt in England, as it 
has in other countries, with the gravitation 
of the low-grade boat commodities to the 
waterways. Even a through system for 
eighty-ton barges would be an improve- 
ment over present canals that cannot take 
thirty-ton barges fully loaded, In some places, 
because of years of neglect. The social 
benefits would be a concurrent return, not 
only in relieving unemployment, but in the 
tendency to decentralize cities and locate 
industries along the canal banks, where 
modern housing facilities, as well as modern 
plant layouts, might be possible. 

The closing paragraphs emphasize the 
fact that railroad, highroad, airway and 
waterways, as well as the ocean shipping, 
must work together. 

R. S. MacEtwau 

Cambridge, Mass. 


Dawson, CARL A., and Gerrys, WARNER 
E. An Introduction to Sociology. Pp. 
vi, 866. New York: The Ronald Press 
Company, 1929. $4.50. 

This book is congtructed on the source 
book principle with most of the selections 
drawn from recent works and relating to 
contemporary rather than historical phe- 
nomena. In plan and sequence of topics 
the book is commendable. The chapters 
are arranged in analytical form with clearly 
marked headings and subheadings. There 
are lists of questions and brief but well 
annotated bibliographies. Part I (three 
chapters) begins with the discussion of 
sociological facts that stand first in the 
experience of the individual—the commu- 
nity and the rural and the urban neighbor- 
hoods. There follow two chapters on so- 
cial institutions in which the arrangement 
does not seem so logical or the selections so 
happily made. Here the author’s intro- 
ductory statements do not supply so 
smooth a transition from topic to topic as 
the diverse nature of the material seems ta 


require. 

Part IL (eleven chapters)’ discusses the 
processes and products of interaction. 
Here the authors present an excellent as- 
semblage of quotations from studies in 
physiographic areas, the metropolitan econ- 
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S, omy, ecological patterns and processes, to 
demonstrate the principle of selective dis- 
tribution. This discussion is followed by 
an analysis of the mechanisms of interaction 
as seen in language symbolisms, invention, 
and communication. Social mteraction is 
then discussed as conditioned by the 
ecological order. There follow chapters on 
conflict, accogamodation, assimilation, and 
the social order. 

Part IH (three chapters) deals with so- 
ciety and the person and is an elementary 
statement in social psychology and social 
control. Part IV (three chapters) discusses 
social change in terms of unrest, social 
movements, poverty, dependency, the 
family, and personal and community dis- 
organization, which are regarded as indices 
of social disorganization. The subject is 
then treated in terms of ecological trends, 
cultural lags, formalism, the disintegration 
of primary groups, the breakup of the 
larger social order, and chaotic forces im- 
pinging upon the person. A chapter on 
social reorganization through social move- 
ments follows. Part V (two chapters) 
makes a pedagogically sound conclusicn to 
an introductory text by discussing sociol- 
ogy, sociologists, and the sociological 
method. The combined author and sub- 
ject index is preceded by a brief manual of 
study. 

The chief value of the book seems to the 
reviewer to consist in the assemblage in 
Part If (Processes and Products of Inter- 
action) of some well selected excerpts from 
recent sociological studies of regional cul- 
ture patterns, ecological processes, and 
certain mechanisms of social interaction. 
The book makes this material available to 
students with limited library facilities. By 
comparison with Park and Burgess’ Intro- 
duction to the Science of Sociology (1921) 
the book adds nothing to our understanding 
of the subject matter ofsocjology. By 
comparison with texts that merely present 
an exposition of the work of others in re- 
worded statements, this book is an ad- 
vance in text materials because it allows 
the original researchers to speak for them- 
selves in all their original spontaneity and 
freshness. 


F. Sruart CHAPIN 
University of Minnesota 
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Buumes, Neat. A Determination of Gen- 
eralizations Basic to the Social Studies 
Curriculum. Pp. xi, 289. Baltimore: 
Warwick and York, 1929. 83.00. 

This is the report of an investigation 
carried on under the general auspices of 
Dr. Harold Rugg and the Lincoln School 
Social Science Research Group. The in- 
vestigation “was postulated on the assump- 
tion that prospective citizens of a democ- 
racy should be taught to think on the social 
problems and conditions that they are 
likely to face in their lifetime.” The 
determination of “basic generalizations,” 
“central themes,” and the “relative im- 
portance of concepts or cue meanings” 
constituted the three closely related prob- 
lems confronting the investigator. 

The sources of data used in the study 
were largely the writings of “frontier 
thinkers.” It was assumed that a social 
studies curriculum in a dynamic and 
progressive society should be based upon 
an analysis of the best thought in the fields 
of history, economics, sociology, geography, 
and so forth, rather than upon an analysis 
of the activities of the present citizen. 
The emphasis is here placed upon the 
training of American youth to “think” as 
well as to “perform” in the realm of the 
varied citizenship activities. 

The work represents a significant ap- 
proach in the determination of curriculum 
content. Tke author is careful to avoid 
extreme claim to objectivity in research 
technique. He bases his claim to validity 
of both sources and technique upon the ex- 
pert character of the “frontier thinkers” 
whose writings are investigated and upon 
the judgment of expert associates who 
contributed in one way or another to the 
determinatior of the technique employed. 
The final test of the soundness of his results 
must await an experimental determination 
of the curriculum constructed on the basis 
of the findings of this study. 

E. D. GRIZZELL 

University of Pennsylvania 


Warcox, Waurer F, (Ed.). International 
Migrations. Volume I: Statistics. New 
York: National Bureau of Economic 
Research, 1929. $10.00. 

This book is the product of the codpera- 
tive efforts of the Social Science Research 
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Council, the International Labor Office, 
and the National Bureau of Economic 
Research, the two personalities principally 
concerned being Dr. Imre Ferenczi and 
Prof. Walter F. Willcox. It is a compre- 
hensive compilation of all available statis- 
tics on migration the world over. 

After a brief preliminary survey of 
“proletarian mass migration” during the 
nineteenth and twentieth centuries, the 
principal statistical facts of migration are 
presented in narrative form, first by nations 
and then internationally. The remainder 
of the volume, constituting the major por- 
tion of its large bulk, is devoted to tables of 
international migration. 

It is obviously impossible either to sum- 
marize or to criticize a book of this type. 
It can be no better than the official sources 
from which its figures are derived, which 
vary greatly among different countries. 
Within these limits, its reliability and 
authority must rest upon the competence 
and care of the compilers, which in this 
case are fortunately unimpeachable. ; 

This book will be an invaluable reference 
work for all students of migration. Any 
future volumes in the same field can be 
only amplifications and continuations of 
this pioneer work. 

Huwry Pratt FAIRCHILD 

New York University 


Mavurnee, Buerram H., Assor, W. 
Luwis, st al. Child Labor in Agriculture 
and Farm Life in the Arkansas Valley of 
Colorado. Pp. 158. New York: The 
National Child Labor Committee, 1929. 
50 cents. 


The organized movement against child 
labor is now focusing attention upon the 
agricultural aspects of the problem, and 
this is one of a series of field studies made in 
recent years which show that exploitation 
on a farm is similar in kind, even if different 
in detail, to exploitation in an industry. 
The location of this particular survey is 
Colorado; the scene, the beet fields (chiefly) 
of the Arkansas Valley; the national type, 
the Mexican and Spanish American, pre- 
dominantly. 

James H. S. Bossard 

University of Pennsylvania 
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The Illinois Crime Survey. Pp. xxiii, 7 


1108. Chicago: Ilinois Association for 

Criminal Justice, 1929. 

Ilinois is the second American state to 
survey the problems involved in, or imping- - 
ing on, her administration of criminal 
justice. Called into being by private 
initiative, the Ilinois Association for 
Criminal Justice, in coJperatien with other 
agencies, carried on in 1927 and 1928 the 
researches which are reported in this volume 
edited by John H. Wigmore. There are a 
dozen specialized reports on various aspects 
of the machinery of justice, and special 
studies on homicides, juvenile offenders, 
and deranged and defective delinquents. 
A unique feature of the report is a study of 
organized crime in Chicago. 

The general conclusions arrived at by the 
survey are: Failures of justice are traceable 
more often to administrative difficulties 
than to weaknesses in the laws; the police 
do not catch more than twenty per cent of 
those who commit felonies; when prosecu- 
tion fails, the whole judicial process fails; 
acquittals by juries are relatively unim- 
portant, compared with the number of 
cases disposed of without punishment; and 
in the City of Chicago, organized crime 
presents the worst problems, particularly 
when it concerns violations of the prohibi- 
tion laws. 

All persons interested in public adminis- 
tration should familiarize themselves with 
the contents of this report. Although local 
in character, it nevertheless portrays 
conditions which may be said to be typical 
for our states and our urban communities. 

THORSTEN SELLIN 

University of Pennsylvania 


GALITZI, CHRISTNE A. A Study of As- 
similation Among the Roumanians in the 
United States. Pp. 282. New York: 
Columbia University Press, 1929. $4.00. 
From the technological point of view 

there are many advantages in selecting one 

of the smaller immigrant groups for scien- 
tific study. The problem is more compre- 
hensible,.the materials are more compact, 


and the governing forces are likely to stand __-- ~ 


out more clearly than in the case of a large 
group like the Italians or the Germans. 
Miss Galitzi’s excellent study of the 
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Mu Roumanians illustrates this principle ad- 


mirably. According to her estimate, there 
were in 1920 only 62,336 non-Jewish foreign- 
born Roumanians in the United States. 
If their native-born children are included, 
the figure is raised to 91,683. 

The process and the degree of assimilation 
of this group are the subject matter of the 
book in hand. The author hes built up 
her conclusions by careful use of docu- 
mentary material and first-hand investiga- 
tion. Perhaps the dominant impression 
gained by the reader is the amazing pros- 
perity revealed. Radios, Buick cars, and 
eight-room houses seem to be routine 
matters among the Roumanians, and in- 
stances of extreme poverty and economic 
degradation seem almost nonexistent. One 
cannot help wondering whether the Rou- 
manians are an exceptionally able people, 
or whether there is some direct relationship 
between small numbers and economic 
success in an immigrant group. 

From the point of view of migration 
theory, perhaps the most significant con- 
tribution made by Miss Galitzi is her argu- 
ment that a closely knit, self-contained 
ethnic organization is an essential condi- 
tion for successful assimilation in this 
country. Contrary to customary opinion, 
she holds that foreign-American clubs, 
churches, lodges, and other institutions, 
instead of being barriers to assimilation, are 
indispensable intermediate agencies in the 
assimilative process, serving as barriers 
against the complete social disorganization 
and disorientation of the foreigner which 
unfits him for competent participation in 
the group life of any community. Just as 
vigorous, unified nations are an indispen- 
sable condition for a wholesome interna- 
tional life, so well-integrated and socially 
adjusted personalities are essential for the 
proper functioning of a nation. 

This work will take its place among the 
detailed inductive studies out of which a 
science of migration will eventually emerge. 

Henry Pratt Farrcamp 

New York University 
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